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DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


THURSDAY, MAY 31, 1951 


House oF REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 
The committee met at 10 a. m., Hon. Paul Brown, presiding. 
Members present: Mr. Brown, Mr. Patman, Mr. Rains, Mr. Deane, 
Mr. McKinnon, Mr. Bolling, Mr, Wolcott, Mr. Cole, and Mr. Betts. 
Mr. Brown. The committee will come to order. Mr. Clerk, call 
the first witness. 
Mr. Hauianan. The first witness is Mr. Herman W. Steinkraus, 
representing the Chamber of Commerce of the United States. 


STATEMENT OF HERMAN W. STEINKRAUS, THE CHAMBER OF 
COMMERCE OF THE UNITED STATES 


Mr. Strernxravs. Mr. Chairman and gentlemen of the committee, 
my name is Herman W. Steinkraus. I am chairman of the executive 
committee of the Chamber of Commerce of the United States, and 
am president of the Bridgeport Brass Co., Bridgeport, Conn. 

I believe the chairman and the gentlemen of the committee know 
that the Chamber of Commerce of the United States is a national 
federation which at present has 3,133 local chambers of commerce 
and trade associations as members, with an underlying membership 
of 1,350,000 individual businessmen. Because the chamber in mem- 
bership and direct interests embraces every important activity in our 
economy; and, through its membership—small business as well as 
large—it presents the opinion of a cross section of our entire economy, 
thus it is that policies of the chamber do not represent the views of 
some special group or particular interest, but are drawn from the 
diverse interests of the country as a whole and are voted by its 
membership. 

This voting, incidentally, is so regulated that no geographic con- 
centration of interests or economic concentration of power can over- 
ride the broader interests of the entire membership. 

At a recent annual convention here in Washington, the chamber 
voted upon a set of policies, with over 600 delegates from all over the 
United States present, to take part in the discussion of these policies. 
So, Mr. Chairman, I was somewhat surprised when arriving in Wash- 
ington last night to read in the papers that a prominent officer of a 
great labor union took it upon himself to make statements about the 
United States Chamber of Commerce which are entirely out of line 
with the facts. In the official release of this organization he stated 
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there was a complete irresponsibility and a narrow greed that could 
wholly wreck our defense program if the ideas of the United States 
Chamber of Commerce were adopted. 

I believe this is a just trick on the public for any CIO official to 
make such a statement about this organization. I have had many 
years of experience with Mr. Carey. 1 have been in debates with him 
numerous times, and I have read much of what he has had to say. 
I think his statement to the Senate committee yesterday is typical of 
the insidious type of remarks he makes. 

In this case he said something cleverly with the purpose of giving the 
public a wrong impression. 

There is absolutely no ground for the insinuation in his statement 
that the National Chamber proposed any such deal with organized 
labor, or with anybody else, and Jim Carey knows that to be a fact. 
Such a statement, I believe, discredits anything else he may have to 
say. 

Business believes that wages do not need to be controlled any more 
than prices need to be controlled. Union leaders like Jim Carey are 
doing a disservice to the American worker by advocating that he 
accept further regimentation from the Government. 

The chamber is interested in keeping both the workingman and the 
businessman free from Government control. We believe that neither 
wage nor price controls will check inflation. What will do the job are 
tighter credit controls; reduced Government spending; higher taxes, 
and increased production. 

I thought that I ought to take up this challenge which Mr. Carey 
so loosely tosses about, because it really is a disservice to the American 
people for a man high in the councils of a great labor organization to 
make such statements. 

In enacting the Defense Production Act, Congress said: 

The United States is determined to develop and maintain whatever military 
and economic strength is found to be necessary— 
to oppose acts of aggression and to promote peace. 

The Chamber of Commerce of the United States endorses that 
statement of the Congress and urges every practical means available 
for increasing our military might and, at the same time, maintaining a 
healthy, growing civilian economy. 

While the point is one on which no one disagrees, we cannot over- 
emphasize the fundamental necessity, in this period of our testing as a 
free and democratic people, of maintaining a vigilant concern for the 
strength and efficiency of our home front. 

Our military strength itself can be no greater than the strength and 
efficiency of that home front. 

We are without rival in industrial capacity, in technological knowl- 
edge, and in the productive skills and versatilities of our free labor 
force. The test is whether we can maintain the smoothness and 
efficiency of over-all coordination required for the continued transla- 
tion of unrivaled resources into unrivaled production. 

We would do well to remind ourselves that it was our enemies’ 
crack-up on the production front that brought them down to hopeless 
impotence in the final stages of the last war. 

It is on that level of importance that we must appraise the danger 
of neglecting to give full consideration to the vital matter of keeping 
our civilian economy in the soundest possible condition. 
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We must use care that we do not, in haste, enact legislation which 
will do more harm than good to our economy. We do not know how 
long we will be called upon to maintain the present so-called garrison 
state. Our highest officials predict heavy military commitments 
indefinitely. In such circumstances, it would be a sad commentary 
upon our collective wisdom if we hamstrung our economy with so many 
unwise regulations as to lose in the end the very things we are arming 
to defend. 

The problem before Congress divides into two parts—military 
production for defense and a strong domestic economy, including 
control of inflation. 

Inflation can disrupt the entire defense program and render null 
and void the measures taken to mobilize production. You gentlemen 
know the causes and symptoms of inflation. It is caused by an in- 
crease in money spending and credit which is out of proportion to the 
quantity of goods and services offered in exchange. This cause of 
inflation must be attacked if inflation is to be mastered. The symp- 
tom of inflation is a rising price leve!. Leveling our primary attack 
against this symptom is only shadow-boxing with the problem. 

There is no real argument about the ecoromic, social and political 
seriousness of inflation. But there is still a lack of clear general 
understanding that to combat the threat of inflation we must curb 
expansion of the total volume of spending power. If we fail to con- 
trol inflation, it is certainly predictable that the cause will lie in Federal 
deficit financing or overexpansioa of bank credit, or—more likely— 
both. 

Even the wisest and most effective direct price and wage controls 
can do little more than bring about a time-lag in the upward move- 
ment of even the controlled wages and prices, when the whole wage- 
price structure is subjected to the pressure of an inflationary increase 
in total spending power. 

The only practical, effective curb on the creation of that pressure 
is a curb on deficit spending and credit expansion. 


WHAT HAS HAPPENED? 


How can this view be squared with our experience to date and with 
the prospects we now know to be confronting us? 

Many are emphasizing that the present lull in the inflationary 
spiral already has proved the efficacy of direct wage and price controls 
which, by the way, are still very much in their formative period. 

I say there is no greater threat overhanging our economy taday 
than to so misread the facts. 

For bullish anticipation was unquestionably a major factor in the 
first flare-up of post-Korean inflation. That psychology gradually 
petered out and later, actual imposition of direct wage and price con- 
trols came along to play a small part in continuing the abatement of 
the pressures on our economy. We must keep in mind the fact that 
the two most important primary causes of wartime inflation—deficit 
spending and diversion of production—had not yet hit the economy. 

The upward price pressures, the anticipatory buying and the 
hoarding that took place last autumn and winter were themselves to 
a large degree the result of official pronouncements of impending short- 
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es and coming controls. Housewives, labor leaders and businessmen 
all got into the thick of it. 

If we had never adopted these direct controls or seriously considered 
adopting them, it is quite possible and some would say ‘“‘probable”’ 
that prices would be lower today. Hoarding would have been greatly 
minimized and possibly would have been kept much lower because 
the feverish stampede to get in ahead of the controls would have been 
either absent or at least less intense. 

I attended a 3-day conference in White Sulphur Springs recently 
in which there were some 75 economists, businessmen, and public 
officials, and there was a large segment of the economists at that time 
who felt that price and wage controls are inflationary because antici- 
pation of them causes the prices and the wages to go up in advance, 
and then when they go into effect, they freeze them at the highest 
point. 

In considering the extension of these direct controls you ought to 
ask yourselves whether wage controls will not stimulate competitive 
upward wage adjustments for more than would take place in the 
absence of controls. 

It is a matter of common knowledge that labor leaders watch each 
other’s “achievements” with great concern, and often envy. Under 
Government wage-fixing all major decisions become matters of front- 
page news. Every labor leader is put on the spot to get as much 
for his union as was obtained by some other union. This becomes 
political competitive wage-making. 

The Wage Stabilization Board as newly constituted, has shown 
either no capacity or virtually no capacity to resist wage demands. 
With the Nation-wide publicity attending each Wage Board decision 
it is quite possible and some would say ‘‘probable’”’ that we now have 
a ‘wage stimulation board” instead of a Wage Stabilization Board. 

This is not meant as a reflection on the Board, but rather as indi- 
cating the impossibility of carrying out its assignment. 


THE FUTURE PROBLEM 


But the full force of those primary causes of inflation may be with 
us by late summer or early fall when the effects of sharply rising 
military spending and production hit the economy with a force 
unprecedented in American enterprise short of war periods. 

Wage and price controls cannot possibly reach the basic realities. 
Holding prices below competitive levels and squeezing profits cannot 
add to the supply of goods and services available for purchase. Nor 
can such controls reduce the excessive spending power available for 
war-diminished civilian supplies. 

Such controls, quite to the contrary, can only aggravate the problem 
by reducing production and thus further lessening civilian supply. 
And the more problems the controls themselves create, the more the 
controls themselves must spread and multiply. 

I am sure you all realize the utter complexity of price-fixing by law. 
We produce some 8 million different items plus thousands of different 
kinds of services through some 4 million separate business establish- 
ments not including agriculture. 
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Production and distribution grow through constant and ceaseless 
change. There is elaborate and comprehensive economic as well as 
technological interdependence of these enterprises and of the products 
and services. Controls slow down changes. They slow down the 
adaptive process. They retard innovations and new enterprises. 

Furthermore controls divert managerial, supervisory, and adminis- 
trative business talent and time from production to attempts to find 
out what the rules and regulations mean and how to comply with 
them. 

If there ever was an example of that, it is right now. People are 
having a great deal of difficulty in understanding the regulations, 
with the best of intentions in trying to conform. They have been 
having extremely great difficulty in knowing how to operate. I can 
speak from actual experience in my own business in that respect. 

The Office of Price Stabilization in many cases has had to “extend 
the time’’ for compliance. Orders and directives are followed by 
new orders, amendments, and amendments to amendments. The 
Office of Price Stabilization has had to issue untold exemptions. But 
a exemptions themselves get the stabilization authorities into 
trouble. 

Even small companies may make 1,000, 2,000, 5,000, or even more 
products. Some companies make upward of several hundred thou- 
sand different items or combinations of items. This product mix is 
undergoing constant, ceaseless change. 

The task of Government price fixing and price controlling in face 
of this complicated pattern of our modern industrial society is truly 
an appalling one. It would be a miracle if it could succeed. 

To get at the basic realities of inflation, we must really tighten up 
on Federal spending, curb public and private. credit expansion, and 
increase taxes where they will most help to take the pressure off 
markets already under strajn, with minimum discouragement to the 
— of production. Wow credit controls have already begun 
to bite. 

Direct controls increase the difficulties of restoring the free com- 
petitive market system and create serious danger of losing it entirely. 
Indirect measures not only can and do accomplish what the direct 
measures are intended to accomplish but cannot; they also constitute 
our best insurance against destruction of our long-run chances of 
preserving the system which has brought us where we now are. 

Therefore, the Chamber of Commerce of the United States is 
firmly committed to the use of indirect controls, rather than direct 
controls, to hold inflation in check. 

Only a few weeks ago, the members of the chamber, in annual 
meeting here, adopted policy statements calling for prompt termina- 
tion of direct controls. 

I mentioned that before. There were over 600 delegates from over 
600 cities throughout the United States whose local chambers, 
through the national policy committee, instructed them to come to 
this meeting and vote on these national issues, and by unanimous 
vote they voted against direct controls. 

I should like to read you the text of this statement on ‘‘Economic 
policies for the emergency.” 
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ECONOMIC POLICIES FOR THE EMERGENCY 


In this period of defense emergency domestic economic policies must be followed 
which will most effectively gain our ends by building and preserving our economic 
strength. 

The objectives of these policies should be— 

1. To achieve maximum use of the productive potential of private industry; 

2. To promote the most effective balance of economic output as between mili- 
tary and civilian needs, and within these two categories: (a) to restrain inflation; 
(b) to distribute the burdens of mobilization equitably and efficiently; and (c) to 
maintain the vitality of an economy with free competitive markets. 

To meet these objectives we urge the following economic policies: 

The present program of wage and price controls is at best only a temporary 
expedient. Inflation cannot be controlled effectively without relying mainly on 
indirect controls which strike at the sources of inflation. 

Every effort should therefore be made to make indirect controls the primary 
weapon against inflation. With proper emphasis on them, Government wage 
and price fixing should be unnecessary. Accordingly, we urge the following prin- 
ciples: 

1. The stimulation of maximum production and employment by a free price 
and wage system that will concentrate effort on essential military and civilian 
needs; 

2. Substantial reduction in governmental expenditures, Federal, State and 
local, to decrease the burden on production and restrain inflation; 

3. Levying of new and additional taxes to assure pay as we go, consistent with 
necessary expenditures, and consistent also with maintaining incentives to work 
and produce; 

4. The establishment of fiscal and monetary policies which neutralize Federal 
debt as a source of inflation, or in other words, an end to monetization of the 
Federal debt; 

5. Limiting the extension of credit to the financing of the defense program and 
the essential needs of agriculture, commerce and industry in such ways as will 
increase the strength of the domestic economy. 

6. The prompt termination of all wage and price controls, with the understand- 
ing, of course, that if and so long as either of these controls continues, both shall 
be continued. 

7. The stimulation of individual savings through remunerative interest rates 
and other incentives; 

8. There should be realistic application of @hese policies. Continuance of 
less effective and superficial methods will be wasteful of human and other resources 
and will seriously discourage and disorganize production. 


Therefore, the chamber urges Congress to launch a bona fide ‘we 
mean business”’ program of action along the lines of the policy state- 
ment I have just read. If Congress demonstrated that it is firmly 
committed to these lines of attack on the causes of inflation, direct 
controls could then be abandoned without resurgence of any serious 
inflationary psychological flare-up. 

I would like to have the privilege of reading the type of letters we 
are getting from small-business men in our organization. This one 
came in just a few days ago from a hardware dealer of Shiloh, Va. 
He states as follows: 

UniITED STaTES CHAMBER OF COMMERCE, 
Washington, D. C.: 

Let us do our best to throw out these abominable controls. They are giving 
the small merchants the very devil. Thousands of them cannot make out the 
forms. Lots of small merchants are selling out, those in rural districts. These 
merchants have very limited education. Many lawyers do not understand these 
= - requires special instructions be given and an educated person to make 
them out. 

It, looks to us like this Government is going to build up a dictatorship. Now 
is the time to work fast. Special request should be made of every Congressman 
and Representative in the United States—advise where you stand. What steps 
should be taken? 

Sincerely, 
PEERLESS Co. 
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Now, if it were not so graphic, it would be humorous, but there are 
thousands of merchants and small-business men throughout the 
country. j : ; 

I can speak from practical experience in my own company. We 
serve thousands of small users of brass and copper products through- 
out the country who are in a state of great confusion. They cannot 
get answered fast. The result is they do not get the answers and they 
are discouraged and they do not know what to do, so this matter of 
trying to control everything from Washington in such a complicated 
economy as ours, in my judgment, is an impossibility. 

I think the broad general policies from Washington are all right, 
but when you try to harness this great economy, I am afraid people 
think the Government is doing things to them instead of with them. 

When you harness the good will and the spirit of the American 
people behind any great undertaking, we have never found them want- 
ing, but when they are put in a position where they have to go to 
Washington for every little control they do not feel the same respon- 
sibility for making the thing work. That is why, I think, Mr. Chair- 
man, thousands of our members throughout the country have asked 
us to come here and express their viewpoint, as in this declaration, 
that in considering the Defense Production Act as far as direct con- 
trols are concerned, they should be eliminated. 

The balance of this statement of ours, sir, relates to title V of the 
act covering labor disputes, preserving the domestic economy, and 
there is some reference to the amendments in the bill before you. 

With your permission, sir, we would like to file the remainder of the 
statement rather than read it at this time. 

Mr. Brown. It is so ordered. 

(The remainder of the statement is as follows:) 

The recent accord between the United States Treasury and the Federal Reserve 
System, if continued, will play a major and effective role in reversing the cheap 
money policy of recent years. Interest rates are firming up. This will stimulate 
savings and reduce borrowing for marginal purposes. If now the United States 
Treasury developed a savings program which would make it abundantly worth 
while for our citizens to hold Government bonds and to invest any new issues, 
considerable pressure would be taken off the consumer markets. 

The present lull could be terminated in late summer or autumn by the impact 
of major real developments now in prospect on the defense spending, and produc- 
tion front. Before that time, Congress can, if it will, sufficiently cut away the 
causes of inflation to insure a clear preponderance of well-grounded public senti- 
ment against any renewal of controllism. 

Adopt such a course and it becomes a detail of good judgment as to whether 
you extend the presently expiring powers at all, or for a very brief period of 
transition. 

However, should Congress decide to disregard this hard-hitting program of 
indirect controls, which really would control inflation, and continue direct controls 
as embodied in the Defense Production Act, the chamber suggests a series of 
recommendations. 


They relate to— 
1. Title V of the act 
2. The domestic economy 
3. The amendments in the bill before you 


LABOR DISPUTES 


If title V of the Defense Production Act is to be retained, the chamber recom- 
mends several changes which would put into law the intent of Congress when it 
wrote the act last summer. 

In drafting title V, Congress did three things. First, it reached the conclusion 
that labor-management techniques which had been built up over the vears con- 
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stituted a sound and constructive system which should be applicable to the 
mobilization period. 

Second, it permitted the President to enlist the aid of labor and management 
in the establishment of any new machinery which might be needed to maintain 
labor-management harmony. 

Third, Congress made crystal clear that no action should be taken which would 
be inconsistent with existing Federal laws, such as the Labor-Management 
Relations Act and the Fair Labor Standards Act. 

On April 21, of this year, the President created a new procedure for settlement 
of labor disputes by assigning to the Wage Stabilization Board authority to 
handle labor disputes. This new procedure ignored the safeguards which were 
written into title V, and ignored the established practices and the laws which 
have become basic. Our concern is that this temporary expedient, if permitted 
to endure, would weaken and destroy sound and constructive principles that 
have developed in labor-management relations. 

This new procedure involves three hazards: 

1. Bargaining impaired.—Collective bargaining would be seriously impaired. 

The language of the statute is plain: 

“The national policy shall be to place primary reliance upon the parties to any 
labor disputes to make every effort through negotiation and collective bargain- 
ing and the full use of mediation and conciliation facilities to effect a settlement 
in the national interest.’ 

Yet, the Executive Order 10233 issued on April 21 undertakes to set up a 
method for the resolving of labor relations issues which ignores the intent of 
Congress. It clearly would introduce the edicts of a Government agency, the 
Wage Stabilization Board, into the settlement of labor disputes. 

We have solid experience gained from World War II as to the effect on collective 
bargaining which results from granting to a Government board authority to 
settle all kinds of labor disputes. Collective bargaining is stifled whenever the 
parties are ready to turn over to a Government board the task of resolving diffi- 
cult issues, the easy way out. 

Every labor relations problem becomes a dispute and weakens the individual 
responsibility of local management and local labor to get on with peaceful pro- 
duction. 

Eventually, almost all issues are brought to the board. Preliminary barriers, 
such as the requirement that an actual dispute or even a strike must exist before 
the Board will accept the case, are swept away. A dispute or a strike is “‘made” 
in order to bring the case before the Board. 

In the last war, the War Labor Board had power such as has been newly granted 
to the Wage Stabilization Board. It made even more difficult efforts to settle 
disputes peaceably. The record of World War II is a continuous history of 
strikes and threatened strikes to force labor disputes before the War Labor 
Board. The unrest, friction, and the uncertainties during the period while 
dispute cases were being processed by the Board undermined the will to produce 
and resulted in immeasurable losses in war production. 

Although we are embarked on partial mobilization, we are by no means in the 
same situation as that of 1941, when, in a period of war, there existed patriotic 
restraints upon such direct economic action as strikes. 

I would like to call your attention, in passing, to the fact that organized labor 
itself, as weil as management, has been an outspoken exponent of collective 
bargaining in recent years. 

I should also like to point out that at the present time there are no major labor 
disputes which involve issues other than wages. Any wage stabilization board 
can and should have authority to hear issues, provided that these shall be in the 
form of rulings of general application. It is in an area not directly concerned with 
wage stabilization, that organized labor has asked for, and received, Government 
intervention that is both unnecessary as well as dangerous to collective bargaining. 

The President was able to grant this only by negating the policy enunciated 
by Congress in section 502 of the Defense Production Act. 

2. Procedure ignored.—The second provision of the present law which seems to 
have been disregarded was the procedure in title V for taking whatever action 
might be made necessary by special circumstances growing out of the mobilization 
program. 

The President was authorized to initiate voluntary conferences between manage- 
ment, labor, and representatives of the Government and the public and to take 
such action as may be agreed upon in any such conference. There has been no 
conference such as the act contemplated and certainly no agreement. It was 
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clearly indicated that whatever action was taken, it was to have the strongest kind 
of support possible, namely, the same kind of voluntary agreement which is 
the fiber of collective bargaining itself. 

Instead, the President set up a Board and a procedure which would inject the 
Government into all kinds of labor issues. 

3. Act ignored.—A dispute settlement agency with power to intervene in all 
kinds of disputes may nullify the national emergency sections of the Labor- 
Management Relations Act. 

Title V of the Defense Production Act says: 

“‘No action inconsistent with the provisions of the Fair Labor Standards Act 
of 1938, as amended, other Federal labor standards statutes, the Labor-Manage- 
ment Relations Act, 1947, or with other applicable laws shall be taken under this 
title.’ 

No attempt has been made to integrate emergency sections of the 1947 act into 
the special disputes settlement machinery created on April 21. 

I would suggest that Congress note carefully the relations between those emer- 
gency sections and actions that have been taken in the past 2 months. 

On the general question of how the Wage Stabilization Board might be recon- 
stituted, the Chamber of Commerce and other management groups publicly pro- 
posed granting the Board adequate authority to handle only actual wage stabiliza- 
tion issues. 

We suggested to the Board a method of operation which would make genuinely 
effective the purpose for which it was created—wage stabilization. We oppose 
the granting of authority to the Board to handle labor disputes which actually 
are outside that field. 

Board jurisdiction—The Wage Stabilization Board is the appropriate agency, 
of course, to hear interested parties on problems directly related to wage stabiliza- 
tion matters. We mean this to include only economic and monetary issues. Such 
problems can be expected to include one or more of the following categories: 

(1) Requests for interpretations or rulings as to application of existing policies; 

(2) Petitions for changes in existing policies, or adoption of new policies; 

(3) Petitions for permission to exceed existing ceilings or otherwise to be 
exempted from the operation of general rules and policies. 

In any of these situations, the Board should provide procedures so that it may 
receive requests for rulings or interpretations and may give adequate considera- 
tion tothem. The Board’s authority should be final in the application of existing 
policies. However, it should have no authority to modify an existing policy in a 
particular case, but should, in any case where it concludes that a change in policy 
is required, refer such recommendations to the Economic Stabilization Adminis- 
trator who thereupon should approve or reject them without modification. 

The point to be observed here is that any change in policy should be general 
in application and not confined to the particular parties or to the case in which 
the request for a change was made. If the wage stabilization program is to be 
at all effective, the principles which are developed must be maintained rather than 
modified a little to meet the exigencies of each particular case. Such a gradual 
yielding of principles is worse than no policy at all. 

Where a matter is jointly submitted by an employer and his employees or their 
representatives, both submitting parties should be required to agree, in advance, 
that they will be bound by the board’s final decision. 

In view of this background, the Chamber recommends two steps, if you continue 
title V. 

First, Congress should prevent the Wage Stabilization Board from passing upon 
noneconomic or nonmonetary issues. Because the administration has sought to 
achieve this result despite the legislation, which prevents direct action without 
the previous agreement of management and labor, this prohibition should be made 
entirely specific. 

Second, we believe that legislation should be enacted so that the Wage Stabili- 
zation Board shall be directed to refuse to proceed with any request for a ruling 
or interpretation in any case where a strike is in progress. It must be recognized, 
also, that wage stabilization policies are meant to be restrictive and that requests 
for wage increases will be denied where these would circumvent those policies. 
Any strikes which follow such denials are strikes against the Government’s policies 
and are designed to coerce or to induce the Board to make concessions. 

It is imperative to wage stabilization, and indeed, to mobilization, that such 
strikes should not be met with appeasement or consession but should be handled in 
accordance with existing law, including where appropriate the national emergency 
provisions of the Labor-Management Relations Act. 
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DOMESTIC ECONOMY 


Another set of recommendations the chamber makes to you relates to operations 
of the Nation’s distributors. 

Should Congress continue price and wage controls, we believe that prices 
would be most effectively controlled by holding constant the percentage of mark- 
up margins between cost and resale price for various classes of goods sold by 
individual distributors. Under this type of regulation, in instances where a 
price control authority permits increased prices at prewholesale or preretail stages 
in the flow of goods, the individual distributor will not be forced by Government 
interference to absorb the increased costs. 

There should be adequate consultation between public price control officials 
and private businessmen in preparation of specific control regulations. Prior to 
issuance of price control regulations, controlling Government officials should con- 
sult freely with representatives of each industry affected as provided in section 
709, of the Defense Production Act. 

Under the most favorable conditions, rationing can only be partially successful 
when restricted to commodities which have two characteristics; 

1. Highly essential to large proportion of all consumers. 

2. Very scarce as compared to normal supply. 

There are few, if any, such commodities at present. Any proposal to use 
rationing to reduce over-all purchasing power and inflation is extremely difficult 
of performance. During World War II, less than 20 percent of consumer expendi- 
tures were for items subject to any type of rationing. 

The purpose of rationing to equitably distribute scarce commodities regardless 
of ability-to-pay conflicts directly with the purposes of other Government policies. 
Credit control, for example, aims to restrict buying power by eliminating large 
numbers of prospective purchasers from the market strictly on the basis of 
inability to pay. 

Rationing increased the consumption of covered commodities by many indi- 
viduals, particularly those who ordinarily use very small quantities. This defeats 
the purpose of conserving resources and controlling inflation. 

It is important that concentration of energies on expansion of military produc- 
tion in times of national emergency should not result in neglect to the civilian 
economy. Effective organization of the civilian economy is needed to forestall 
disruption of morale and to preserve the physical strength and spirit of our citizens. 

The Chamber of Commerce of the United States endorses every practicable 
method of increasing civilian supplies as a means of combating current inflationary 
trends. 

H. R. 3871 AMENDMENTS 


The next set of recommendations relates to specific amendments to the Defense 
Production Act that are embodied in H. R. 3871. 

At the outset, the act already contains measures which give the Government 
authority to insure production for defense. Control over the direction of the 
industrial segment of the economy can be exercised through powers to issue 
priorities, allocations and DO orders. 

Corporate and business expansion can be controlled and directed through 
controls over materials and the granting of accelerated depreciation and obsoles- 
cence allowances on defense production, and the making of both plant expansion 
and operating loans to private businesses engaged in defense production. 

All of that being true, there seems scant justification for the amendments that 
have been proposed. 

For example, the act provides great authority for the President to requisition 
property and facilities. The amendments would add unnecessarily the power of 
condemnation, without even carrying forward the present safeguards against 
misuse of that power. 

The same can be said about the proposed authority for the Government to 
build new defense plants. Similar authority was requested of the Eighty-first 
Congress, but the reason advanced then was that it was needed to avoid a postwar 
depression. 

In this connection, I would like to call to your attention this comment by the 
Joint Committee on the Economie Report of this very Congress on proposals to 
authorize Government construction of industrial facilities: 

“While such might be necessary in an all-out war effort, it handicaps our long- 
run chances to maintain a maximum of free, private enterprise and reduces our 
reliance upon the creative impetus of private initiative. We recommend against 
this proposal except in limited fields where clearly demonstrated to be necessary.” 
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Congress refused to approve the creation of new Government corporations when 
the Defense Production Act was passed last September on the ground that 
Congress would have greater control over defense expenditures if they were 
handled by the usual Government agencies through normal appropriation pro- 
cedures. The present law appears adequate, yet authority again is requested to 
establish corporations. 

In the absence of any justification, it would not seem necessary to remove the 
present $600 million limitation on Treasury loans to Government agencies engaged 
in defense activities. While considering the original act, Congress reasoned quite 
properly that such a limitation would force borrowing agencies to return to 
Congress with specific justification for any loans once the $600 million had been 
reached. 

Subsidies are not applicable to agricultural products or broad categories of 
consumer or other goods as an adjunct to price controls. 

Subsidies depress prices below their market levels. This is certain to intensify 
demand and thus accentuate the condition which price control is designed to 
relieve. 

Generalized subsidies are one of the most vicious devices known for destroying 
the free market process. When applied on any appreciable scale, they increase 
Government spending and the tax load, which is inflationary, and encourage 
inefficiency and waste by rewarding inefficient or high cost producers. They 
largely remove the incentives for efficient production and cost cutting. 

The chamber is firmly opposed to consumer subsidies on agricultural com- 
modities. 

The chamber membership, at the annual meeting a month ago, adopted a 
statement of policy which said: 

‘‘We oppose the payment of generalized Federal subsidies for the production, 
distribution or consumption of any farm produce or food. Such subsidies are 
opposed whether paid to producers in lieu of prices to assure adequate production, 
paid to processors or distributors in lieu of fair margins to cover costs, or paid to 
consumers to reduce or otherwise subsidize their food bills.” 

While any law is on the statute books, all will agree that it should be enforced. 
It seems to us that the Defense Production Act contains adequate enforcement 
powers. Therefore, the added provisions 1n section 104 (e), (f), (g), and (h) of 
your bill are unnecessary. 

By the same token, the provision in section 104 (h) relating to licensing of 
businesses is unjustified and unnecessary. This provision should be eliminated 
in any event because of its sweeping nature and because of the precedent it 
would create for peacetime. This proposition had been advanced repeatedly in 
Congress over the years. It never has been able to attract serious support on 
its merits. 

In many countries of the world, a comprehensive system of authorizing and 
licensing every business, including every new business, has become a powerful 
weapon for reducing and indeed destroying competition in business and in the 
goods market. If we adopt such a licensing system, it may become very diffi- 
cult, if not impossible, to get rid of it because it would tend to provide a shield 
and a buffer against newcomers and new competition. 


RENT CONTROL 


The amendments to the act before you would reinstate and, in fact, expand 
the system of Federal rent control used during World War II. If the amend- 
ments prevail, the proposal would be based on a congressional declaration that 
there is “an acute shortage of housing, particularly rental housing, in many 
parts of the country.” 

There is no evidence to support this general conclusion. On the contrary, 
the 1950 Census of Housing shows that, since 1940, our inventory of housing 
has increased 23 percent while population increased less than 15 percent. In 
1940 there was a 6.2 percent gross vacancy rate. The 1950 gross vacancy rate 
was 6.8 percent. 

These are national figures. Of course, there will be some problem areas where 
large numbers of new families must be accommodated because of defense activ- 
ities. There cannot be many of these, for the Defense Production Administra- 
tion’s interagency committee charged with designating defense areas where 
housing is a problem has thus far announced only half a dozen areas. For such 
isolated and scattered cases the only truly effective remedy is the provision of 
more housing by construction and by conversion. Rent contro] is a potent 
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deterrent to both these remedies. Experience shows that the most powerful 
stimulant to new construction is a free rental market. 

If, however, it is still felt that rent control must be imposed in these scattered 
areas, the State and local authorities can do the job more effectively than it can 
be done from Washington. 

As regards commercial rent control, the Congress did not find it necessary 
during World War II, so certainly it is not needed now. The fact that the 
Administration is now requesting power and authority to control commercial 
rents is further evidence of how one set of controls leads to another. 

Title IV-A would also extend the present emergency restrictions on real estate 
mortgage credit to cover existing properties as well as new construction. Regu- 
lation X was imposed primarily to reduce the volume of new construction and 
thus conserve materials and manpower. It is doing this very effectively. Hous- 
ing starts, after a heavy first quarter based upon a large carry-over of preregula- 
tion commitments, dropped in April 1951, to the lowest figure for this month in 
4 years. No additional deterrents are necessary. 

Transfers of existing homes do not, of course, involve construction materials 
or manpower. Adoption of the proposed amendment would increase the scope of 
controls at least fortyfold—from less than a million new housing units to the entire 
housing inventory of over 40 million units in the residential field alone. Lending 
institutions are traditionally very conservative on mortgage loans based on' old 
housing, and have ample means to prevent a runaway market. Imposing Federal 
regulation on this vast field would accomplish no useful purpose but would, on 
the other hand, multiply the administrative problem and add new burdens to 
the worker moving into a defense job involving a change of residence. 

I would like to make two more suggestions in another field. The first is that 
the declaration of policy of the Defense Production Act be amended by adding 
this thought; that every effort be made to fill essential requirements of the free 
nations of the world, and to provide incentives for foreign production, so that we 
may receive those imports so essential for our needs. 

The other is the insertion of language which would make certain that materials 
are so allocated under title I that domestic shortages would not be filled by 
restricting exports. 
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ADDENDUM 


The Chamber of Commerce of the United States is a national federation of 
3,133 trade associations and local chambers of commerce, which, in turn, represent 
1,350,000 individual businessmen. Because the chamber in membershipand 
direct interests embraces every important activity in our economy; and, through 
its membership—small businesses as well as large—it presents the opinion of a 
cross section of our entire economy. Thus, it is that policies of the chamber do 
not represent the views of some special group or particular interest, but are drawn 
from the diverse interests of the country as a whole and are voted by its member- 
ship. This voting, incidentally, is so regulated that no geographic concentration 
of interests cr economic concentration of power can override the broader interests 
of the entire membership. 

Since the Chamber of Commerce is a democratic organization, and since its 
membership encompasses the widest range of interests, the members retain every 
right to express themselves as individuals. 


Mr. Srernxraus. Thank you, sir. 
Mr. Brown. Off the record. 
(Discussion off the record.) 

Mr. Deane. What is the position of the chamber with regard to 
relaxing Federal Reserve regulations on Regulation W? 

Mr. Srerinkruas. Mr. Congressman, our chamber’s policy on that 
matter is not to relax the regulation. 

Mr. Deane. The radio announcements of yesterday in several sec- 
tions of the country were to the effect that the used-car lots are full 
and that they cannot move their products; that they have to have 
relief, but as I understand it, you feel that 24 months should be 
retained by the Federal Reserve? 

Mr. Stemnkraus. Yes, Mr. Congressman. I believe the fact that 
this is happening is a sign it is working. Is not that what we are 
trying to accomplish—restrict some buying? 
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Mr. Deane. This price war that is going on right now is an indica- 
tion to me, that we must stabilize our economy. In my opinion when 
we stabilize prices and wages the small merchant and small-business 
man faces a serious situation. 

‘Now, I was very much interested the other day to hear some testi- 
mony before this committee pointing out the effects of direct controls 
in Canada. Canada is not too far away from our scene of operation 
here. Wehavemuchincommon. The Canadian Minister of Finance 
pointed out to certain Government officials here that since the Defense 
Production Act has been in force, or since January, prices and wages 
in Canada have risen more rapidly than they have in the United 
States even though they have severe restrictive banking credits. 
There are some 11 or 12 central banks and some 3,000 or more indi- 
vidual banks requiring 50 percent down payment—not one-third 
like we are requiring—and likewise, only 12 months whereas we have 
the present 18; yet prices and wages, despite these restrictive controls, 
were rising higher in Canada than they were in the United States. 

Mr. Srermnxraus. Mr. Congressman, may I comment on that? I 
happen to know something about the Canadian situation since I am 
president of the company that operates up there. 

Mr. Deane. What is the name of your company? 

Mr. Sremnxravs. The Noranda Copper & Brass, Ltd., Montreal. 

Mr. Deane. Do you give your full time to the chamber? 

Mr. Sremnxraus. No, sir. 

Mr. Deane. You are their elected president? 

Mr. Sternxravs. I am not president at the present time. I am 
simply a chairman of a committee, the executive committee, and 
my time is entirely voluntary, and always has been, even as president. 
Even as president, one devotes his time at no cost, but the Canadian 
situation is quite different from the American situation. You have 
there about 14,000,000 population at the present time, and in the 
last 2 years particularly there have been tremendous discoveries of 
oil, iron ore, and other natural resources to such an extent that the 
biggest crying need in Canada is for working people. 

They have brought some in from abroad, but not enough to take 
the pressure off the situation, and the law of supply and demand for 
labor is in effect and experienced help is very much in demand in the 
western section of Canada; there has been bidding for it. 

I can readily see where, in this terrific, powerful growth factor 
that is taking place in Canada today, and there is nowhere else in 
the world where there is anything like it by a long ways, not even in 
this country under the defense pressure; the pressure is tremendous, 
and they have just begun to think in terms of a defense program and 
that some restrictions may be necessary. They have just started 
their controls and I know that the issuance of any of these orders 
on materials, steel, copper, and brass, and everything, the orders must 
be passed through headquarters. 

Mr. Draner. They now have tried having price controls—— 

Mr. SternKravs. No; they would not have to control the allotments 
of materials for such purposes that I think necessary in the present 
situation. 

Mr. Deane. I still come back to the expression the chairman used, 
that we are facing a terrific problem in this country and it is a little 
difficult for me to understand the various witnesses coming before 
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this committee with such firm and different views. When Mr. Ruffin, 
president of NAM, appeared before our committee, I expressed the 
feeling, and do so again, that your organization, the NAM, the CIO, 
AFL, as well as this committee, should proceed on the basis of what 
is right instead of who is right. 

Mr. STernkraus. Yes. 

Mr. Deane. In dealing with these problems, and I say again that 
I do not think we can pass tax bills fast enough to take care of this 
inflationary spiral unless we come to grips with the inflationary 
processes now facing the country. I think it was General Marshall 
who stated the other day before a Senate committee that the cost of 
national defense during the present year was up $7 billion above the 
original estimate. 

Mr. STernKraus. Yes. 

Mr. Deane. This committee faces a serious responsibility. 

Mr. Srernkraus. Well Congressman Deane 

Mr. Deane (ce ontinuing). We cannot pass on any more taxes to 
the average consumer. Now, on that particular point do you advo- 
cate a sales tax? 

Mr. Svernkraus. We advocate an excise tax for raising a part of 
the money; yes. 

Mr. Deane. I said sales tax, on the average consumer? 

Mr. Srernkraus. Well, not a retail sales tax. I think that re- 
quires a great deal of study, Congressman, and I would not be in 
position to pass on that. I think tbat is something—— 

Mr. DEANE (interposing). Well, you just testified that you believe 
in a pay-as-you-go-plan of taxes, and while we do not have the responsi- 
bility for tax legislation we are charged with the responsibility of 
trying to think, with the Ways and Means Committee, in deciding 
upon the kind of legislation that is required in the over-all pattern, 
and what I am trying to determine is if, in your pay-as-you-go-plan, 
you advocate either a sales tax on the consumer or at the manu- 
facturer’s level? 

Mr. STEINKRAUS. Well, Congressman, we have maintained for 
many years, and that is a very basic part of the reason for which this 
organization was formed, that a finance committee, the finance 
organization should work, and it has worked very closely with the 
Congress for many, many years. And I think you will find the chair- 
man of the tax committees of both Houses, the House and the Senate, 
are thoroughly familiar with the recommendations that our experts 
have made on that subject. And, I would like to say, Mr. Congress- 
man, that I think that there is no group that is more concerned with 
this problem before Congress today than the businessmen of the 
country. It is a terrific problem. 

Mr. Deane. But you have not answered my question. 

Mr. Sternkraus. I am not in position to tell you the details on how 
or to what to raise taxes on; I was not called with the idea that I would 
address myself to that question, and J do not know all these answers. 
I think I can give you a statement on that, Mr. Chairman, if you would 
like; we can have a brief, if you would like to have it on that subject. 

Mr. Deane. I am very much concerned on how your members feel, 
as well as the consumers of the country. 

Mr. Sretnxraus. Yes. 
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Mr. Deane. And that is the purpose of the inquiry that I am di- 
recting to you. 

Mr. Srernkravs. Yes. 

Mr. Brown. Mr. McKinnon. 

Mr. McKrnnon. I have two or three questions. I would like to 
ask you this question, at the outset, as I get your meaning, whether it 
is a Congressman or the president of a chamber of commerce, nobody 
is adverse to Government economy. You do not think that there is 
anyone who is not in favor of Government economy? 

Mr. Srermvxravs. No; I think everybody is in favor of that, in- 
cluding the Congress. 

Mr. McKinnon. Including chambers of commerce? 

Mr. Srernxraus. Yes. 

Mr. McKinnon. I understand the view of various chambers of com- 
merce, for | have been a director of the chamber of commerce in my 
own city, and I know some of the problems. 

Mr. StrermKravus. You know how they approach problems, Con- 
gressman. 

Mr. McKinnon. But I would like to call your attention to the fact 
that while we get letters addressed to Members of Congress from the 
various boards of the chambers of commerce, advocating Government 
economy, yet every time we get a rivers and harbors appropriation 
bill and every time anything comes along that is going to benefit the 
particular community, the local chambers of commerce write us ad- 
vocating an appropriation for that particular expenditure. In other 
words, the chamber of commerce is for general economy but is for spe- 
cific spending, it seems to me. 

Mr. Strernxraus. We have been, I fear, Mr. McKinnon, during 
the period of many years when I was president of the chamber of 
commerce pointing out to these 3,100 local chambers of commerce 
that it did not make sense for us to be in favor of the broad idea of 
economy, the one that is not touching us at home, and want something 
for our own locality. We have been urging upon our local chambers to 
recognize the fact that we cannot carry water on both shoulders, that 
if we want a sound economy we must be willing to take our share of 
the burden. 

And I believe there is a tendency, if a proper approach is brought to 
bear on the subject, to get people to work for that, instead of having the 
feeling that their efforts should be regional. I think a lot can be done. 

Mr. McKinnon. Do you not think you can go back and do some 
work in that respect? 

Mr. Strernkraus. Yes; I see exactly what you are up against, and 
we realize it is a very serious problem. 

Mr. McKinnon. You agree that we cannot carry on the war effort 
without full cooperation? 

Mr. Srernkravs. That is right. 

Mr. McKinnon. And we cannot hope to do that unless the local 
people are willing to carry on their share? 

Mr. Srermnxraus. That is right. 

Mr. McKinnon. You must have that cooperation in order to get 
compliance. But it has seemed to me that the Chamber of Commerce 
of the United States would be doing a very marked service to the 
country if it undertook to go to its members and to the other business 
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organizations and civic organizations and preach direct Government 
economy by specific self-restraint. 

Mr. STernkKRAUvs. Yes. 

Mr. McKinnon. When there is some big project in the district in 
which they are located, they usually write to their Congressman 
indicating how much good will be derived from the project and urge 
the Congress to go along with it. You would be surprised how much 
our economy would be benefited if the other approach were made 
by the chamber. 

Mr. Steinxravs. I think that is an excellent suggestion, Congress- 
man, and I am sure that is what we want to do. i think we are all 
aware of the fact that the major function of the chamber is to gather 
the opinions of people all over the country in cities and rural com- 
munities, and make them available to Government. As a matter of 
fact, a former President of the United States specifically requested 
the organization of the chambers of commerce on the basis of a 
geographical cross section of American business—bankers, insurance, 
railroad, and everything facing the American business, because there 
was no organization in the country that was felt could reflect all the 
views of all segments and associations, and such an organization was 
needed. So we do try to serve as a clearinghouse for that purpose. 

Mr. McKinnon. It might be helpful if that were done, but I know 
that we get a lot of letters urging some specific project, and I think it 
would be very helpful if instead of urging some special service the 
specific economy was emphasized. 

Mr. Sternxraus. I think we have made some marked progress in 
that direction, Congressman. 

Mr. McKinnon. I was very much interested in the seven points 
outlined in your statement on page 7, to stimulate production—‘“The 
stimulation of maximum production and employment by a free price 
and wage system.” 

Now relatively speaking we had a free price system up until 
January of this year. 

Mr. Stermvxraus. Yes. 

Mr. McKinnon. From the time the Korean situation broke out 
until January we had a free price system and we had a free wage 
system and prices went up tremendously. Whether because of the 
psychological situation or not, prices went up. And then almost 
immediately, as soon as prices started up, organized labor moved in 
to attempt to get increased wages, and industry, because wages were 
going up, again increased prices. So while 15,000,000 or 20,000,000 
people in organized labor are somewhat protected, as are the manu- 
facturers who have increased prices, it has been the great rank and file 
of Americans with fixed incomes or with fixed returns on their invest- 
ments who are seriously jeopardized. 

Mr. Brown. And old age. 

Mr. McKinnon. Yes. 

Mr. STernKRAus. It is a very serious situation. 

Mr. McKinnon. And in this manipulation and I do mean to use 
the word ‘‘manipulation” in any bad sense. 

Mr. Srermnxraus. I understand. 

Mr. McKinnon. Now, from this recent experience it seems to me a 
free system of prices and wages is not going to stop inflation nor does 
it necessarily add to production. 
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Mr. Sremnkravs. Mr. Congressman, the problem is an extremely 
difficult one; there is no question about that. But it is also true that a 
defense program or a war atmosphere which disrupts our country’s 
free economy and tries to harness our supply has got to be sufficiently 
flexible to permit our economy to function, and, of course, everybody 
is going to be hurt, and some people, unfortunately, far more than 
others. There is no question of that. 

Mr. McKinnon. Yes; but if you had to select between controls 
that were not permanent, which naturally involves some inconvenience 
to a certain group, as opposed to the real harm of millions of people 
suffering through increased costs in living, if you were a Member of 
Congress which of the two would you choose? 

Mr. Strermnxraus. Mr. Congressman, that would be quite a hard 
question for me to answer. 

Mr. McKinnon. That is one of the difficulties confronting us. 

Mr. Srernxraus. I would like to say this with respect to there 
being some temporary controls, that Mr. Wilson and Mr. Johnston 
and everybody else said that they did not believe in controls; that they 
were supposed to be just temporary controls, and then they turn 
around and make a program, notwithstanding our past experience—— 

Mr. McKinnon. Let me interrupt you. 

Mr. Srernxkravus. Or definite price and wage controls, which they 
were then opposed to. 

Mr. McKinnon. When was that advocated by Mr. Wilson? 

Mr. Srernxkravus. When they put them into effect. 

Mr. McKinnon. Mr. Wilson, I am sure, was going along when 
the bill was up last July. 

Mr. Sremnxraus. Yes. I have heard Mr. Johnston and Mr. 
Wilson—and Mr. Johnston made the statement from a public plat- 
form that he did not believe that price and wage controls in the long 
run would work, but that temporarily something was thought to be 
necessary for a short time to stop the spiral and to give them a chance 
to make some long, more long-range plans. And I myself have 
heard, when I have been on some programs with him, where he was 
explaining the system to different segments of the New England 
businessmen, and he has made it very clear, it seems to me, and that 
is the thing that worries the businessmen, the fact that you cannot 
point to one example in the history of economy where price and 
wage controls have, in the long run, not done much more damage 
than they have done good. That is the difficulty and the results 
coming from having price and wage controls. We can see the transi- 
tion which takes place. And if you look at history you find out 
how yoy can avoid that problem of price and wage control, and you 
can certainly find that price and wage controls do not work and they 
did not work in World War II. 

You dam up the strength of our economy for a time and then you 
have a runaway, and it has been impossible, based on our past experi- 
ence, to freeze prices and to freeze wages and keep our economy going 
on a sound, economic foundation. During periods of shortage every- 
body has to wait. Under a price-control system you have to wait 
until the Government acts, and Government has necessarily to be 
slow in its action. That is one of the basic difficulties. 

Mr. McKtynon. I just wanted to ask you a question; I did not 
want to get a speech 
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Mr. Sternxravs. I am sorry; I did not mean to make a speech. 

Mr. McKrwnnon. If you can just give me a short answer—— 

Mr. Srernkraus. Yes. 

Mr. McKinnon. I will try to complete shortly. But you agree 
with Mr. Wilson and Mr. Johnston that temporarily price controls 
might have been a good thing—I am talking now about temporary 
controls, for a short time. 

Mr. Srernxravs. I think perhaps people could accept it for a 
short run. I think it has been a question of how long, with most of us. 
Whether it will or not, I cannot say. 

Mr. McKinnon. Would you agree, if you had to make a choice 
between the two, for a temporary price control and some stabilization 
of prices as opposed to runaway prices? 

Mr. Srernxraus. I think it would be impossible to divorce it 
from other controls that are so basically important. You cannot 
get the best out of price control if you do not go into controls of 
everyone. 

Mr. McKinnon. But, while the tax and other more basic controls 
are being considered, would not price control operate as a sedative 
until the others become operative? 

Mr. Srervxravs. I think, Congressman, you would have to specify 
under certain conditions-——— 

Mr. McKinnon. I am not asking about any specific conditions; 
I am asking you whether or not in your own opinion, as a witness, 
you think until such time as the tax program and other programs be- 
come operative a price control for a short time would be of some help 
to our economy? 

Mr. Sreinxraus. Mr. Congressman, what is “‘short time’’? 

Mr. McKinnon. Well, I would say that Mr. Wilson was before 
the committee some weeks ago and he predicted that by 1953 the 
productivity would have increased to such a point that we can take 
20 percent for the war effort without involving any reduction in our 
standard of living. 

Mr. Sremnxraus. Well I would think—— 

Mr. McKinnon. (interposing). That would be again a matter of 
supply and demand, in which he predicted, I imagine by inference, 
the productivity would be such as to make up to the point where the 
inflationary impact would not be quite so marked. 

Mr. Srernkraus. Mr. Congressman, my personal opinion is that 
putting on price and wage controls for the next 2 years would result 
in, at the end of the 2-year period, doing greater damage to the coun- 
try—honestly, I do not think that our economy could stand such a 
condition that long; I do not believe it could. That is my own 
personal opinion. 

Mr. McKinnon. Was our economy very much different in 1940, 
1941, and 1942 than it is now so far as the defense program is con- 
cerned? 

Mr. Stermnxraus. I think the basic difference in the defense pro- 
gram—certainly many people do not regard it as a war program—Il 
think there is a very great difference in the general atmosphere of the 
country; people do not feel that we are in a major war effort even 
when we are getting ready for a possible war, even though by our 
strength we can avoid war. 
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Mr. McKinnon. Do you not think the country as a whole feels 
that we are facing a very grave situation? 

Mr. SrernKravs. Yes; a very grave situation. I think it is prob- 
ably as grave a situation as we have had, but it seems hard for the 
people to grasp it. 

Mr. McKinnon. But you do think it is a very grave situation? 

Mr. SrernKravs. Yes. 

Mr. McKinnon. Is our economic ability just about the same as our 
economy stood back at that time? 

Mr. Sternxravs. We are much stronger than we were at the begin- 
ning of World War II; our productive capacity is here. 

Mr. McKinnon. You think our economy is stronger at this time 
than it was in 1941? 

Mr. Sreinkravs. Very much. 

Mr. McKinnon. And if this inflationary tendency continues it will 
hurt the economy? 

Mr. Srernxravs. Of course, Mr. Congressman, when you undertake 
to fix prices, I think you have to keep in mind the responsibility to 
every branch of our economy. 

Mr. McKinnon. Well, I would like to call your attention specifically 
to the fact that if our economy is stronger, and if it became necessary 
in 1941 to put on price controls, and price controls did hold prices 
down to a somewhat stable basis for a 4-year period, would not controls 
likely have a tendency to stabilize prices until increased production 
can match increased buying power? 

Mr. Sternxraus. I was thinking then about the short term being, 
say 2 months, while the tax bill was coming through; or perhaps while 
a financial savings program was being brought up by the Treasury 
Department; that is the sort of period I was thinking of. I think for 
a short term our economy might be able to live, but for a 2-year period 
I think it would certainly wreck the economy of this country. 

Mr. McKinnon. Am I taking too much time, Mr. Chairman? [| 
would like to ask one or two other questions. 

Mr. Brown. Yes, Mr. McKinnon. 

Mr. McKinnon. You appreciate the fact that the Congress, during 
the last 2 or 3 months, has been working pretty hard on trying to reduce 
appropriations for all nonwar expenditures? 

Mr. Sreinkravs. Yes. 

Mr. McKinnon. That perhaps in these appropriations we have 
made reductions of 1 to 1.5 billion dollars against proposed adminis- 
trative budgets; that is, on the appropriation bill, we have cut down 
some $1.5 billion. And you realize from the testimony which General 
Marshall has given that increased prices during the last 7 months has 
added some $7 billion to our war procurement alone, and that by a 
failure to stabilize prices it has set us back about five times what we 
have been able to trim in the appropriation bills. 

Mr. Srernxravus. Mr. Congressman, I know there are many differ- 
ences of opinion about prices. I know that there are able economists 
from universities who say that that was entirely due to the fact that 
there was a threat of price and wage control, and this threat of wage 
and price control has forced or has influenced people to go into the mar- 
ket and buy, and obviously there were some who did not have enough 
margin of price when they anticipated price freezes, and many of them 
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felt that they should be in the position to make allowance. Usually, 
that has helped to bring up prices; that has helped to cause the inflation- 
ary spiral to continue to rise w ith the demand for more wages. 

I know something about wage demands, because I have dealt with 
that in my own company in the different plants, and certainly no one 
can say that you can allow an increase in wages of 10 percent to one 
without someone else coming in and asking for at least as much; so 
you end up getting right back where you started. 

Mr. McKinnon. Do you think the tax bill that has been approved 
by the Ways and Means Committee, providing for some 7 billion 
dollars additional taxes, is going to be a heavy enough tax program 
to make up for the part of the program that you recommend? 

Mr. Srermnxraus. Mr. Congressman, I wish that I knew more 
about taxes, the over-all tax situation. I have tried to study the 
program faithfully, as faithfully as I could, but it is a tremendous 
problem for anybody to understand who is not devoting all of his time 
to it. And, personally, from personal observation, I think that the 
plan of saving that we could make in our national expenditure, for 
peacetime purposes—I think that the Hoover Commission recom- 
mendations are still good; I think the recommendation on the Veter- 
ans’ Administration ought to be carried into effect, and that the 
savings 

Mr. McKinnon. But I just want to talk for a moment specifically 
about the tax program, how stiff a tax program do you recommend? 

Mr. Srernxravs. Our organization has gone on record as saying 
we favor a saving of a billion to 1.5 billion dollars; our organization 
has stated specifically and has set out where those savings could be 
made. 

Mr. McKinnon. Yes. 

Mr. SreinKraus. And we state it is our belief that at the present 
time a $5 billion tax program is sufficient, which may have to be 
increased if General Marshall’s figures grow from month to month. 

Mr. McKinnon. In other words 

Mr. Srernkravs (continuing). There is no end of this spending. 

Mr. McKinnon. In other words, your organization recommends a 
7-billion-dollar economy move? 

Mr. Steinkraus. Yes. 

Mr. McKinnon. And a 5-billion-dollar tax program? 

Mr. Srernkraus. Yes. 

Mr. McKinnon. And you further recommend credit restrictions 
to what degree, and how much effect it would have on economy at 
the present time? 

Mr. Srernxravs. I would not be in position to state that. I 
think that in the wisdom of the Congress, Mr. Congressman, you 
could decide that responsibility. 

Mr. McKinnon. Specifically, would you recommend that instal- 
ment purchases be curtailed; that is, how much do you think they 
should be curtailed? 

Mr. Sremnxraus. I think, if you make regulations, and continue 
to have regulations based either upon the amount of the down pay- 
ments required 

Mr. McKinnon. What would you recommend; a third down or a 
half? 




















SAS EE ES US SR 


TER 




















smite ne eT 





adele cs ae ha ns ca 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1439 


Mr. Strermnxravs. I think that would vary with different items, 
depending upon the nature of the items. I do not think you could 
have it the same on every item, for every account. That is the thing 
that has got to be worked out, but certainly I have seen, and I have 
traveled across the country from coast to coast at least twice this 
last year, almost across the country from coast to coast twice, and 
I have seen large housing developments completed for persons ready 
to move in without paying one dime down, completely furnished and 
equipped, and of course, prices were high. I certainly think there 
ought to be some requirement for a down payment, for the fellow who 
is going to buy a house, whether he is a veteran or not; and I am a 
veteran. I do not see any reason why a fellow should not have 
saved some money if he wants to buy something and have it before 
he can buy it. That kind of credit restriction, I think, is very sound 
to the people of this country, because everybody else pays. 

Mr. McKinnon. Do you advocate presently a 20-percent down 
payment on purchases? 

Mr. Sremnxravs. I did not understand your question. 

Mr. McKinnon. Would you advocate a 20-percent or a third 
down payment? 

Mr. StrernKravus. Mr. Congressman, I cannot tell you just what 
the amount should be on specific items. I think those are matters 
that would require study. 

Mr. McKinnon. That brings me back to the previous question: 
that when Congress is considering some program, many times, the 
chambers of commerce come up with a general recommendation, a 
general recommendation for economies, but specifically favor their 
own projects. 

Mr. Srermnxraus. Mr. Congressman, I do net think you want to 
discredit us to that extent. This whole thing is very complicated 
and very few Congressmen, perhaps, could be brought in here and 
asked what should be done about every phase of taxation. It is a 
complicated situation. 

Mr. Co.iz. You would not say that; would you? 

Mr. Sternxraus. Well, I am very sorry; certainly I should not 
question the wisdom of Congressmen. 

Mr. McKinnon. We are faced here with a specific program. 
There are many problems—we realize that—but when we do get 
down to a specific instance bearing on our whole economy, or whether 
we ought to impose a tax of so much, there seems to be a tendency, 
instead of dealing with the specific question, to recommend general 
economies. 

Now, when you come in and make recommendations I am simply 
trying to find out what you think that I, as a Congressman, ought to 
do, specifically. We must come forth with a specific program to de- 
feat inflation. 

Mr. Srernxraus. Mr. Congressman, besides being in business, a 
businessman, I am also a family man. I know there are certain times 
when expenditures are bigger than they should be, and we know in our 
family that we ought to cut expenses. We find it difficult to cut them 
at times, but nevertheless cuts have got to be made. 

We do have in our organization people who can give you excellent 
advice. We have experts who are studying these matters every day 
in a way that I do not study them. 
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Mr. McKinnon. I appreciate fully your thoughts on this matter; 
we are simply trying to get information, the best information we can 
get on the subject. 

Mr. Sreinkxravs. Here is Dr. Smith, a capable economist right at 
my side who no doubt could answer many of your questions. 

Mr. McKinnon. We will be glad to have his statement. 

Mr. Brown. How much more time do you want? 

Mr. McKinnon. I am through, Mr. Chairman. 

Mr. Brown. Mr. Bolling. 

Mr. Bouuine. Mr. Steinkraus, there has been some discussion be- 
tween you and Mr. Deane about the situation in Canada. You 
pointed out that Canada has a labor shortage. Would you agree 
that one of the great differences between the present situation in this 
country and the situation that faced us in 1941, at least in economic 
terms, is that as of the time a few days before Korea there was a very 
great difference in the situation with regard to labor as contrasted 
with the one we had in 1941. In other words, there was virtually full 
employment in June of 1950; and in June, say, of 1941 we had a con- 
siderable pool of unemployment. 

Mr. Srernxravs. I think there was that difference. 

Mr. Bouirna. So that the economic situation—— 

Mr. SrTernkrAus (interposing). I do not believe, however, that one 
could draw a deduction therefrom that you cannot swing over to de 
fense production as quickly because there is always a certain amount 
of unemployment. 

Mr. Bouiine. My understanding is that it has been reduced, I 
think, to a very small figure, the smallest in our history. 

Mr. Srernkravs. I think that is true. 

Mr. Botting. And to obtain the labor force that will be required 
in this present defense effort they are going to have to bring many new 
people into the labor force. 

Mr. Sremnxravs. That is true. I think it is also true, Mr. Con- 
gressman, with our great economic force in operation, with our very 
high productivity and efficiency we can swing to the defense program 
much more quickly than you can if your economy as a whole is 
moving at a slow pace. I know this, that when our plant is running 
at full operation, 24 hours a day, 5 days a week the flexibility of our 
service to any customer is much greater than when we are operating 
on a slower schedule, because you have your regular schedule of work; 
your machinery is in fine shape, and the fact that everything is going 
well makes it easier to swing from one to the other. 

Mr. Bourne. Well, you certainly have a very serious problem 
when you are not- 

Mr. Srernxravus. And of course, under the present program, this 
program is supposed to be underway at this time. We have been 
very severely restricted on the use of copper and zine for commercial 
uses. 

Mr. Bouutne. Mr. Wilson has stated, I understand, that in 1953 
we will have increased productivity to the point where we will not 
have the civilian shortages that there will be in this temporary period 
of swing over. 

Mr. Sremnxravus. Mr. Wilson is human, and it is human to err. 
I do not think Mr. Wilson is sure of that. I hope that we do, but 
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certainly right now we have got the problem before us, which is a 
present problem. 

Mr. Bouuinae. You are not implying by your answer that you feel 
some of the civilian producers could meet the rising costs of materials 
without any production controls? 

Mr. Sremnxraus. I think the situation is right here now; the pro- 
gram which is divorced from civilian to wartime production, divorcing 
it from those two, is causing tremendous confusion in industry today. 

Mr. Bouturna. Certainly, Mr. Steinkraus, you are familiar with the 
fact that we are trying to expand production; there have been granted 
$5 billions worth of certificates of necessity. 

Mr. STeinKRAUvs. Yes. 

Mr. Bouuina. For new plants and facilities. 

Mr. Stemnkravus. But it will be a long time before those plants are 
ready and rolling; they will not be ready before 1953. 

Mr. Bouine. I think your statement is entirely pertinent. 

Mr. Srernkravus. But in the meantime we are certainly swinging 
from civilian production over to war production. 

Mr. Bouuine. And that takes out a segment of civilian production 
for use in war production, and therefore cuts down the amount you 
have available for civilian consumption. 

Mr. SternkrAus. That is the point. 

Mr. Boutuine. Now one place in your statement I believe you said 
that the anticipation of controls resulted in buying. Is it your feeling 
that people bought because they felt prices were going to be held 
down? 

Mr. STeINKRAUsS. You mean now? 

Mr. Bouturne. No; I am speaking of what you stated. 

Mr. Sreinkraus. At that time? 

Mr. Bouurne. Yes. You think people went out and bought goods 
because they were afraid prices would be held down? 

Mr. Srernkravus. It means, yes; that they thinking there is going 
to be price control want to get ahead of shortages, and instead of 
buying normally they go into the market to get ahead of shortages. 

Mr. Boturne. You are talking about consumers? 

Mr. Sreinkraus. Yes. 

Mr. Boturne. Well, we will let that statement stand. 

Mr. Sremnkraus. I think the reason, Congressman, they get them 
because they think prices are going higher before prices are put under 
control. 

Mr. Boturne. A moment ago I understood you to say that when 
you raise prices consumers stop buying. 

Mr. Srernxraus. Yes, I think there is something to that. 

Mr. Bouurna. Is it not also true that American businesses built up 
their inventories before price control and not afterwards? 

Mr. Strernkraus. I do not know enough about that to say, Con- 
gressman. I think the tremendous inventories in stock may be for 
that reason. I think a lot of stores bought heavily to get stocks, 
not so much for price control, but to get available goods to sell. 

Mr. Bourne. If the seller raises his price because of anticipated 
controls would you say there was some indication the profit margin 
were unduly increased? 

Mr. StemnKravs. I am sorry, I did not quite get your question. 
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Mr. Bouuine. If the seller, the people who sell goods, raise their 
price because of anticipated controls 

Mr. Sremnxraus. Yes. 

Mr. Bouurne. Would not that indicate that their profit margin 
were unduly increased? 

Mr. Sreinxravus. | think that would vary in different businesses. 
I think the chances are, like the machine-tool industry, which was 
quite depressed after the World War because of the tremendous 
expansion during World War II; that is an element that would enter 
into the price where plants were looking to industry to buy, and 
when this defense machine-tool business came along they felt they 
had to get their business on a better basis. 

Mr. Bouuine. Let us grant there are exceptional cases, but gen- 
erally speaking prices were reasonably fair to the average seller, 
were they not, in June of 1950? 

Mr. Srernkraus. I think so. 

Mr. Bouurne. Then generally speaking, an unusual rise in price 
would indicate that their profit margins were unduly increased? 

Mr. Srernxravus. | think it all depends upon what increase in price 
you refer to. 

Mr. Bouuina. Well, if the prices were increased—— 

Mr. Strernxravs. If they did not have enough margin for normal 
operation under this increased demand. 

Mr. Bouuina. | am assuming that the dollar return to them during 
the 1950 calendar year was enough for a reasonable margin of profit, 
and you have profit figures, I am sure. 

Mr. Srernkraus. I know, but we had an exceptional year in 1949 
when paper price was high, when stocks were behind, and in a few 
months time their volume decreased to 40 percent of normal. It is 
a pretty vigorous thing, this law of supply and demand; it does not 
pay any attention to personalities; it just operates, and I do not see 
how— 

Mr. Bo. LING (interposing). Again I would like to ask this question, 
a third time: If the seller raises his prices merely because he antici- 
pates controls, does not that indicate that the profit margins were 
unduly increased? 

Mr. Srernxraus. I would like to answer that—you say you have 
asked it three times, and I would like to answer it this way. You say 
if the seller raises his price, still, if the ceiling prices are raised he 
would not have so much margin of profit on goods at the time he needs 
them to sell. Then that would not be raising his profit so abnormally, 
if he raised his prices because he felt the prices were not satisfactory. 
But I do not believe that a general statement could be made, Con- 
gressman. 

Mr. Bouuina. I think that you could make a general statement 
that if prices went up very substantially from June 25, 1950-——— 

Mr. Sremnkravus (interposing). It depends upon what it costs to 
operate; there are all kinds of elements involved. 

Mr. Boutuine. I am addressing myself to the one statement which 
indicated that the rise in price had resulted in part at least from the 
anticipation that controls would be imposed. 

Mr. Srernkraus. Yes. And I think to apply, Congressman, to 
the consumer market in the main, it is the people who make the market 
eventually, because unless there is a consumer demand the market 
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will not rise, and in my judgment, there is no substitute for the law 
of supply and demand, and it applies to sales 

Mr. Bouuina. Well, we will leave it there. You suggest that 
wage controls stimulate competitive upward wage adjustments more 
than would take place without these controls? Now how can that 
be reconciled with the fact that the overwhelming majority of re- 
quests now pending before the Wage Stabilization Board are re- 
quests joined in both employer and employee for permission to 
raise wages? 

Mr. Sternkravs. Well, Congressman, I know something about 
labor relations. I have been dealing with that in our own association 
for over 10 years. I believe firmly in collective bargaining; I think it 
is the greatest principle that has ever been developed for good rela- 
tionship between labor and management, and I think when you have 
Government step into that situation collective bargaining becomes 
less effective. It is just like the situation if you have compulsory 
arbitration, everybody said let us go to arbitration, and you have a 
situation of the Government starting to step into this situation of 
collective bargaining and it does not operate as effectively as it 
did before. 

Mr. Bouturne. At the moment, Mr. Steinkraus, I am not addressing 
my question to the broader fields of your comments, but I am address- 
ing myself more particularly to this fact, that in the majority of cases 
now before that board, the employers and employees are apparently, 
at least, they have apparently had their successful collective bargain- 
ing, since they have agreed. 

Mr. SrernkraAus. Yes. 

Mr. Boturne. That they want increased wages? 

Mr. SrernKrauvs. Yes. 

Mr. Bouurna. That brings us to the point about wage adjustments. 

Mr. Srernkraus. Mr. Congressman, I said that the thing, that 
the basic principle which underlies that is competition, and instead of 
having fights among themselves, why, management and labor say why, 
let Washington decide the question; we do not have to bother with 
it. So that instead of collective bargaining, instead of management 
and labor getting together, they are not allowed to get together. 
They say, well, we will allow you for this particular group a 10- 
percent increase, so we will just agree to pass that on to Wash- 
ington for approval. That is the way it works. 

Mr. Boutirna. Well, it seems to me that there may be an element 
of competition among business for the labor force that may be avail- 
able. There seems to be a labor shortage and this is coming before 
the Wage Stabilization Board because of the fact that the employer 
and the employee are both supporting an increase in wages, and there 
is a great indication that you do have to a very considerable degree, 
competition among employers for the labor force, and that they very 
urgently want that labor. 

Mr. Srermnxraus. There is no doubt about that; they will go to 
considerable steps to get a price to get labor. 

Mr. Bouurne. The point I am trying to clear up is, does not that 
kind of a situation before the Wage Stabilization Board, before which 
is appearing both labor and employer indicate a very serious tendency, 
with a short labor supply, for employers to bid up wages themselves? 
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Mr. Sreinxravus. Mr. Congressman, my view of the illustration you 
have made illustrates why I think price and wage controls would not 
work. Everything eventually has to be decided in Washington, 
whether it is wage increase or whether it is price increase, it all comes 
to Washington. In this economy of ours, which is so complex, there 
is no one on any board who has enough technical knowledge to 
decide everything of that kind. 

Mr. Bouurne. Do you not think that every attempt should be made 
to see that there is not a situation in which labor is weaned away 
from defense industry to competing nondefense activities? 

Mr. SrernKraus. My experience is—— 

Mr. Bouuine. And that we must make an attempt to see that 
stabilization is effected in such fashion that labor, which is working 
at good wages in industries that are important to defense should not 
be subjected to great economic pressure anywhere, to move away from 
defense activities? 

Mr. Srernkraus. Mr. Congressman, my experience is exactly the 
opposite. The labor situation, wherever we have a plant, in Indian- 
apolis, Bridgeport, or elsewhere, we find it is the plants who have got 
the big defense contracts that are usually paying the highest wages; it 
is the defense plants who are paying the high wages who are taking 
the help away from the manufacturers of civilian goods, whose opera- 
tions are being curtailed. 

Mr. Bouuina. But, the situation during World War II—— 

Mr. STEINKRAUS (interposing). Do you not agree with that state- 
ment? 

Mr. Bouuine. I think certain elements are true, but I think it is 
is also true, the other fact, and that there had been an attempt to 
stabilize wages and we have had to have these other controls. I think 
that the experience of the past indicates that. 

Now, I must move along: You think that our experience with 
wage controls during World War II would indicate that wage stabiliza- 
tion had not had any effect on limiting the amount of expendable 
income available? 

Mr. Sternkraus. I think the most effective thing that was done 
in World War II was to cut down the supply—the spirit of the 
workers then was a desire to win the war and a willingness to put a 
large part of their earnings each week, week after week, into bonds. 
Why, the deductions that we had to make were tremendous. Our 
people on all occasions bought them; there was a keen desire to do their 
very best, because they wanted to win the war and they were willing 
to do everything they could, and I think that is why, if they ere 
asked to buy something, they did it; if they were encouraged to buy 
bonds, why they bought them, and they bought them in quantity. 

Mr. Botuine. We had a very unpleasant experience the other day 
of having a man tell us that he thought that there was complete 
absence of that feeling, that is, the feeling of the people as to being 
patriotic 





Mr. Srernkravs. I do not agree with that at all. 

Mr. Botuine. I do not. I think if the present situation were 
properly presented by all groups concerned, the people would feel the 
same way they did in World War II. 

Mr. Srernkravs. I have a very high regard for the people of this 
country. 
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Mr. Bouurnea. So do I. 

Mr. StreminKrauvs. I think there is some opposition to this, I think 
that they do not like regimentation; they want leadership. And that 
is the thing that is bothering me about where the people feel that 
they are being pushed into a pattern of life instead of being invited 
into helping share; that 1s what they want and what we need to get 
the best results. They want to know down at the level where they 
live what is going on and want to have something to do with it. I[ 
think that is why the local draft boards are doing such an excellent 
job. Wedo not hear much complaint about the draft board operations 
down at the local level. The people understand that something is 
being done at the local level, where the citizen lives and in fact where 
they participate in helping carry out some of these things. 

Mr. Bouuina. I believe that is done to a very considerable extent 
in the OPS; a tremendous amount of work is being done by local 
people who participate in this program. 

Mr. STernKraus. Yes. 

Mr. Bouuina. But it seems to me that you have a very different 
situation than the one you imply. It seems to me that the fact is 
that immediately after Korea, a request was made by the administra- 
tion for legislation in the areas of defense production, credit control, 
and indirect economic stabilization and that no request for price con- 
trol was made at that time. But as a result of a tremendous amount 
of pressure from people all over the country the Congress included 
price and wage control. ‘That is my distinct impression. 

Mr. Srernkraus. That may be so. 

Mr. Bouurna. It may very well be that the American people are 
today demanding price and wage controls and real economic stabiliza- 
tion. I think that they are and that there are demands for that kind 
of leadership. 

Mr. Sreinkraus. Mr. Congressman, I think you would not expect 
the average American citizen to be versed in economics, and very 
often the fundamental of an economic point is quite contrary to the 
surface indications that go into it. The American public by and 
large looks at the results themselves, and those results have to be 
evaluated and generally understood, and they have to go back to the 
cause. Inflation has causes as well as effects, and | think the average 
citizen, Without much education will try to correct the effects instead 
of the cause, but Congress has so.much more background on the 
why’s of them that it should check these causes and these things, and 
that is where controls and monetary policies of the country and the 
tax policies of the country are so very important on the savings, and 
upon the encouragement of savings. 

Mr. Bouuine. I certainly do not contest that those measures are 
extremely important, and that those steps must be taken along with 
direct controls. I must point out to you that the people of the 
United States, having had the experience which they had during 
World War II, that their demand for price control is based on their 
experience with price control. They had experience with price con- 
trol at that tume. 

Mr. Srernkraus. Mr. Congressman, | do not think that the people 
are demanding it, and I do not think that they are demanding many 
of these other very greatly increased powers which are requested by 
the administration in this legislation, More power is requested in 
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this legislation and in some of these amendments which are proposed 
than they had in World War II, and I do not believe that the people 
even know that those powers are being requested. The public does 
not read legislative documents very much, but here is the administra- 
tion asking for tremendous additional power, which does not seem to 
be caused from the fact that anybody ever had that experience in 
World War II. 

Mr. Bourne. We could have a long discussion on that particular 
point. You apparently would concentrate effort on essential military 
and civilian needs by stimulating production and employment in these 
areas through a free price and wage system. Now as our defense 
program gets into high gear, we will inevitably have serious shortages 
of material and manpower in the defense industries. As I understand 
nee position, you would suggest that these shortages be overcome 
»y letting the defense industries raise the prices and wages they pay, 
let them raise these prices and wages high enough to bid materials and 
labor away from other uses and thus concentrate our efforts on the 
defense program. Is that a correct interpretation? 

Mr. Srernkravs. No, sir; not entirely. I think the Defense Pro- 
duction Act has some very good clauses in it. We are not talking 
about wiping out the Defense Production Act by a long shot. We 
believe you can allocate some materials. There are some materials 
in short supply essential to the defense program which should be 
certainly given reduced control. I do not deny it. In my own in- 
dustry we are having an awful time in getting enough copper, and 
everybody seems to know of the great shortages in copper and zinc 
in the world today. There is not enough to go around, and we favor 
taking whatever part of our production is necessary for the defense 
program, and if necessary, 100 percent of it, but not any faster than 
it is needed. 

Mr. Boiuinc. Would you agree with allocations and priorities in 
that respect? 

Mr. Stermxraus. Yes, sir. 

Mr. Bouuine. Pursuing this problem brought about by the com- 
petition for labor, would you be prepared to see wages rise far and 
fast in the United States in such industries as aircraft, steel, alumi- 
num, chemicals, motors and others contributing to defense, if we had 
this competitive move on by people who need labor for those plants, 
would you make no attempt to handle the stabilization of the wage 
situation by controls? 

Mr. Srernxraus. It seems to me the people to whom the Govern- 
ment entrusts large contracts for such orders are people of great skill 
and knowledge, and they would never do such a thing. We came into 
Indianapolis with a big war plant in 1941, and we went around to 
every industrial concern in.the town and said, ‘‘What is the wage 
pattern in this community? We are going to have to meet the 
wage pattern, but we are going to shoot away over the top of that 
wage pattern, as that is disruptive.” 

Mr. Bourne. Of course, it would be disruptive, but let us say that 
you have a plant in Indianapolis, and there is only enough skilled 
labor for that one plant, and you do not have wage stabilization, then 
what is going to happen? If you do not have wage stabilization people 
in California and New York and other places are all going to bid and 
bid for that limited amount of skilled labor. 
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Mr. Strernxraus. Labor does not move as rapidly as that. 

Mr. Bouuina. I think that there are some clear indications that 
there was a great deal of fluidity in the labor market in the last war, 
even with wage stabilization. 

Mr. Srernkraus. But the percentage was comparatively small. 
People went out West from the East, and one of the reasons why 
people went out West was because companies were not allowed to 
expand in the East in certain areas. Some companies moved whole 
segments out there. Take this Vought Co., they moved 1,500 people 
out to Dallas, Tex. 

Mr. Bourne. In other words, you are saying that you do not believe 
that competition for the limited supply of labor would bid up the 
wages of labor very much? 

Mr. Sternkraus. No, sir; I agree I do not think that it would. 

Mr. Bouitine. You have in part of your statement which you did 
not read a page on which you indicate your opposition to subsidies 
because they reward the inefficient or the high-cost producer. In the 
defense period we will inevitably need the output of some of these 
high-cost producers in our industries where we face very serious 
shortages. I think copper is an example. 

Mr. Sternkraus. Yes; I think it is. 

Mr. Bouurne. Do you consider it better, then, to let the prices 
paid to all producers go up to the level to get out the high-cost output? 

Mr. Sremnkraus. No, sir; I think there are some very specific cases 
on metals, and I think it is only because we do not control all the metals 
we need in this country. You pay Chile 3 cents a pound more because 
the world market on that is higher than the domestic market. 

I think wherever you have a domestic market it is quite a different 
situation than where you have a world market, because a world 
market can take the products right away from you. The rest of the 
world, for instance, is paying as high as 50 cents, and our price in this 
country is 2445 cents. 

Mr. Bouirne. Again in part of your statement which you did not 
read, on page 18 you dismiss as unnecessary all of the changes in 
enforcement proposed in sections 104 (e), (f), (g), and (h) of the bill 
before us. Do you consider it a desirable situation that a man over- 

charging by $500 must pay a $1,500 fine, a man overcharging by 
$5,000 must pay $15,000, while a man overcharging by $50,000 cannot 
be made to pay more than $60,000, and a man overcharging by $500,000 
‘annot be made to pay more than $510,000? Do you feel that it is a 
good idea in the enforcement procedure to make it somewhat advan- 
tageous for the man who really breaks the law in a big way to get off 
with a relatively light fine? 

Mr. Sreinkraus. If you are referring to the top of page 18, section 
104, that means we oppose absolutely licensing business. That is 
pure regimentation. 

Mr. Bouuina. In the first paragraph you say: 

It seems to us that the Defense Production Act contains adequate enforcement 
powers. Therefore, the added provisions in section 104 (e), (f), (g) and (h) of 
your bill are unnecessary. 


You say first: 
While any law is on the statute books, all will agree that it should be enforced. 
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I will agree with you on that. Then you say: 

It seems to us that the Defense Production Act contains adequate enforcement 
powers. Therefore, the added provisions in section 104— 
and so forth. The question I raise is pertinent to that first paragraph. : 
I will reread it if you wish me to. g 

Mr. Srernkraus. I am not sure about that. 

Mr. Bouurnc. The present unintentional gap in the enforcement is 
that the man who really does a big job on overcharging gets off, 
cheaper proportionately than the man who makes a small overcharge 
and the amendment is designed to improve that situation. Now, I 
cannot believe that is the intent of your testimony to condone such a 
situation. 

Mr. Srernkravs. It does not sound sensible to me. 

Mr. Bouutne. No, sir; I do not believe it is. 

Mr. SrernKxravs. | would like to see where it is. You have an 
advantage of me, Congressman, you have your question all framed 
and I have not seen it before. 4 

Mr. Bourne. Well, generally we understand that the interpreta- 7 
tion of the law and with the enforcement powers of the law today is =~ 
such that that situation which I have outlined could happen. A 7 
man who overcharges $500 would be liable to a fine of $1,500, while a 
man who overcharges $500,000 only is stuck $10,000 above the 
$500,000 that he is supposed unlawfully to have profited, so that the 
large violator has a greater incentive to attempt a violation, and that 
is the reason for the amendment which is proposed. 

Mr. Srernxravus. Well, Mr. Chairman, I think that this 104 (h) 
relating to the licensing of a businessman is unnecessary. 

Mr. Bouuine. No, sir; I have a question on that later. I am talking 
here about the enforcement. 

Mr. Srernkxraus. Referring to matter of the amount of the over- 
charge, is there a desire to step up that amount? Is that the idea 
that Congressman is objecting to in our statement? I do not believe 
that there has been any weakness in the enforcement power in the 
present Defense Act. I would say that any one of them should be 
discouraged not by the amount of money he has to pay, but by q 
the fact that he has had to be shown up as a fellow taking advantage a 
of the Defense Act. | 

Mr. Boturna. Yes, I agree, but you agree also that if you are going 
to have treble damage procedure it ought to be trebel damages equally 
for the violator at the $500,000 level as well as the violator at the 
$500 level. There is no trap in this question. 

Mr. SremyKxraus. Honestly, I could not tell you. This is a big 
bill, and I would prefer not to try to answer that. 

Mr. Bourne. You oppose the licensing of business and say that the 
proposal has not attracted serious support on its merits, if I under- 
stand you correctly. 

Mr. STernKRAuvs. Yes, sir. 

Mr. Bouuina. I was under the impression that it was enacted during 
the First World War, and also during the Second World War. 

Mr. Srernxravs. That is not so. 

Mr. Bouurna. I believe it was. 4 

That is all, Mr. Chairman. 

Mr. Brown. Thank you very much, Mr. Steinkraus. 
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Mr. SrermnKravs. I am sorry to have taken so much time, Mr. 
Chairman. I want to thank you and the members of the committee 
for your very fair handling of a timid witness. 


STATEMENT OF W. D. LAWSON, PRESIDENT, AMERICAN COTTON 
SHIPPERS ASSOCIATION 


Mr. Brown. Call the next witness. 

The Cierx. Mr. W. D. Lawson, president of the American Cotton 
Shippers Association. 

Mr. Brown. I am in receipt of a letter from Mr. H. P. Williams of 
Athens, Ga., telling me he thinks a great deal of the witness who is 
now before us. 

Mr. Lawson. Thank you. Shall I proceed, Mr. Chairman? 

Mr. Brown. Yes; you may proceed. 

Mr. Lawson. My name is W. D. Lawson. My home is Gastonia, 
N. C. I am appearing in behalf of the American Cotton Shippers 
Association. The members of this association move approximately 85 
percent of the cotton raised in the United States from farms to cotton 
spinners both domestic and foreign. 

This association is opposed to inflation. Inflation threatens the 
continuance of all business enterprise and the livelihood and well-being 
of every American citizen. We urge that it be attacked directly and 
effectively. An attack on inflation must increase the supply and 
reduce free buying power. 

The most fundamental and American step is to increase production, 
which is our free enterprise system means increasing incentives and 
reducing obstacles. Diversion of labor and effort from productive 
enterprise to nonessential Government employment and nonproduc- 
tive controls should be avoided. 

Until production is effective free buying power should be reduced by: 

Higher taxes, designed to curb spending for consumer goods, but 
not so high as to discourage savings and investment in productive 
enterprises, 

Unnecessary increas? of free buying power should be avoided by: 

(1) Stopping Government deficit financing ; 

(2) Cutting Government nondefense expenditure ; 

(3) Careful expenditure of heavy defense appropriations; 

(4) Curbing credit expansion. 

Quoting Mr. C. E. Wilson, Director of the Office of Mobilization, 
“Direct price controls treat only the symptoms of inflation, not its 
basic cause.”’ 

Inflation results only from acts of commission or omission of the 
Government, not of the citizens. 

Government controls remove the direction of production from the 
hands of those understand, to those who do not. 

With your permission I shall now attempt to show you why price 
ceilings on raw cotton are unworkable and any attempt at enforcement 
would call for an immense expenditure of money and manpower. 

_ Cotton is planted in the spring and harvested in the fall. Harvest- 
ing is done either mechanically or by hand and then taken to the cotton 
gin to separate the seed from the fiber. The fiber from the gin is 
packed into bales weighing approximately 500 pounds and then sold. 
The majority of the cotton is raised by small farmers and they usually 
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wish to turn into cash immediately. There are always numbers of 
cotton shippers bidding on the cotton and with competition keen the 
farmer can be sure he gets the maximum price on his cotton the day 
he sells it. Cotton from these thousands of farmers is bought by 
shippers, segregated into lots of approximately the same grade and 
staple, and sold to the cotton mills all over the United States and 
foreign countries. The shipper thus performs two very definite eco- 
nomic functions by, first giving the farmer a daily market for his 
product and, second, by providing a constant source of supply to q 
the cotton spinners of the world. Cotton shippers are not interested 4 
in the actual price of cotton except that it represents a fair return to 
the producer and allows the mill buyer an equitable return on his 
investment. According to the Office of OPA and unbiased sources the 
average cotton shipper’s profit is about one-half of 1 percent on each 
bale he buys. You wonder how anyone could operate on such a smal! 
profit. This remarkable record is made possible by a cotton marketing 
mechanism refined by generations of experience to an extreme degree 
of flexibility and speed. It can be compared to a fine watch. It is 
more vulnerable and sensitive to the intrusion of arbitrary regulations 
than almost any other segment of the national economy. This is 
particularly true of our cotton futures markets. Being the only free 
markets left in the world to the trade they are constantly receiving 
buying and selling orders from all over the world. 

One of the main reasons that price ceilings on cotton are unworkable 
is that classing of cotton is not an exact science and no two bales are 
exactly alike, any more than two people are exactly alike. In classing, 
two samples are drawn one from each side of the bale with a coupon 
inserted showing the number of the bale. The value of the bale to F. 
the shipper is determined by the examination of this sample. Five 
factors make up this valuation: (1) Color—the brightest and whitest 
cotton has the highest value; (2) the amount of foreign matter in the 
sample—that is, parts of twigs ar leaf which the gin failed to remove; 
(3) the staple—that is, the average length of fiber in the sample; this 
may be any 1 of 20 different lengths; (4) preparation, showing smooth- 
ness in ginning; and (5) other variables tested mechanically, such as 
fiber tensile strength, uniformity, and fineness. According to the 
United States Department of Agriculture there are over 400 different 
classifications of domestic cotton. This does not include hundreds of 
other variations recognized by the trade. When you realize that this 
classification of grade and staple is all done by the human eye and 
hand you can see that there is a high probability of error. It is verv ‘ 
difficult for two classers to agree exactly on a small lot of 100 bales of 
cotton and even the same classer will not agree with himself on the 
i same lot if he classes it on different days. For this reason most 
merchants have one classer to class cotton into stock and another to 

check the class on mill shipments, in accordance with the requirements : 

of individual mills. 
For your information the United States Department of Agriculture 
: has done an excellent job in promulgating grade and staple standards 
for the world cotton trade to use. The value of these grades and 
staples varies daily according to the amount produced in each crop 7 
and the mill demand for certain qualities. By contrast the OPS has 3 
fixed prices on a cotton crop that has just been planted. I have in : 
my hand one of their 1%.-inch staple types. 
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I want you to listen to this. This is one of the main reasons why 
ceiling pricing the cotton will not work. This type of case goes 
sealed, put up by the Department of Agriculture. It was cut open 
over in the Senate. 

I also have a statement here from a cotton shipper which shows 
how easy it is for classers to vary in their estimation of the length of 
fiber in a bale of cotton. In the presence of witnesses he unsealed 
and placed in 26 of these types, coupons so that they represented 
samples from 26 cotton bales. ‘With these witnesses he mailed these 
samples to the Cotton States Arbitration Board in Atlanta for classi- 
fication against the Government 1%{.-inch type, the same type that he 
mailed. The Cotton States Arbitration Board settles all disputes 
between the American Cotton Manufacturers Association and the 
cotton shippers and is picked for its expertness in classifying cotton. 
Gentlemen, I want you to bear in mind that the 26 samples sent them 
were all 1%-inch Government staple standards. The board classed 
4 bales 15-inch, 16 1542-inch—1 staple shorter—and 6 bales 1-inch— 
2 staples shorter. 

I also have here a. classification by the same board where they 
classed 50 samples of the Government standard 1}-inch staple and 
only 3 bales were classed 1-inch. The remainder were shorter. 
Here is another instance where the same arbitration board classed 
61 bales of cotton under Middling but a cotton mill classer accepted 
them for Middling. I have here a class sheet from two different 
classers of the United States Department of Agriculture on the same 
25 bales of cotton. Applying ceiling prices of the Office of Price 
Stabilization there is a difference of $18.60 per bale in the valuation. 

Before coming to Washington, I sent samples from the same two 
bales to classers of seven different cotton mills and asked that they 
class the bales for staple. I have the results here. It is sufficient to 
say there was a difference to two staples in their class on the same 
bales. Now according to the Ceiling Price Regulation on raw 
cotton, certain price ceilings are set according to grade and staple, 
So many people vary in their classing, and OPS has said we are sub- 
ject to a $15,000 fine and 1 year mmprisonment if we violate it, who 
is going to say who is right? How can OPS tell whether it is a bale 
of 1%.5’s or not? It is ridiculous. Should anyone be found guilty 
of exceeding these prices he would be subject to 1 year imprisonment 
and $10,000 fine. Under the Administration’s proposed amendment 
his license would be revoked. 

Here are 12 samples taken from bales grown in California, the 
Memphis area, the El Paso area, and Arizopa. These samples were 
all classed Middling 1%49-inch by a Government classer, with which 
class we agree. You will notice from the photograph of box No. 1 
that the samples appear to be all the same. According to a Govern- 
ment classing they are the same, but applying the test there is a 
difference in value in some of these bales during the past marketing 
season that has been as high as $10 a bale. 

Applying the test of factor 5 which we have checked by mechanical 
means for fineness, strength, and uniformity, the difference of valua- 
tion in some of the bales during the past marketing season has been 
higher than $10 per bale. Under OPS ceiling regulations the prices 
are the same. 
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Here are 12 samples, labeled box No. 2, from the same territories 
as box No. 1. You will notice from the box and the photograph 
before you that there is a difference in color, preparation, and leaf in 
the various bales. Value of these bales is determined by the use of 
factors 1, 2, 4, and 5. Government classers have correctly classed 
this cotton as strict low Middling 1\%.-inch. We consider commercia| 
values on this cotton to vary as much as $7.50 per bale. 

I have before me box No. 3 from the same territories as boxes Nos. 
1 and 2. The Government has correctly classed this cotton as strict 
low Middling spotted 1-inch. Applying factors for determining the 
value of cotton 1, 2, 4, and 5, we consider the variation in values of 
this cotton to be as high as $10 per bale. In other words, the low 
grade, spotty grade bales are worth $10 a bale less than a clean bale 
and with less leaf in it. I understand the OPS has put the same ceil- 
ing price on the low bale that they put on the high bale, and the valu- 
ation is $10 a bale difference. The farmer has to suffer in those cases. 

Mr. Brown. We ought to put Mr. Trigg up there to look after this 
cotton business. 

Mr. Lawson. I think you are definitely right, Mr. Chairman; we 
would be delighted to have him. I am sure we would not have any 
ceiling price on cotton if Mr. Trigg were in there. 

Before me is box No. 4. Samples in this box were drawn from 
bales raised in Texas with the exception of one bale raised in Arizona. 
This cotton is classed by the Government as strict low Middling spotted 
1%.-inch. Applying factors 1, 2, 4, and 5 we consider the variation in 
values in this box to be as high as $15 per bale. The Government 
puts it graded as strictly Middling, strictly low Middling, but this 
box does not contain but one certain type of cotton. There is a varia- 
tion in there. If vou are going to paint the inside of your house your 
wife will have to ask the painter to show her the various shades of 
green, red, and white. That is what the Government is doing, and 
you can imagine 100 different shades of the three different colors, red, 
green, and white, and the Government has not taken into account 
each one of those shades—I mean the Department of Agriculture 
called each one Middling, strictly Middling, but for the range of 
colors. However, the OPS has taken that whole range in the Middling 
box and set one price for all of it, where there might be a difference of 
$5 or $10 a bale in the cotton. 

In view of the above samples, and these instances are not rare, 
would you care to have your future and reputation hang on the slim 
thread of one classer’s opinion on any certain day? I think all of 
your cotton trade, Mr. Brown, is going to be done in Atlanta before 
this thing ends up. 

You wonder how, with such diversity of opinion, cotton shippers 
can please their customers who may be separated from them by thou- 
sands of miles. This can only be done by the intimate knowledge 
based on years of experience of shipping cotton to the same customers. 
The customer recognizes that no two bales of cotton are exactly alike 
and they can only receive from the shipper the closest grade and staple 
that is possible to be classed. 

Gentlemen, you can see from the differences of opinion in regard to 
length of staple, and other quality variations, that no private or 
Government agency can possibly place a correct valuation on the 
cotton crop of the United States. 
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The cotton industry in California, El Paso, and lately Arizona has 
made great strides in breeding cotton which has high tensile strength. 
As a result mills were paying premiums of as high as $10 a bale over 
the Memphis territory for the above cotton. Under ceiling prices, 
they are all worth the same price. Thus ceiling prices destroy genera- 
tions of time and effort made by cottonseed breeders of the South and 
West. They destroy the initiative and ambition of good farmers to 
raise better cotton. Why should farmers attempt to improve their 
strains of seed when there is no reward held out to them? I will read 
you excerpts from a report from India, which country has attempted 
a price ceiling on their cotton during the past year. 

Mr. Brown. Off the record. 

(Discussion off the record.) 

Mr. Lawson. Raw cotton has now been under ceilings for 4 months 
and I would like to review this period. On January 25, 1951, General 
Ceiling Price Regulation was issued. Its wording was so ambiguous 
that when the vice president of the New York Cotton Exchange 
contacted the office of OPS the next morning, Mr. DiSalle did not 
know if it applied to cotton. After consultation with one of the OPS 
lawyers he found that cotton did come under the regulation. In- 
stantly all dealing in raw cotton ceased, the futures exchanges closed, 
and business was stalemated. Our association immediately sent a 
committee to Washington in a futile attempt to show OPS why 
ceilings were unworkable and unenforceable. Several meetings were 
held with Mr. DiSalle or his officials. At no time did they find one 
person in OPS who had a working knowledge of cotton. At the same 
time representatives of cotton producers, ginners, futures brokers, 
warehousemen, and cotton spinners, in fact every branch of the cotton 
industry voiced opposition to the order, because they knew it could 
not work. 

The United States Department of Agriculture presented an excellent 
brief to Mr. DiSalle in an attempt to show why it would not work. 
Subsequent events have proven that prices would not have risen, as 
Mr. DiSalle feared. In spite of this, after 6 weeks of inactivity, on 
March 3, Ceiling Price Regulation No. 8 was issued expressly appli- 
cable to American Upland cotton but the cotton futures markets were 
still unable to open. At this time, adding further confusion to an 
already disordered situation, Mr. DiSalle stated that this order cut 
across all old contracts. Mills which needed cotton, which they had 
previously bought, could not get it and shippers who had previously 
sold could not legally deliver it. On March 6, a supplemental regula- 
tion was issued fixing the futures ceiling at 45.39 cents per pound and 
the futures exchanges opened. Conditions were such that business 
was practically confined to liquidation of the old crop. The sanctity 
of the exchanges’ contracts were impaired and the speculators elim- 
inated. Now this may seem fine to remove the speculator, but the 
time may come, and not too far distant, when the farmer may be 
crying for him to help stem the falling price of cotton. 

By this time a deluge of telegrams and letters from all parts of the 
industry descended on the people’s representatives in Washington. 
Opposition was so strong that the watchdog committee of the House 
and Senate called upon Mr. DiSalle to testify before it to show why he 
had placed a ceiling on cotton against the best advice of all segments 
of the industry and the Secretary of Agriculture. So far the industry 
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has seen no results from this hearing. Mr. DiSalle has said that the 
whole price-control program would fail if raw cotton was exempted. 

Mr. Cote. I thought he said that about livestock. 

Mr. Lawson. He probably did. 

If this is the case, why did he state definitely on the day the regula- 
tion was issued that cotton would be exempt? 

As you can already see, OPS hopelessly and wastefully retards the 
function of our marketing system by the slowness with which it 
issues clarifying orders and amendments. As an example, the time it 
took them to validate old contracts was nearly 3 months. With 
storage, insurance, and interest amounting to $1 per bale per month, 
the loss to cotton shippers holding cotton they could at legally 
deliver was between $1,000,000 and $2,000,000. 

It is recognized that cotton is playing a major roie in the ECA 
program because cotton-goods manufacture is one of the largest 
industries in practically every one of those countries including Ger- 
many and Japan. Had our exporters been saddled earlier with the 
present Ceiling Price Regulation, I am confident that the tremendous 
amounts of cotton could not have been moved as cheaply and ef- 
ficiently as it was. Under the discriminatory order almost every 
Gulf, Atlantic, and Pacific port has a different ceiling although until 
recently the same ocean freight rates to Europe applied from all of 
them. 

These ceilings are dependent upon the freight rate to the port from 
the buying point in the interior. In other words, Mr. Brown, if 
cotton was bought up in Decatur, Ala., and shipped to the port it 
would have one export ceiling and if it was bought at Meridian, Miss., 
and shipped to the port it would have another export ceiling, andyou 
just do not know how you stand. 

Mr. Brown. Off the record. 

(Discussion off the record.) 

Mr. Lawson. By way of illustration, Middling 15/16-inch cotton 
originating at Bakersfield, Calif., has a ceiling of 45.83 cents per 
pound at the port of San Pedro, Calif. This same cotton at Houston, 
Tex., has a ceiling of 47.19 cents per pound, a difference of $6.80. 
Other ceilings are almost equally out of line. The exporter must 
know the interior town from which his cotton will originate before he 
knows what his export ceiling will be. This is contrary to all previous 
export procedure and makes it impossible to sell cotton in advance. 
The ceilings are so confusing that the exporter must choose between 
stopping business or continuing to apply his customary differentials. 

Mr. Brown. What will happen if you cannot sell on the future 
market to protect yourself? 

Mr. Lawson. I think we are feeling the effect of that right now, 
Mr. Brown. You notice the cotten market has been going down, and 
I think one of the causes of so much confusion is the regulations so 
that every farmer is afraid to sell to the marketing people that want it, 
and we have a 16,000,000-bale crop coming out, and we ought to be 
selling the cotton to take care of the cotton these farmers are going 
to raise and we are scared to do it. 

Mr. Brown. Go ahead. 

Mr. Lawson. Now let us look ahead and try to visualize the cotton 
industry under continued ceilings. First of all the merchant must 
take into account the many additional hazards this would inject into 
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his business. What are these contingencies that may arise? Of 
uppermost importance is the possibility of a roll-back in price which 
could easily be disastrous to him. I know that Mr. DiSalle has stated 
that he did not contemplate any roll-back, but who knows what events 
may change his mind. After all, he also stated cotton was exempt 
from ceilings. Would a successor to Mr. DiSalle feel bound by his 
promises? Another hazard is that the futures exchanges may not be 
able to operate. Their present volume is not sufficient to the brokers 
to maintain a working organization nor for the exchange to pay its 
operating costs. Without hedging facilities banks instead of lending 
80 and 90 percent of cotton value to buyers might only lend 50 percent. 
This could force prices to the Government loan at great losses to 
producers who have been patriotic enough to follow the Government 
request for full production. With these hazards and many others 
incident to price ceilings in mind, the cotton shipper wil! necessarily 
need to increase his per bale service charge. The chances are that 
this additional charge will be deducted from the price paid the producer 
and not added to the mill price. Eventually the cotton marketing 
system may be destroyed and the only major outlet for the producers’ 
cotton would be the Government loan regardless of a crop of 10 or 17 
million bales. 

Gentlemen, it is my firm belief, shared by all members of the cotton 
trade, that no one man or group of men can devise a working plan, 
with price ceilings, to regiment the cotton industry. I do not believe 
Mr. Will Clayton nor Mr. McFadden could do it—and neither do 
they. But the price of cotton can be stabilized without ceilings and 
discriminatory regulations. Before a cotton shipper can export a 
single bale of cotton he must apply and receive a license from the 
Department of Commerce. This Department closely cooperating 
with the United States Department of Agriculture has maintained 
an adequate supply in this country and was very effective this year in 
retarding the rising price, so effective that the domestic price was held 
at 30 cents per pound, or $150 under prices in the rest of the world. 
The psychological effect of price ceilings worked adversely, advertising 
scarcity and causing prices to rise the limit. 

The Bureau of Labor Statistics Consumers Index shows the cost of 
raw cotton as percent of retail price as follows: 
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The same testimony brought out that a man’s shirt advanced 10 
cents. Put another way Mr. DiSalle expressed the fear that cotton 
might advance to 55 cents per pound without ceilings. Had it done 
so the cost for a working man’s shirt would have been 5 cents addi- 
tional—the price of one Coca-Cola. 

Mr. Brown. The cost of cotton does not affect the cost of living 
very much, then? 
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Mr. Lawson. No, sir—5 cents on a shirt. 

Mr. McKinnon. You may buy more than one shirt. 

Mr. Brown. If you are 4 Ba to buy five, it would be 25 cents. 

Mr. McKinnon. How about your collars and sheets? 

Mr. Lawson. I shall not go into the problem of enforcement. 
Hundreds of thousands of farmers, thousands of gins, and cotton 
buyers, and hundreds of mills, it would take an army corps of men to 
police it. And they would have insufficient knowledge of the subject. 
Under the present regulations, violators are retarded and the con- 
scientious are eliminated. 

We think any attempt to apply price ceilings to raw cotton would be 
definitely harmful. 

1. It destroys the operations of a hedged commodity merchandising 
system, increases risks, and forces wider merchandising margins. It 
has already imposed heavy, unexpected, and undeserved losses on con- 
servative shippers. 

2. It demoralizes a whole trade, placing a premium on evasion. 

3. It destroys and prevents full utilization of particular qualities 
and values not recognized by an official classification system, with 
resultant loss to producers. 

4. In an annual crop such as cotton it will discourage production 
which increases basic inflationary forces. 

In view of the many attacks on cotton producers for their opposi- 
tion to price ceiling we wish to point out that no other interest has 
made comparative sacrifices to economic stabilization. The industry 
accepted licensing controls on the exportation of cotton which re- 
sulted in prices to them of $150 per bale less than world prices for 
the same cotton. Without this control the price level here would 
certainly have been $50 per bale higher. Based on the season’s 
carry-over and the production this amounts to $750 million contri- 
bution by producers. 

This association was established to promote ethical trading and 
respect for contracts, and maintains trade rules and arbitration 
boards here and abroad for those purposes. Without this it would 
be impossible to market the American cotton crop. No greater 
blow has been dealt the efforts of many years than this ceiling order 
on raw cotton. 

In the last few months it has been very forcibly brought to our 
attention that many of our citizens do not have any respect for the 
laws of our country. This lack of respect is gnawing at the very 
vitals of our moral foundation and that at a time when morality is 
the greatest need of our Nation and the world. 

No possible goal that could be attained or even hoped for, price- 
wise, could possibly offset the moral turpitude that develops from the 
imposition of a law that cannot be enforced to any extent, and 
penalizes those who would try to abide by its regulations. 

Gentlemen, a law that is not enforceable should never be imposed. 

Mr. Brown. I want to thank you for an excellent statement. I 
will recognize Mr. Rains at this time. 

Mr. Rains. Mr. Lawson, in the main I agree with your statement. 
I know a little about cotton, coming as I do, from Alabama. Before 
we get into a discussion on cotton, there are a few of your statements 
that trouble me greatly. I do not believe you can fairly put ceilings 
on raw cotton, but I am concerned, as I have told my cotton farmers 
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at their and your request to abolish the price and wage controls. 
Would it not be better to impose the ceiling at the consumer level? 

Mr. Lawson. I think we have already seen what a price of 45 
cents will do. I do not think the producers mind a ceiling price of 
45 cents. The price was all right. They went ahead and produced 
the cotton and they have a big crop in the ground. I think any 
advance in cotton prices would be taken care of by production. 

Also, you have a perfect control over the price of cotton by these 
export allocations. In other words, we have 16 million bales of 
cotton coming up, and if the Department of Agriculture will impose 
those controls judiciously, those allocations, I think they can hold 
the price of cotton down to within reasonable limits. 

Mr. Ratns. Did we not get along all right with cotton market 
under OPA in World War II? 

Mr. Lawson. Fine, because we did not have any ceilings on cotton 
then. 

Mr. Rarns. You had it on cotton cloth and the manufactured 
articles, but you had none on the raw cotton. 

Mr. Lawson. I believe that is true. 

Mr. Rarns. The point I am making is, what would be wrong with 
that sort of situation now? 

Mr. Lawson. Mr. Rains, I am not a cotton manufacturer and I 
would rather you ask the cotton manufacturers that question because 
they probably can tell you more about what would be wrong with it 
than I. 

Mr. Rarns. Of course, we are faced with the problem of growing 
inflation. We do not want any controls, and this committee does not, 
but the very people who will be hurt if inflation runs rampant will 
be the men like you, because if you keep decreasing the vides of the 
dollar by inflation, we are going to have suffering in this country, and 
the people who have will suffer as much as the people who have not. 
So I would like to see you make suggestions that we utilize the ex- 
perience we had during World War it whet the ceilings on raw cotton 
were not imposed. We had an orderly market at that time, did we not? 

Mr. Lawson. Yes. 

Mr. Congressman, I do not think if the President made the sugges- 
tion we do that, and they did not do it, if I made that suggestion it 
would have very much effect. 

Mr. Rarns. Of course, after all, we write the law up here. We do 
not administer the laws, we realize that. Had the President carried 
out the wishes of the Congress, he would have controlled prices and 
wages across the board last August, and we would not be where we 
are today. Many in the Congress wanted wage and price controls 
across the board. We did not get it, and as a result I think we find 
ourselves in the worst shape we have been in, inflationwise, for a long 
time. 

Mr. Lawson. Mr. Rains, I am not an economist. 

Mr. Rarns. I am not either. 

Mr. Lawson. I am just a country boy, but it looks to me like the 
Government is going one way and the individuals and the families 
and businessmen are operating on another system. The gentleman 
before me mentioned the family. It looks like the family is the prin- 
ciple upon which our whole Government was built. 
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The defense program is as though some member of the family had 
gotten desperately ill. You do not worry about the money. You ‘ 
get all the best doctors you can, and you get the best hospitals you can. 
On the other hand, after they get well, if Sister Sue wants a new dress q 
she cannot have it, and if Brother John 

Mr. Rarns. I think that you are getting off on the wrong basis. a 
I agree with you that if that fellow gets sick we shoot him in the arm 3 
with a hypodermic to save him and stay the fever, and we give him 
preventive medicine to prevent it from happening, and that is what g 
we are faced with here. You fellows are my friends, and so is the a 
Farm Bureau, but I am saying that if you get what you want you . 
are not going to like it. Wages will shoot inflation up. We are going 
to prime the pump with this mobilization program, and unless we 
control it either with credit curbs or some way, I am afraid that 
within the next 12 months we will be in desperate circumstances. 

You talk about governmental expenses in your statement. The 
House of Representatives, I believe—and these Members will agree— 
tried to do a good job cutting expenses the last few weeks. When 
you get down to the basic facts, we find that more than three-fourths 
of all Government expenditures is for war and defense. It is pleasant 
to talk about cutting all expenses, and I think every Member of the 
Congress would like—I know that I would—to cut out every unessen- . 
tial one, but you could cut all Government nondefense expenditure a 
and it would not achieve the goal of staying the inflation. 

So, unless we have either control by credit regulation or some other 
kind of control, I am afraid that our economy, and our own friends, 
the farmers and everybody else, are going to lower greatly the value 
of the dollar. 2 

Mr. Lawson. We are all agreed to the fact that we are in a des- 3 
perate situation. 

Mr. Rarns. There is no question about that. 

Mr. Lawson. And I think that you have done a fine job up here 
in the Congress, but I think that you are going to slow up production 
and cost the cotton merchants a great deal of money unless this 
control is taken off. 

Mr. Rarns. I will get back to the basic part of your statement. I 
agree with you that the cotton merchant is an important segment of 
our population and he should have his just dues. I think that ceilings 
should be placed at the consumer level with some kind of reasonable 
escalator clause for the manufacturer, such as we had before. 

I was on the watchdog committee and on this committee before, 
and I heard no complaint about the price on cotton goods during the 
war, and I think no one else did. Now, I am afraid that the idea is 
to beat the price down to parity, and I am also afraid there is the 
idea in certain segments of the OPS to abolish parity completely, 
and if you cut the farmers’ cotton prices down to parity they are not 
going to get the cotton they are going to have for the defense program. 

Mr. Lawson. They certainly will not. 

Mr. Rarns. How much has the cotton price gone down recently? 
What is the market doing? 

Mr. Lawson. About 5 or 6 cents a pound from the high. 

Mr. Rains. The proposition that you put up with those samples of 
cotton a while ago was that they varied as much as $10 a bale. And 
under the OPA rules and regulations they have the same value? 
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Mr. Lawson. Exactly. 

Mr. Rains. Do you believe the cotton prices would go up if we 
were to remove the ceilings on raw cotton? 

Mr. Lawson. I do not. 

Mr. Rains. Why not? 

Mr. Lawson. The reason I say that is, they are way under the 
ceiling. October cotton is selling for 7 cents a pound under the 
ceiling. Why would I think it would go up if they are not at the 
ceiling now? They are 7 cents under the ceiling. If they do not 
take these regulations off so we can operate it is going on down to 
parity, because we cannot sell the cotton. We are afraid to sell any 
cotton. 

Mr. Rains. Then if cotton prices go to parity in the south where 
we grow—— 

Mr. Lawson. There are going to be a lot of busted farmers. 

Mr. Rarns. Not only a lot of busted farmers, but a lot of keen 
competition for our stock-growing friends in other sections of the 
country. These people will be moving out of cotton with the result 
that we are going to have a shortage in the cotton market. 

Mr. Lawson. That is right. 

Mr. Rarns. Labor and all the other costs of the farmer are going 
up, and yet his prices are going down. 

Mr. Lawson. Yes. 

Mr. Rarns. Did you know that the American farmer, and this 
includes all farmers, is the only segment of the population in this 
country which has had a reduced income, year after year, for the 
past 4 years? That is a statement that the Secretary of Agriculture 
has made, and I am sure the records will bear it out. 

Mr. Lawson. I wish that I had asked you to make my speech for 
me. 

Mr. Brown. I think the record ought to show that Mr. Chester 
Bowles never tried to put ceilings on raw cotton. He undertook to 
reach the problem, and did, by putting a ceiling on the textile items. 
First he put it on some of the items, perhaps 60 percent, to make parity 
in the field. On 40 percent of the items he put less than parity ceilings 
in the field. Congress passed a law to place a ceiling on each textile 
item to reflect parity in the field. The people were satisfied. Nobody 
complained about the price of cotton cloth. It is impossible, as you 
pointed out, to get equity among the cotton growers and everybody 
else in the cotton industry by putting a ceiling on raw cotton. You 
can be just as effective, as far as the consumer is concerned, by putting 
a ceiling on each textile item. 

Mr. Ratns. I think, Mr. Lawson, you have made a fine statement. 

Mr. Wo.xcort. There is one thing that has been worrying me and 
I presume other members of the committee. The world market 
situation has changed materially since 1938, we will say. I do not 
know what year it was, but in one prewar year, as I recall, it used to 
be somewhat traditional that we produce about half the world’s 
consumption of cotton here in the United States and that we con- 
sumed about half of our production domestically. I remember the 
figures for 1 year. The world consumption of cotton was 24 million 
bales. We produced about 12 million bales and consumed about 6 
million bales. Then I presume in contemplation of World War II, 
1 year the world consumption of cotton increased to 27 million bales. 
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At that time the export of American-produced cotton had been 
reduced, our crop, from the historical 6 million bales to 3 million bales, 
so the year when the world consumption of cotton increased 3 million 
bales, our exports dropped off 3 million bales. What is the world 
situation as of today with respect to our market? 

Mr. Lawson. We can sell every bale. 

Mr. Woucorr. Compared to prewar? 

Mr. Lawson. I could not give you the exact figures, but if we had 
the cotton we could export 6 or 7 million bales this coming year. 
Mr. E. D. White, who has just returned from a trip abroad, says that 
we are, as a world, reduced to 30 million bales of cotton this year, 
but we are going to consume 32 million. That is his estimate. We 
can export every bale of cotton that the Department of Agriculture 
will let us export. 

Mr. Wo tcorr. So, regardless of what has happened in the past, 
we can dispose of all the cotton that we produce this year. 

Mr. Lawson. That is right, by export. Of course, that cotton is 3 
controlled by these export allocations. This past year they were | 
afraid we would ship too much out of the country and that our domes- a 
tis mills would not have enough to run on, so they put an export 
allocation control on the cotton exporter, and they allowed, I think 3 
3,500,000 bales to be exported, not including Canada. 3 

Mr. Wotcorr. By doing that, we can keep many foreign markets 
for American cotton? 

Mr. Lawson. Yes. 

Mr. Wotcorr. Now, if the Government through tind regulations 
or otherwise makes it impossible for us to produce sufficient for our 
domestic needs and to meet the foreign demand for cotton, what is 
likely to happen permanently to the world market for American 
cotton? a 

Mr. Lawson. That is a rather deep question. 2 

Mr. Woxcort. I will put it in a different way. If we cannot meet 
the world market demand, do we encourage the other countries to 
produce their own cotton to the prejudice of the American cotton? 

Mr. Lawson. I would say the price is a matter of encouragement 
to all cotton growers all over the world, and this year we will certainly 
have an increase in our cotton—— 

Mr. Wotcorr. I think that we are together, but I do not make 
myself quite clear. You said that by the application of these regula- 
tions the domestic production of cotton might be materially reduced; 
is that right? 

Mr. Lawson. If they keep the price ceilings on, yes. 

Mr. Wotcorr. And these regulations that you talk about-——- 

Mr. Lawson. It would definitely hurt our world trade in cotton 
because they would turn elsewhere to get it. 

Mr. Woxcorr. I got from you statement that you were fearful 
that if OPS regulations were continued against the cotton grower, it ¥ 
would discourage the production of cotton in the United States. 3 

Mr. Lawson. That is correct. cs 

Mr. Wotcorr. And by the same taken, to meet the world demand, 
that would encourage the production of cotton on the outside? 

Mr. Lawson. Yes. 

Mr. Wotcorr. So we would permanently lose a great deal more of 
our world market. 
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Mr. Lawson. That is correct. 

Mr. Wotcorrt. So it would be a permanent injury to our cotton 
industry to exercise these controls? 

Mr. Lawson. That is correct. 

Mr. Wotcort. The next point is, Can we stabilize the price of 
cotton through an increase in production? I believe that you said 
you thought we could do that. 

* Mr. Lawson. That is correct. 

Mr. Wotcorr. Now, is it expected we will get more or less produc- 
tion? 

Mr. Lawson. Less production under controls. 

Mr. Wotcorr. That would just be an umbrella question over 
everything else that you have said. 

Mr. Coie. Did I understand you to say that none of your industry 
was invited to participate in the determination of these regulations? 

Mr. Lawson. That is correct. I would like to say this along that 
line: that before the watchdog committee, the joint committee, Repre- 
sentative Murray of Tennessee asked Mr. DiSalle this question: I 
understand you had eight or nine economists who assisted you in 
preparing this regulation, and he asked him to name them. Mr. 
DiSalle named some of his assistants in the OPS, and also named the 
cotton men that came to Washington, and his statement was that 
these men either were contracted, or assisted in the promulgation of 
this regulation. 

I want to say this, we had no assistance whatsoever in it. We did 
not know the regulation was coming out until the day that it came 
out. 

Mr. Coie. Have you been in contact with Mr. DiSalle, or his office, 
since the regulations were issued? 

Mr. Lawson. Indirectly. 

Mr. Coxe. Have you, or any of your industry, been invited into the 
agency to discuss the regulations with him? 

Mr. Lawson. Not a single one that I know of. 

Mr. Cour. Can you say that you know that they have been apprized 
of your condition and the condition which you contend has been 
caused by the regulation? 

Mr. Lawson. Yes; they were apprized of that before the regulation 
came out on March 3. 

Mr. Couz. Nothing has been done? 

Mr. Lawson. Not a thing. 

Mr. Coin. Why, if you know? 

Mr. Lawson. I know, but I would hate to say. 

Mr. Cous. I will not ask you, then. 

Mr. Berrs. Are you simply for the exemption of cotton from OPS, 
or do you believe that all price controls should be dropped? 

Mr. Lawson. I think that we ought to wipe the slate clean and 
start over. As the gentleman before said, there are certain vital 
things that should probably be controlled or allocated, but I think we 
ought to clean this thing up and start over. 

Mr. Berts. Do you believe that there should be exceptions? 

Mr. Lawson. I think that there has been much damage done by 
these price controls, and I think that the people who are issuing them 
do not know what they are doing. 

Mr. Berrs. Then you are definitely opposed to price controls. 

838473—-51—pt. 3-4 
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Mr. Lawson. Yes, except in certain instances of vital materials. 

Mr. Berrs. You are not simply asking that the cotton industry be =~ 
exempted; is that right? 4 

Mr. Lawson. That is correct. i 

Mr. Brown. Do you have anything else you desire to file for the 
record? 

Mr. Lawson. No, sir; we do not. 

Mr. Brown. I want to thank you for your excellent statement. 

The Clerk will call the next witness. 

Mr. Hauianan. The next witness is Mr. William A. L. Sibley, 
vice president of the American Cotton Manufacturers Institute. 








STATEMENT OF WILLIAM A. L. SIBLEY, ON BEHALF OF THE 
AMERICAN COTTON MANUFACTURERS INSTITUTE, ACCOM- 
PANIED BY JAMES L. RANKIN AND CLAUDIUS MURCHISON 


Mr. Srsuey. Mr. Chairman, may I ask Mr. Rankin and Mr. a 
Murchison to sit with me. They helped to prepare this testimony. a 

Mr. Brown. Yes. q 

Mr. Ststey. My name is William A. L. Sibley and my place of . ~ 
residence is Union, S. C. I am vice president and treasurer of 4 
Monarch Mills in that city and also serve as vice president of the 
American Cotton Manufacturers Institute of Charlotte, N. C., in 
whose behalf I present my testimony today. 

This is the central trade association of the primary cotton textile 
manufacturers of the United States. It is Nation-wide in scope 4 
covering all areas of textile manufacture from Maine to Texas and a 
includes within its membership more than 85 percent of the country’s 
spindles. 

The industry which I represent employs about 500,000 workers and 
the annual value of its products currently is about $6% billion. It is 4 
paying the American cotton farmers more than $2 billion for the cotton 4 
which it will consume this season. The industry is therefore a major E | 
factor in the economic life of the country and is the predominant factor 
in the prosperity of the Southern half of the United States. 

It is vital to the Nation’s preparedness program, occupying a posi- 
tion in that regard which probably is second only to iron and steel. In 2 
serving the needs of the civilian population it ranks next to food and 
shelter and is exceeded only by them in its importance in the family 
budget, both from the standpoint of cost and adequate supply. 

It is essentially an industry of small enterprises. Its great magni- 4 
tude does not imply giant corporations, but a great number of 3 
relatively small units, a thousand or more, no one of which constitutes 2 
more than 4 percent of the total. The average unit must be content 
with a minor fraction of 1 percent of the industry’s business. This 
assures a high degree of business competition and low prices. bs 

Being scattered over many States, production can be developed % 
promptly as need arises if conditions are favorable; but when condi- 
tions become unfavorable, the limited resources of each individual and 
his inability long to endure financial loss or to assume undue risk, force ° 
a substantial downward readjustment of production in a way more = 
severe than in the case of large unit industries. At such times there 
is always acute price weakness and heavy losses. 
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This is probably the most basic truth with which we have to deal in 
considering a program of controls over industries which are highly 
competitive and complicated and which at the same time consist of a 
great number of relatively small, widely scattered, locally owned units. 
The OPS program has failed to recognize this, with disastrous results. 

The two great purposes to which our Nation has pledged itself—the 
building of adequate defense against Communist aggression and the 
containment of the forces of inflation—must not be defeated. 

It is our judgment that this success can be more speedily realized 
and made more certain by the elimination of title IV, the price and 
wage control section, from the Defense Production Act. We recom- 
mend and urge that the Congress and the Administration replace a 
system of price and wage controls which is negative and injurious in 
character with a system of inflation controls which reach the source of 
the evil and which is positive and constructive in its effect on our 
economy. 

Before setting out the basis for our recommendations, I wish to 
emphasize that we did not oppose the enactment of the present law. 
Rather, we offered such assistance as we could, hoping that there would 
emerge a law that was workable and practicable. 

During the period of hearings before the committees of Congress we 
suggested the incorporation of provisions in the law which would avoid 
the mistakes of 1942—46. 

I would like to pause for a moment to give you a first-hand experi- 
ence under OPA, showing you how it works for scarcity rather than 
production. 

The mills with which I am connected manufacture print cloth. 
Now, print cloths are a medium light-weight cotton fabric that goes 
into women’s house dresses, children’s clothes, and men’s shorts and the 
like. OPA in 1943 and 1944 required the manufacturers to absorb in- 
creases, and of course with no relief. As a result, we came to a point 
where there was no incentive to produce. Production in our plants 
dropped from three full shifts of 144 hours per week to two shifts of 
96 hours, a total reduction of 33 percent. We were saved, fortunately, 
in 1945 by the Bankhead-Brown amendment which required OPA to 
give full cost allowance for cotton, not less than parity, to be paid 
these farmers, with all manufacturing costs, plus a reasonable profit on 
each major item. This gave the incentive to produce and the industry 
began again an upward trend of production, and, gentlemen, produc- 
tion is the answer to inflation. 

When the 1950 act was signed by the Mobilization Committee of our 
institute, composed of 16 outstanding industry leaders, promptly 
offered its services to the heads of many of the Federal agencies includ- 
ing Secretary Sawyer, Chairman Symington, and Price Administrator 
DiSalle. We submitted to OPS a list of qualified men ready to serve. 
We were treated courteously but our experience and our abilities were 
not utilized. Despite the importance of our industry in any prepared- 
ness program not one man acquainted with cotton textile manu- 
facturing has been appointed to a policy-making level in OPS or NPA. 
A few good men who know some features of the textile business were 
put in lower level jobs in the two agencies; but their positions have not 
been authoritative at the higher or policy-making levels. 

The result has been what you would expect—an uncertain, inept, 
and harmful series of orders which have made it very difficult for our 
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industry to operate. This probably would have been true under 
any agency and with any personnel charged with the administration 
of title LV of this act. 

On December 20, Dr. Valentine sent to a number of textile mills a 
telegram requesting them to hold the price line. Many in our industry 
complied with these requests with resulting penalty because wages 
and other costs increased and those who complied were caught with 
frozen prices at a low level which carried discrimination in favor of 
those who refused to comply with the request. 

At approximately the same time, we, along with other business 
groups, were asked to hold the line on prices as of the December 1 
level. Believing that we could do it, a group of us representing our 
industry, visited officials of the Economic Stabilization Agency and 
offered them the services of our Textile Industry Mobilization Com- 
mittee in instituting and operating a voluntary price-control program 
for our industry, provided we were given the necessary status under 
the law. This offer apparently was received with enthusiasm, but 
we never heard another word about it. Instead of accepting the 
industry’s offer of cooperation in a voluntary pricing program, OPS 
subjected us to the series of directives which I am about to describe. 

The first was the issuance of the general freeze order, GCPR, 
effective January 26. Since the prices frozen were not current sales 
prices but recent delivered prices, the industry for the most part was 
rolled back to the prices of 3 to 6 months previous despite the great 
increase in cotton, wages, and other costs which had occurred in the 
meantime. The order cut across and violated a great body of existing 
contracts and made new sales at fair prices impossible for the bulk of 
the industry’s goods. 

With your permission, I would like to read a paragraph of the 
regulation, which is section 2, paragraph (c) under ‘‘Prohibitions.”’ 

After the date of this order, regardless of any contract, or other obligation, 
you shall not sell, and you shall not buy, in the regular course of business or trade 
any commodity or service at a price exceeding the ceiling price established by this 
regulation. 

GCPR amendment No. 2 was issued February 23 to become effec- 
tive February 28. On the day it became effective it was canceled, 
and amendment No. 5 was issued to become effective March 7. In 
common with hundreds of other cotton-mill operators my associates 
and I spent days and days with lawyers and accountants to unravel 
the meaning of No. 5 which did provide some scattered and uneven 
relief, veiled in extremely difficult and ambiguous language. 

During February the mill situation was made doubly worse by the 
cotton freeze which closed down the cotton exchanges and stopped 
the operations of the spot-cotton markets. There was no ceiling on 
cotton as such, but a separate ceiling on each individual who dealt in 
cotton. The customary fixing of cotton prices, therefore, for the 
purpose of advance pricing of cotton goods was made impossible. 
Bad as it was in February if the freeze had occurred in October 1950 
when the cotton crop began to move in its greatest volume, chaos 
would have resulted and many mills would have closed. 

On March 3 OPS issued raw cotton order CPR 8 which established 
for the first time ceilings on raw cotton with differentials for grade, 
staple, and location. Mills could not yet make new purchases or fix 
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cotton prices on preexisting contracts because the exchanges which 
had been closed since January 26 were not yet open. 

On March 6 Mr. DiSalle approved SR 1 to CPR 8 establishing a 
uniform cotton ceiling for purpose of futures trading and the exchanges 
then opened on March 8. However, conditions remained such that 
normal price fixing and hedging operations in the nearby trading 
months were impossible. 

Despite these difficulties and the confusing provisions of amend- 
ment No. 5, the mills maintained their record-breaking production, 
accepted new orders at peak volume during March, and continued 
shipments on old orders to take care of their customers. 

The reasons for their action were, first, the wholehearted support of 
the rearmament program and the belief that the strongest weapon 
against inflation was expanded production; second, repeated and em- 
phatic assurances from OPS that the existing regulations were only 
temporary, a stopgap, and would speedily be replaced by new orders 
especially tailored to the needs of the industry; and third, the mills’ 
unqualified adherence to the integrity of contracts. 

During March the industry was told that a textile-price order es- 
pecially designed for cotton textiles was in the making and would 
shortly emerge. This order was to provide temporary improvement 
in price making, pending the construction of tailored ceilings. Sup- 
posedly, preparatory studies were being inaugurated for these tailored 
ceilings. 

OPS gave greater substance to these reported plans by scheduling 
a series of high-pressure conferences with the various advisory com- 
mittees of the industry beginning on March 12. Each of these com- 
mittees was to come armed with cost studies and recommendations 
on ceiling procedures. The urgency was described by OPS as so 
great that several committee requests for more study time were denied, 
or granted only in part, because of the great necessity for speedy 
action. 

The ensuing weeks passed. Each week we were told by OPS 
that the order would be out in the next. Often we were assured that 
it was only a matter of 2 or 3 days. 

By the end of March, although nothing had happened, action 
was being expected momentarily. It was then that the big buyers— 
the chain stores, the department-store syndicates, the mail-order 
houses, the jobbers, the converters, the cutting trades—began drawing 
out of the market in mass. They were now disposed to postpone all 
further commitments until new ceiling prices became effective, hoping 
thereby to benefit from such roll-backs, if any, as might be made. 
Their own customers in turn adopted the same program and with- 
drew from the market. 

For many weeks OPS took no action. Instead of the long awaited 
textile price regulation, there appeared on April 25, to become effective 
on May 28, the Manufacturers’ General Price Regulation No. 22, 
covering practically all of the manufacturing enterprises of America. 
To our consternation we were included in this order, although we had 
been specifically told that we would not be. In announcing CPR 22, 
Mr. DiSalle stated that he would issue a general textile-price regula- 
tion similar to CPR 22 almost simultaneously with it. Our industry 
was not consulted with respect to the provisions of the regulation 
designed to control us. 
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We asked to see the regulation prior to its issuance to give us an 
opportunity to make suggestions as to its contents. This was denied. 
On May 16 the Primary Cotton Textile Manufacturers Ceiling Regu- 
lation No. 37 emerged from its long hiding, and it was scheduled to 
become effective on May 28, although it did not reach most of the 
manufacturers until May 21. It differed materially from CPR 22 
and there was wide confusion in the industry when it was realized that 
the necessary calculations based upon thousands of contracts and 
hundreds of thousands of invoices could not possibly be made in time. 
After practically all segments of the industry had registered protests 
on the subject, the effective date of the order was extended last week 
to July 2. 

Study of the regulation convinces us that it will require modification 
inmany ways. Section 1 says, “It applies to sales of unfinished cotton 
yarns or fabrics, except that finished woven bedspreads, sheets, pillow- 
cases, diapers, and towels are also included. Yet appendix B of the 
regulation lists 58 categories, many of which are classified in the trade 
as finished. In the definition of “manufacturer’’ we find the state- 
ment: “It does not include a converter or a finisher other than a con- 
verter or finisher of woven bedspreads, sheets, pillowcases, diapers, and 
towels.” 

The result is that many in our industry do not know whether they 
will be governed by CPR 22 or CPR 37. Those who make products 
like dyed goods and blankets and other items do not know which regu- 
lation will govern those products and hence cannot begin to figure their 
ceilings. 

Manifestly this condition discourages production, is causing great 
uncertainty and confusion, and is leading to stoppages in work sched- 
ules and consequent partial unemployment. 

In the statement of considerations embraced within the order, OPS 
states hopefully: “It is believed that the regulation is an important 
step toward the restoration of a sound and properly balanced price 
structure,” thus admitting that an unsound price structure had been 
created by GCPR on January 26 and that no relief had been given us 
in a period of almost 4 months. 

The order then goes on to say that “at the earliest possible date 
tailored dollars-and-cents regulations will be issued for all segments 
of the industry.’”’ However, the Carded Yarn Industry Advisory 
Committee on May 21 was advised by OPS that tailored ceilings likely 
would not be issued for several months pending a further study of the 
Eric Johnston 85-percent formula. Thus the industry after 4 months 
of confusion and a series of five directives has no prospect of early 
sound pricing regulations that would encourage increased production 
of low-cost staple products which would help to lick inflation. 

Up to this time each regulation issued has cut across our contracts 
despite the fact that it is necessary for us to make forward commit- 
ments for 6 to 9 months—both sales and purchases. We are compelled 
to take in cotton at our purchase prices; we face a number of increased 
costs. Yet we face the dangers of roll-backs on our sale prices. In 
the form of cost absorption we will likely have our margins or a major 
portion of these margins taken from us. The result is to remove in- 
centive to produce and to encourage our purchasers to postpone buy- 
ing, hoping that we will be required to sell at loss prices in order to turn 
an inventory into cash. 
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Let us look at what has happened in our industry. When the 
Korean emergency arose and we were asked to help, we began to in- 
crease our production in July, reached a crest in March and then, be- 
cause of OPS acts and omissions, were forced to slow down in April. 
May output is running lower than April. 

The rate of cottoa consumption sank from a daily average of 45,583 
bales in March to 39,766 in April. Average weekly cloth production 
dropped 16.6 percent, which is one of the sharpest drops on record for 
so short a period of time. If we represent January cloth production 
by 100, February production was 108.1; March was 111.5; and April 
was 92.9. May has been still lower. 

The strike which occurred in April was only a minor factor in this 
decline. The mills affected were less than 10 percent of the industry 
and their operations on the average were reduced by less than one-half. 
On the assumption that these same mills would have curtailed anyway 
during April for the same reason which adversely affected the other 
mills, the possible influence of the strike is still further diminished. 
We must also take account of the additional fact that when the general 
situation is healthy, strike stoppages of substantial size usually 
strengthen the market and create more business for other mills. 

This did not happen in April. New orders for the industry as a 
whole fell 61 percent from the March figure, a decline nearly four times 
as great as the decline in production. We would have to go back to 
the intense depression of 1938 to find anything comparable to it. An 
informal poll of mill selling agents reveals that the market stagnation 
was even deeper during the first half of May when sales were only 25 
percent of normal. 

Not only did sales and production collapse, the movement of 
goods to the industry’s customers likewise fell off sharply. As 
measured by average weekly billings here are changes from the first 
of the year: January, 100; February, 105.4; March, 109.5; and April, 
87.8—a decline of 20 percent. This figure actually understates the 
decline in shipments, because in many instances of delayed deliveries 
from customer choice, billings go forward according to contract 
terms. 

This deterioration in production, sales, and deliveries is not good 
for our economy. 

In my opinion—which opinion is shared by our membership— 
nothing worth while is to be gained by a program of alleged price 
controls and wage stabilization that kills production, creates scarcities, 
destroys incentive, changes long-established sound business customs, 
and discounts the integrity of contracts that men have recognized as 
binding. 

I feel inflation can be checked most successfully by the use of other 
measures proposed by many witnesses, namely, materials and use 
controls, export limitations of scarce commodities, sound credit con- 
trols, a balanced budget created by elimination of all nonessential 
expenditures, and the proper imposition of taxes. 

The use of such a program should create a sounder economy and 
check inflation far better than a plan of price control which merely 
postpones the evil days of excessive inflation as has been found out 
in other countries who have tried it and as we experienced in 1947 
and 1948 after 4% years under OPA. 








1468 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


In the Washington Post of May 29 Mr. DiSalle is reported as saying 
that the administration wants to license all businesses so they can be 
put out of operation if they violate controls. Remember, this is a 
threat to destroy a man who is charged with acting contrary, not to 
a law, but to a regulation which may be ambiguous and without any 
validity. This would put in the hands of bureaucrats the power of 
life and death over business enterprises which do not conform to the 
provisions of regulations often drawn by men who have little or no 
conception of the ways in which business must be conducted if it is to 
function in anything like the proper way. I see this as the evil 
climax of economic controls that could well break the back of the 
American business system. This is one more reason why title IV 
should be eliminated. 

I therefore urge that title 1V be eliminated entirely in case you 
conclude to recommend any extension of the Defense Production Act 
of 1950 after June 30. 

Mr. Brown. Mr. Wolcott. 

Mr. Woucorr. No questions. 

Mr. Brown. Mr. Cole. 

Mr. Cougs. Mr. Sibley, I am interested in industrial committees, 
that is, I am primarily interested in the whole problem, but I am 
definitely interested in the operation of these industrial committees, 
because I have asked the Government witnesses, beginning with 
Mr. Wilson and others all through the entire defense mobilization 
agencies whether or not they plan to have industrial committees. 

Now, the answer I have received from all of these gentlemen was 
that they had planned for industrial committees, that it is their idea 
that they will not only have industrial committees, but look to them 
in the attempt to gain knowledge and information from them. Now 
from your statement I gather that there has been an industrial com- 
mittee appointed to advise with the OPS while you have had little 
opportunity to present the facts to them? 

Mr. Srptey. Congressman Cole, to give you what we have at- 
tempted on that in more detail, which you should have, I am going 
to ask Mr. Rankin to answer your question. 

Mr. Coxe. Just briefly. 

Mr. Sipuey. Yes. 

Mr. Rankin. Beginning about September we organized a com- 
mittee of 16 in different segments of industry covering the general 
production of all major items. That committee offered its suggestions 
and suggested things that might clear up a great many of the problems 
on an over-all industrial basis, which might deal with the allocation 
of materials or applications. 

That committee was never given any status whatever. 

Then we added and formulated about 22 or 25 production industrial 
committees and the entire emembership of the cotton-milling business 
was invited to a series of about 20 conferences at Spartansburg and 
New York City. All segments of the industry were invited, men from 
the East, South, Southwest, and so on. Their names were recom- 
mended, and about 20 different industrial advisory committees were 
set up. 

Meetings have been held with about each of these committees; 
discussions were had as to the various articles and types of com- 
modities, such as denim, flannels, and other types they needed to 
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fabricate, ducks, and so on. Out of those meetings nothing as yet 
has come except what has been termed “certain supply facts.’””’ The 
committee was worried about the CPR 37; there was a great deal of 
ambiguity in it, and the industry just frankly did not know what it 
meant. 

Mr. Cour. I am thinking of other industries; of course there are 
hundreds of other complex industries throughout the country. I am 
wondering if it is possible for organizations to consult with industrial 
committees sufficiently to be able to obtain the necessary information 
to properly write these regulations. 

Mr. Rankin. If I may make this statement, here is an industry 
where technical knowledge has been gained over years and years of 
experience and to try to explain the industry’s operation to somebody 
who does not know the difference between a warp and—— 

Mr. Coue. Like myself, for example. 

Mr. Rankin. Well, could you write regulations that would involve 
duck and various other textiles? 

Mr. Coie. No; I certainly could not. Is it possible—this is a 
period of,confusion through which we are passing—is it possible to 
arrive at & point where industry could provide the regulations to the 
OPS? 

Mr. Rankin. I do not know that I understand your question. 

Mr. Cour. Is it possible, that following this period of confusion 
which is and will occur, that we will pass through this shake-down 
period and order will be obtained and the regulations that will be 
needed will be provided, which will finally permit you and others to 
operate in an orderly fashion? 

Mr. Rankin. I think the first regulations came out about February 
of 1942, and then in June of 1942 the confusion was about the worst, 
and after 2.5 years of trying would indicate that by about 1954 now 
we may have some sort of semblance of order. 

Mr. Cour. Thank you. 

(The following letter was later received from Mr. Sibley:) 

Monarcu MILs, 
Union, S. C., June 1, 1951. 
Hon. Paunt Brown, 
House Banking and Currency Committee, 
New House Office Building, Washington, D. C. 

My Dear Mr. Brown: At the hearing held on May 31, you suggested that 
I should file, for the purpose of the record, a statement explaining how cotton 
mills handle purchases of cotton with relationship to the sale of yards and woven 
goods. I will appreciate it if you will place this letter in the recerd. 

A mill using various grades and staples of cotton ordinarily places its contracts 
for this cotton during the season when cotton is moving in the greatest volume. 
The reason for this is because the cotton is available in the various types during 
the season of heavy movement—generally September through December. If a 
mill buys spot cotton in this season in enough volume to last it through the 
year, it normally finds it impractical to sell promptly all the goods made from 
this cotton, because of reluctance of buyers in the fail to cover themselves through 
July-August of the next vear. Therefore, having bought spot cotton, the mill 
is under the necessity of either gambling on this cotton (that it will maintain 
its price)or else to hedge it by a sale of future contracts on an exchange. If a 
mill does not wish to be placed in the position of gambling (and most mills do 
not), then it will buy future contracts through the exchange as it sells goods 
during the year, thus liquidating its protective hedges. 

By the same token, if a mill should find a certain market for a supply of goods 
and was not able immediately to cover this sale by the purchase of spot cotton, 
it would buy cotton on the exchange in sufficient quantity to cover its sale of 
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goods and as it was able later to find spot cotton would sell its futures on the 
exchange, thereby remaining in an even position. 

The cotton mill also is under necessity to sell its yarns and woven products for 
deliveries 3, 6, and sometimes as long as 9 months in advance. The prices on 
those contracts are fixed in relationship to the current prices of cotton, and hence 
hardship has been caused by reason of the fact that all of the price regulations so 
far issued provide that deliveries of our products cannot be made at higher prices 
than the new ceiling, even though the contracts, had been made weeks or even 
months before the regulation was issued. Our industry has long prided itself 
upon the integrity and validity of contracts, and sellers and buyers all regard 
themselves as bound by the obligation of a contract even though prices mean- 
while had changed. You can thus see why we are worried by a regulation which 
properly compels us to carry out a contract of purchase, and improperly tells us 
that we cannot deliver at the prices fixed in our sales of our products. 

Very truly yours, 


Wo. A. L. Srey. 


Mr. Brown. Mr. Wolcott 

Mr. Woxcorr. About a month ago we were told that the Senate 
committee would be furnished by Mr. Wilson, Mr. Johnston, Mr. 
Martin, and some others with a report on the causes of inflation. 
Again I am told that they were told when Mr. Wilson was here, and 
Mr. Johnston, that they did not expect that until about 2 weeks. 
We did not follow through with the questions to them, awhiting this 
report. Now I am again told that the report is on the President’s 
desk. Do we have information as to when we may receive the report? 

The Crier. I understand it is on the President’s desk. The 
chairman has made inquiry about it. 

Mr. Woucorr. We have understood that it has been on the Presi- 
dent’s desk for a week. We understand it is a very interesting report, 
but we do not have any information as to what is contained in it. 

Mr. Brown. I have no information; I have tried to find out, and 
I have not yet found out what is in the report. 

Mr. Woucorr. Nor have I. 

Mr. Brown. How many more witnesses are there? I believe we 
have three more witnesses. 

The Cierk. Yes. 

Mr. Brown. I think we had better come back this afternoon. 

(At 1:20 p. m. a recess was taken until 2:30 p. m., of the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2:20 p. m., Hon. Paul Brown, presid- 
ing. Present: Messrs. Brown, Patman, Wolcott, Cole, Buffett, and 
Betts. 

Mr. Brown. The committee will please come to order. 

Our first witness this afternoon is Mr. William Rhea Blake, execu- 
tive vice president, National Cotton Council of America. 

Mr. Blake, the committee will be very glad to hear you at this time. 

Mr. Buaxe. Thank you, Mr. Chairman. 


STATEMENT OF WILLIAM RHEA BLAKE, EXECUTIVE VICE 
PRESIDENT, NATIONAL COTTON COUNCIL OF AMERICA 


Mr. Buake. My name is William Rhea Blake. I am executive vice 
president of the National Cotton Council. The cotton council is an 
organization of the entire raw-cotton industry, embracing all the 
18 cotton-growing States from coast to coast and including the 
6 leading raw-cotton interests; namely, the farmers, ginners, mer- 
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chants, warehousemen, seed crushers, and spinners. The council’s 
policies are made by a delegate body composed of representatives from 
each of these six interests in each of the cotton States. No policy can 
be adopted by the council without the favorable vote of a two-thirds 
majority of the delegates of each and everyone of the 6 raw-cotton 
interests, with each interest voting separately. Therefore, any posi- 
tion that the council takes must represent the predominant viewpoint 
of the entire raw-cotton industry. 

In brief time available, I shall center my remarks on the problem of 
rising prices. We are in dead earnest when we say that inflation is one 
of the greatest enemies now facing our country. We believe this Nation 
must go immediately to the bottom of the trouble and check inflation 
at the only place where it can really be checked, now and for the 
years to come—namely, at the source. We see no virtue, but much 
damage, in bureaucratic tinkering with the surface symptoms of 
inflation. 

The National Cotton Council endorses the program of genuine 
inflation control which is now receiving so much favorable attention 
by all the thinking people of this country. The essence of this program 
is as follows: 

First and foremost, production. This is the key to our strength, 
and this is where the real emphasis of our policy must be placed. 

Second, rigorous economy in the nondefense expenditures of 
Government. 

Third, increased taxation, sufficient to keep the Federal budget in 
balance. 

Fourth, careful allocation of critically scarce resources. 

Fifth, careful restraints on credit. 

Sixth, increased personal savings. 

And, seventh, a determined spirit throughout our whole Nation, 
equal to the sacrifices and to the increased effort that tt will take to 
survive the long period of crisis that may lie ahead. 

This program would keep spending in line with production. This 
is the sure way to control inflation, and the only way that will work. 
It would deal intelligently with the cost of living this year, next year, 
and in years to come. It would distribute the necessary sacrifices of 
rearmament in an equitable manner, and it would speed the day when 
our Nation’s standard of living could rise again to the highest levels 
yet achieved, in spite of the costs of mobilization. Under this pro- 
gram there could be no broad and long-sustained increase in prices, 
but only those price adjustments upward and downward which are 
normal and necessary to the smooth functioning of our economy. 

Why are we having so much difficulty in getting such a program 
adopted? The big reason is that some people do not yet understand 
the necessity for it, because they still have the illusion that there is 
another softer, easier way of holding prices down—namely, price 
ceilings. By blinding us to the need for real inflation control, price 
ceilings themselves are the most inflationary force at work in this 
country today. 

Price ceilings do not stop inflation. This fact is supported by all 
the lessons of experience in this country, throughout the world, and 
throughout history. If people want to spend money, and the goods 
and services available aren’t sufficient to go around, prices always 
go up. What confuses people is the great variety of forms that the 
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price rises can take. Sometimes they take the form of black-market 
deals, sometimes of shoddier merchandise and poorer service at the 
same price, sometimes the complete disappearance of a commodity 
from the retail shelves, so that your money can’t buy what you want 
at any price. 

I know some people feel that maybe we should tolerate price ceil- 
ings for the next year or so while production is catching up with the 
requirements of our combined military and civilian economy. There 
is some tendency to feel that, even though price ceilings may not 
really work in this period, they may have some restraining influence 
and they will give the appearance of an effort to control inflation—so 
why not just rock along with them awhile? To this let me reply 
that price ceilings exact a terrible cost from our economy. They can 
never be looked” upon as something negative, doing little good but 
little harm. They do terrific harm. If we continue price ceilings, 
we will be keeping in force a system of controls which is strangling 
the efficiency of production and distribution throughout this Nation 
and is thereby undermining the very force which 1s most important 
in fighting inflation. 

There is, moreover, another aspect of price ceilings which should 
be emphasized particularly. That is the positive and direct relation- 
ship which they bear to wage ceilings. I was here last summer 
when the Congress was struggling with this problem and I am con- 
vinced that if there was any one issue on which the overwhelming 
majority of both houses of Congress were ‘n agreement it was that 
price controls could not possibly be effective unless accompanied 
simultaneously by equally firm controls over wages. This conviction 
on the part of Congress, and everyone conversant with the problem, 
was born of the realization of, and experience with, what had actually 
happened in the OPA days of World War II, when the attempt was 
made to follow a rigid policy on price ceilings and a loose policy on 
wages. We all know what happened. Wages went up. The pres- 
sure against the price ceiling on the product squeezed margins to 
the point of little or no return and as a result the production of those 
products was seriously curtailed. In many cases products actually 
disappeared from the market because production was no longer 
profitable. The Congress was determined, in writing the Defense 
Production Act of 1950, that this tragic mistake not be repeated and 
attempted to tie firmly together the control of wages and prices. 

Unfortunately this requirement, as spelled out by the Congress, is 
not being adhered to and in our opinion will never be, no matter how 
strongly the law may be drawn. ‘This has become abundantly clear 
from the recent testimony of the Director of the Wage Stabilization 
Board before your committee. He has already frankly admitted 
to you that there is no intention on the part of the administration to 
freeze wages. He made it clear that the Board’s principal concern is 
to preserve a fair relationship in wages for different groups and, 
secondly, that the Board will consider adjustments only where com- 
plaints are submitted. This can mean only one thing: That wages 
will rise where the pressure is strongest. Wages are the biggest 
factor in costs and in spending. If wages are to be permitted to rise, 
it is fantastic to talk about holding prices down with ceilings. It is 
clearer than ever that the only way to stop inflation is to correct the 
underlying inflationary pressures by increased production and re- 
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stricted opending. If this is done, the power of the unions to demand 
higher wages will be curbed by the same economic forces of supply 
and demand that will hold down prices generally. 

Mr. CuairRMAN, with your permission I would like to insert in the 
record at this point a statement that traces the whole question of 
wage stabilization and what has happened since the law was passed 
last summer with respect to wages. 

Mr. Brown. That is a statement prepared by you? 

Mr. Buake. Yes. 

Mr. Brown. Without objection it will be inserted in the record. 

(The statement referred to follows:) 


Coneress TiED Wack AND Price Conrrois TocerHER 
THIS IS WHY 


In World War II, at the request of the Administration, the first emergency 
price control act contained no provisions giving OPA any power to place ceilings 
on wages. This act was passed early in 1942. Meanwhile, the War Labor 
Board inflated wage levels generally by adopting a rule of thumb for granting 
10-perecent wage increases. By the fall of 1942 it was recognized that the price 
line could not be held without legislation on wages and Congress granted authority 
to make wage regulations. As a result of union pressures, however, this function 
was not given to the agency having control of prices but to the tripartite War 
Labor Board. 

The result was that while OPA, under pressure from the Treasury, procurement 
agencies, and the consuming public, held the price line fairly rigidly—at least on 
paper—the War Labor Board, succumbing easily to union pressures and threats 
of strike, invented all kinds of subterfuges to raise wages. Thus employers were 
squeezed by rising labor costs and rigid price ceilings. The effect of this policy 
on the small-business men without large cash reserves was disastrous. Many of 
them went to the wall, others ceased to produce goods which on they could not 
make a profit, and to the extent that small-business men managed to survive the 
war, it was largely because of reconverting and operating on cost-plus contracts. 
Another byproduct of price rigidity and increasing labor costs was the black 
market in many scarce commodities. 

Congressional action.—When the Defense Production Act was pending in 1950, 
Congress made it clear that it had learned the lesson under OPA that vou couldn’t 
get needed production under price ceilings if wage ceilings were not imposed and 
held equally firmly. It did this by providing that if and when wage and price 
controls were imposed, both must be applied simultaneously and by creating a 
single independent agency under title IV to administer both price and wage 
stabilization. 

HERE IS WHAT HAPPENED 


Nullification of this plan.—Despite the fact that Congress had placed control 
of both wages and prices in one agency this unified plan of administration has 
gradually been frustrated by a series of Executive and administrative orders. 
The first step was Executive Order No. 10161 issued September 12, 1950, which 
created an independent agency known as the Economic Stabilization Agency. 
This aspect of the order conformed with the intent of Congress, but the President 
created two subsidiary administrative units within the agency (1) an Office of 
Price Stabilization, and (2) a Wage Stabilization Board. Both the Director of 
the Price Unit and the members of the Wage Board were made by Executive order 
appointees of the President, thus depriving the Administrator of the right to 
appoint his own subordinates and to establish his own administrative divisions. 

Administrator Valentine, however, sought to retain control over the set-up by 
reserving for himself the right to issue all wage and price orders and having one 
central legal, economic, investigating, and enforcemment staff. The labor 
members of the Wage Board did not like being relegated to serving in a purely. 
advisory role and got the public members of the Board to join them in demanding 
complete autonomy for the Board. When Valentine refused to yield, the quarrel 
was taken to the President and Valentine was ferced out. 

The new Administrator, Johnston, then issued a new set of internal adminis- 
trative regulations under which both OPS and WSB were given virtual autonomy 
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to make their own price and wage policies and were permitted to have legal, 
economic, and enforcement staffs of their own. Shortly thereafter they started 
issuing their own orders and regulations. In recent testimony all Johnston says 
that he does is retain veto power. Apparently no attempt is made to coordinate 
wage and price policies in particular industries or in particular cases. 

The general manufacturers’ price ceiling regulations issued by OPS selected a 
pre-Korean base period for prices, but permitted mark-ups for increased costs of 
labor up to March 15, 1951. While there have been variations in price ceilings 
for particular industries, generally speaking, the March 15 date has been the 
cut-off date for wage increases. The presence of this cut-off illustrates the 
indifference of ESA to congressional intent, for wage increases within the 10-per- 
cent formula and even in excess of the 10-percent formula have been going on 
steadily since March 15, thus cutting the margin between prices and labor costs. 


SO THEN WAGES STARTED UP 


Absence of any real effort to stabilize wages.—In contrast to OPS policies, WSB 
from its inception has made only half-hearted attempts to hold the wage line. 
When the first price-freezing order was issued last December with respect to 
automobiles, Administrator Valentine had to jog WSB into doing anything about 
wages in that industry—although this is a condition precedent to making the price 
order effective under the terms of the Defense Production Act itself. Finally 
after one escalator clause had taken effect, WSB did recommend to him, issuance 
of an order freezing wages in the industry. This was an empty gesture, for the 
next escalator clause was not to take effect for another quarter and Reuther 
publicly announced that he would strike every automobile company in Detroit 
if the Government interfered with the operation of the escalator clauses. 

Just about the same time John Steelman of the White House indicated that 
the administration was going to yield to labor pressure on escalator clauses. 
Intervening in the switchmen’s strike he induced the carriers to sign a new contract 
which contained for the first time in railroad history escalator clauses based on 
the cost of living—a scheme described by Marriner Eccles of the Federal Reserve 
Board, in testifving before a congressional committee, as ‘‘built-in inflation.” 

(a) Coal increase: During the year 1950, many spectacular wage increases had 
been granted, most of them after the outbreak of the Korean War. An exception 
to this rule was the coal industry which had been forced to grant a large wage 
increase to the mine workers just before the war. The WSB tentatively decided 
to adopt a percentage formula, with January 1950 as the base period. As Lewis 
at that time was negotiating for a wage incrase with the operators which would 
have pierced any formula adopted, WSB obligingly withheld the effective date of 
its first general wage-stabilization regulation which required administrative 
approval of any wage increase made after January 25, 1951, until this increase 
had been made effective, both in bituminous and anthracite. The anthracite 
agreement was actually not arrived at until 2 weeks after the January 25 date, 
but was approved as being “in contemplation” before that date. In order to 
avoid any controversy with Lewis, the Board issued general regulation No. 2, 
over the dissent of the industry members, permitting increases until February 9, 
1951, if the adjustment has been ‘“‘contracted for’ prior to January 25, 1951. 

(b) Broad exceptions to ‘freeze’: On January 26, Johnston issued an order 
redelegating the wage-stabilization functions vested in him by Executive order 
to WSB (ESA General Regulation No. 3). On January 31, 1951, WSB then 
issued an order authorizing wages to be increased above its own ceiling pursuant 
to administrative action by Federal and State authorities acting under minimum- 
wage laws. The practical effect of this order was to give the go-ahead signal to 
Secretary Tobin in his ambitious program to force an adjustment of wages up- 
ward in various industries by resort to the long-dormant provisions of the Walsh- 
Healey Act. 

(c) Adoption of excessive formula: With complete power now in its own hands, 
WSB members wrestled in the month of February on the adoption of a formula, 
for even the industry members of the Board felt that the February 9 ‘‘ wage freeze” 
was unfair to employees in industries which had not received general wage in- 
creases during 1950 and the first 5 weeks of 1951. It was tentatively agreed to 
approve all future wage increases up to a certain limit above the level of January 
1950. The industry members contended that this limit should be fixed at 7 or 
® percent, as the cost-of-living index had risen only 7 percent since that date. 
The labor members argued that it should be fixed at at least 12 percent. Fin- 
ally, the public members induced the industry members to come up to 10 percent 
and this formula was adopted by general regulation No. 6, issued February 16, 
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1951, and subsequently approved by the Administrator. The labor members of 
the Board then walked out at the direction of the United Labor Policy Committee 
and Emil Rieve, president of the CIO Textile Workers Union and one of the 
labor members who quit, called strikes for wage increases in excess of the 10 
percent formula—first in the New England textile industry and then in the 
southern textile industry. The immediate efforts of the administration to 
appease the labor group, who had already obtained a formula higher than the 
rising cost of living justified, indicated that even the mildest restraints on wages 
were doomed unless the unions were willing to accept them. 

(d) Approval of escalator clauses: For all practical purposes the WSB ceased 
to function after the labor walk-out. In an effort to please the unions, Johnston 
then, on his authority, issued general regulation No. 8 on March 8, 1951, which 
gave full effect to operation of escalator clauses in collective agreements. This 
meant that the UAW-CIO and the IUE-CIO would get wage increases in the 
automobile industry and electrical products industry in excess of the 10-percent 
formula. Even this gesture failed to placate the United Labor Policy Committee 
but Johnston made his regulation effective notwithstanding. 

(e) Tandem wage adjustments: As a result of the preferential treatment given 
the small minority of employees covered by union contracts having escalator 
clauses, ESA was almost immediately forced to make further concessions. These 
were incorporated in general regulation No. 10, entitled “Tandem Wage Adjust- 
ments’? under which approval was to be given to wage increases for employees 
whose wage rates were generally adjusted to conform with increases granted 
employees in other bargaining units of the same company, or in the same industry, 
or in the same labor-market area. This regulation at first was rather narrowly 
drawn as it contained a cut-off date of February 9, 1951. The reconstituted Wage 
Stabilization Board, by resolution adopted May 8, 1951, however, directed its 
staff to disregard the cut-off date. 

(f) Open breaches in the formula: Although Rieve’s southern textile industry 
strike was unsuccessful, the strikes in the New England textile industry and 
threats of strikes in the packing industry resulted in agreements being signed for 
wage increases in excess of the 10-percent formula. It should be noted that these 
strikes and strike threats were really not strikes against management but against 
the Government itself, as the 10-percent ceiling regulation purported to have the 
force of law. Nevertheless, neither Johnston nor the Department of Justice made 
any attempt to invoke the criminal or injuctive provisions of the act against the 
striking unions. 

Early in May, after the administration had surrendered to labor on most of its 
demands and WSB was reconstituted, the Board had awaiting it hundreds of 
applications for approval of wage increases exceeding the formula, many of which 
had been negotiated as a result of strikes or threats of strikes. An indication of 
how the Board would act on them was foreshadowed on April 25, 1951, when 
Johnston approved the recommendation of a temporary emergency railway wage 
panel, granting an increase to nonoperating railroad employees which exceeded 
the 10-percent ceiling formula by 3 percent. The excuse assigned by the wage 
panel was that the switchmen and yard masters, as a result of the Steelman 
settlement the previous winter, had been given an escalator contract which was 
bound to pierce the 10-percent ceiling. Therefore it was argued that it would be 
inequitable to give the nonoperating employees a less generous settlement. 

Acting upon this cue, the public and labor members of WSB then voted to 
approve the packing-house settlement which was 5 or 6 percent in excess of the 
ceiling formula. This was done over the objection of the industry members and 
one of the reasons given was the desirability of averting a strike. Under this 
reasoning, consistency will foree WSB to approve the increases in the New England 
textile industry and other agreements in which employers yielded to union pressure 
to wages in excess of the ceiling. In the light of these decisions, WSB will be 
forced to grant almost any wage increase if there is a strike or threat of strike. 

Disparity of enforcement.—The Defense Production Act confers no immunity 
upon either labor unions, employees, or employers who violate the wage-ceiling 
regulations, yet neither Johnston nor WSB have promulgated any regulations 
prescribing any penalties for violations or attempted violations. This contrasts 
to the policies adopted under OPS, under which both criminal and civil penalties 
have been invoked against companies who have disregarded the price regulations. 


Mr. Biake. The raw-cotton industry has been deeply involved in 


the fight to stop inflation with production. It is no safe and simple 
matter for anybody to go on record in favor of increased production of 
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cotton. Out of many bitter experiences, the cotton farmer has come 
to be haunted by the specter of overproduction and of a surplus. 
From the time planting decision must be made, to the time the bulk of 
the crop has been sold, a period of at least 12 months must elapse. 
For any one to go out in ‘September of 1 year and urge the cotton farmer 
to grow a tremendously increased crop to be harvested and sold in 
the fall of the following year, quite a bit of courage is required—I do 
not mind saying so. Prior to this current season, the National Cotton 
Council had never done so, and I might add it had never even dreamed 
of doing so. 

Yet when the Korean crisis broke, our industry came face to face 
with a special crisis of its own. We had no large carry-over stock 
like that of World War II. We could see ahead the worst shortage 
of cotton in living memory, coming at a time when our product would 
be desperately needed to build the military strength of ourselves and 
our allies. In that situation we could see no choice but to launch a 
great campaign for increased production. In September the Cotton 
Council firmly took its stand. We developed a cotton mobilization 
committee, which came here to Washington and laid the ground work 
for the production campaign. Very promptly the Department of 
Agriculture issued an appeal for the farmers of this country to grow 
at least 16 million bales of cotton in 1951. That meant a 60-percent 
increase between one season and the next—an increase of 6 million 
bales of cotton-——the biggest increase that has been sought for any 
major commodity within so short a time. Obviously it meant we 
would face soaring production costs and great risks—the risk of 
inadequate supplies and labor, the risk of a crop failure wiping out the 
big crop investments that had been made, the risk of a spreading 
war or of exceptional yields overturning the market. Yet the industry 
went forward into this situation. The farmers from coast to coast 
responded well. They laid plans and made commitments for plant- 
ings which would, with average weather and adequate supplies, 
produce the 16-million-bale crop “that the Government had requested. 
This was their answer to the shortage, their answer to the national 
emergency, their answer to inflation. It wasn’t a bureaucratic, 
socialist, now-you-see-it-now-you-don’t answer. It was the kind of 
honest answer that is going to emerge out of this present period of 
confusion as the one real American answer. The cotton industry 
believes in fighting inflation with cotton, not with red tape. 

But then along came the Office of Price Stabilization and slapped 
us under price ceilings. In all our protests about this action, we 
have tried to make it clear that we are not concerned with getting the 
price up above current levels. I hope it is understood that the price 
of cotton was not rising seriously, and had no prospect of rising 
seriously, before price ceilings were put on. The price of cotton was 
already being kept down by Government export controls, which had 
the effect of holding in this country several million bales of cotton 
which were in strong demand for export. As a result, cotton in this 
country was priced at a level some 30 cents a pound below comparable 
qualities in foreign markets. Nevertheless, price ceilings were put on, 
and our industry was gripped in a kind of regimentation which could 
have only one significant effect—namely, to hamper its great effort 
to overcome the shortage. 
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Representatives of the cotton merchants and cotton manufacturers 
have already given your committee a detailed account of the chaotic 
and tragic conditions that have already developed in their respective 
branches of our industry. Therefore I need only summarize the 
situation. 

From one end of the cotton industry to the other, the actions of the 
OPS have brought confusion about the present and doubt about the 
future. They are closing down a good part of our cotton-mill pro- 
duction. They have made it very hard for the mills to make future 
commitments or to assure themselves of future sources of supply. 
The OPS actions paralyzed all cotton trading for a number of weeks, 
and they have left our futures exchanges in a crippled condition. 
These actions did major injury to many cotton merchants, who were 
proceeding in good faith with the rendering of an essential service to 
the whole industry. The price regulations have brought chaos to 
the whole cotton-merchandising industry, which normally handles in 
a highly efficient manner what is perhaps the most complicated 
marketing problem in our entire economy. Likewise price ceilings 
have brought confusion and reduced efficiency to the ctotonseed-oil- 
mill industry and the cotton compress and warehouse industry, and a 
similar situation is now in prospect for the cotton-ginning industry. 

There again the cottonseed oil industry is represented by the 
National Cottonseed Producers Association, a national organization. 
They testified before the Senate committee, but they were unable to 
secure time before this committee because they were late in making 
their application, and they have asked that we request for them 
permission to file a statement with this committee. 

Mr. Brown. It may be filed. 

Mr. Buaxe. Thank you. 

(The statement referred to follows:) 


STATEMENT OF JOHN F, Mooney, Economist, NATIONAL CoTroNSEED 
Propucts Association, Mrempuis, TENN. 


My name is John F. Moloney and I live in Memphis, Tenn., where I am em- 
ployed as economist by the National Cottonseed Products Association. That 
organization is a trade association representing the cottonseed processing industry 
of the United States. We have as members 320 of the 340 cottonseed crushing 
mills in the United States. These mills are located throughout the Cotton Belt 
from North Carolina to California. We also have as members 61 refiners of cot- 
pesca oil, 438 dealers and 44 brokers handling cottonseed products, and 34 
chemists. 

The cottonseed crushing mills purchase cottonseed and process it into four 
products: crude cottonseed oil, cottonseed cake or meal, cottonseed hulls, and 
cotton linters. The refiners purchase crude oil, refine it, and either complete its 
manufacture into finished products or sell refined oils to other food manufacturers. 
The dealers purchase and resell cottonseed cake, meal and hulls. The brokers 
serve as sales agents for the mills and other sellers of cottonseed products. The 
chemists perform the analytical work necessary to determine the quality of cotton- 
seed and cottonseed products. 

The cottonseed processing industry approves generally, under the special con- 
ditions of mobilization, those sections of the Defense Production Act that author- 
ize priorities and allocations and the limitation of inventories and credit. We are 
opposed to title IV of the act which authorizes ceilings on prices and wages. I 
believe we can best be helpful to the committee by citing briefly a few specific ex 
ano of the way in which price controls interfere with the operation of our 
industry. 

Like all industries processing agricultural products, cottonseed processing is 
highly seasonal in nature. Most of the cottonseed crop is sold by the farmer to 
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the ginner at the time the cotton is harvested and ginned. The ginner, in turn 
sells the seed rapidly to the cottonseed crushing mill. On an average, 82 percent 
of the cottonseed crushed are delivered to the mills during the 4-month period 
ending December 31. The purchase of this seed during such a short period of 
time involves a large outlay of cash, a substantial portion of which must be bor- 
rowed from the banks. The mills cannot possibly process the seed as rapidly as 
it is purchased and delivered to them and they naturally attempt by hedging oper- 
ations to reduce the tremendous market risk involved. 

The principal method used to hedge this risk is the contract for future delivery, 
Perhaps I should emphasize that 1 am not referring here to contracts on the 
organized commodity exchanges. The industry does use the exchanges to a 
limited extent in its hedging opegations, but the predominant method of hedging 
is the contract for future delivery made directly between buyer and seller. For 
example, a mill that is buying cottonseed in large volume during September 
will sell crude oil to refiners for delivery during October, November, December, 
or later months, as it processes the seed. It will sell meal and hulls to dealers, 
feed manufacturers, or others on the same basis. Linters will be sold to dealers, 
chemical pulp plants, and others, also for future delivery. 

. Such contracts for future delivery are the very basis of the marketing system | 
in the cottonseed processing industry. Yet price control, in operation, has | > 
generally invalidated such contracts. When the General Ceiling Price Regula- | 
tion was issued in January, all such contracts were invalidated if the price involved 
exceeded the price during the base period. This was later corrected to the extent 
of honoring contracts for oil that were in effect at the time of the “‘general freeze.” 
No such action has ever been taken with regard to contracts for meal, hulls, or | 
linters and, of course, the present protection on contracts for oil can be removed |- 
at any time. 

The cottonseed industry is about to enter a new season which will involve the 
purchase of 5 to 6 million tons of cottonseed. Naturally, the industry will 
want to hedge some of this market risk by selling products for future delivery. 
They can make such sales but, prior to delivery, OPS may reduce the ceiling 
prices of the commodities involved and invalidate existing contracts, thereby 
imposing upon the industry a tremendous loss. We want to point out frankly 
that the only way the industry can operate under such circumstances is to buy 
cottonseed at prices lower than those that would otherwise be paid. The risk 
imposed upon the processor under this threat to his contracts makes it impossible 
for him to operate on his normal margin. 

Price control is already interfering with the distribution of cottonseed products. 
All across the Cotton Belt there are areas where the production of cottonseed 
feed products—meal and hulls—is in excess of local demand, while there are 
other areas where demand for such products exceeds local production. It is — 
normal practice for milis in “‘surplus’’ areas to sell cottonseed meal and hulls to 7 
mills in ‘“‘deficit’’ areas. The latter mills try to sell such purchased products at — 
cost plus transportation plus a trade mark-up. When OPS froze all prices in — 
January 1951, it widely disrupted this intraindustry distribution of cottonseed © 
feed products. Mills in ‘‘deficit’’ areas had ceilings so little above those of mills ” 
in ‘‘surplus’”’ areas that they could not profitably purchase meal and hulls, shij 
them in, and resell them. In a number of instances, such trade could be carrie 7 
on only at an actual loss. At a time when the maximum production of meat 
milk, and other livestock products is essential, we feel that interference with the - 
normal distribution of feed products is wholly indefensible. Despite repeate: — 
requests, OPS has so far failed to correct this situation. 

One further example will, I believe, be sufficient to show the committee how | 
price control actually affects the cottonseed processing industry. Many of tli 
cottonseed crushing mills purchase bagging and ties (for wrapping the cotto! 
crop) which they resell to ginners at cost or at a very small margin of profi 
This operation is carried on primarily as a service to ginners rather than to pro- 
duce any significant income. Mills purchase bagging and ties during the spring : 
and summer months and deliver them to the gins during the ginning seaso! 
The General Ceiling Price Regulation “froze” the prices that mills ean charg” 
for bagging and ties at the level of deliveries during the December 19 to Januar 4 
25 base period. Bagging and ties delivered during that period were purchased i 4 
the spring and summer of 1950. Since then, prices have advanced significant!) 
As a result, many mills are being forced to handle bagging and ties at a loss. 

The foregoing examples are but a few of the reasons why the cottonseed process | 
ing industry, at its fifty-fifth annual convention eariier this month, adopted 
resolution to the effect that the price-control sections of the Defense Productiog 
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Act be allowed to expire. Those examples represent failure of the details of 
price control in actual operation. More important than the details, however, we 
are convinced that price control is fundamentally unsound as a method of limiting 
inflation. The cottonseed industry favors inflation control just as strongly as 
the most ardent advocate of price ceilings but we are sure that ceilings cannot 
do the job since they deal only with symptoms and not with the basic causes of 
inflation. 

Because we believe that inflation must be controlled, we favor a program 
based upon several different approaches. First, the Federal budget must be 
balanced. This can be accomplished through a sharp and real reduction in 
nondefense expenditures, through careful scrutiny of all proposed “military” 
expenses, and through increased taxation. Second, credit expansion must be 
limited. The selective controls on consumer credit and on real estate are steps 
in the right direction although the latter probably does not go far enough. The 
Federal Government should curtail its direct extension of credit and its credit- 
underwriting operations. 

Third, management of the outstanding public debt must be handled in a manner 
that will prevent rather than encourage inflation. The recent Federal Reserve 
policy of permitting Government bonds to fall below par is an example of sound 
fiscal policy. Pressure for a ‘‘cheap”’ interest rate should be resisted and the 
Treasury should make its new securities attractive enough that they will be 
bought principally by individuals rather than by the banks. 

Finally, we wish to emphasize that the primary objective of the economic 
system, whether in peace, war, or preparation for war, is production. No price 
ceiling has ever yet produced anything—nor will it. The American system has 
demonstrated that it is by far the most productive in the world. If permitted 
to operate without the restrictive burden of price con rol, it will of itself con- 
tribute materially toward solving the problem of inflation. 

In summary, price control is an entirely inadequate device for coping with the 
practical, everyday problems of business operation. We have shown, by example, 
that this is true in our own industry and know that it applies to other industries. 
Fundamentally, price controls are not capable of controlling inflation because 
they deal with symptoms and not with basic causes. What is required is a positive 

rogram based upon a balanced Federal budget, limitation upon credit, sound 

ederal debt management, and the encouragement of production. Price controls 
distract attention from these sound policies and contribute to rather than dis- 
courage inflation. We therefore recommend that title IV be eliminated from the 
Defense Production Act when that act is extended. 


Mr. Buaxe. The impact of ceilings has not yet come home to the 
rank and file of the cotton farmers, because this is not their marketing 
season. Hence, many of them have not yet had the opportunity to 
become familiar with the situation, and of those who have, many 
have a firm faith that their representatives in Congress will straighten 
matters out before the crop moves. In any event, when the ceilings 
were announced, the farmer’s plans and commitments were too far 
advanced for much turning back. He has been planting a big 
acreage, and with average conditions he should grow a big crop. 

our figures indicate that the demand for cotton will be just as 
strong this fall as it promised to be when the campaign for 16,000,000 
bales was started a year earlier. Because of price ceilings, however, 
the farmer is in a very precarious position. We must realize that 
most of the cotton crop comes onto the market within a limited period 
during the fall months. When a 16,000,000 bale crop hits that market 
in one big avalanche this fall, our merchandising system will have to 
be operating at tiptop efficiency to absorb it without a serious break 
in the price. To borrow the money to finance those big purchases, 
our merchants must be able to hedge the risk in their buying price 
by selling contracts on the futures exchanges. But who is going to 
buy the futures contracts in the volume required when the price is 
held under a ceiling and couldn’t possibly go above that ceiling? 
That question has many cotton farmers and their friends very deeply 
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worried today. It suggests the danger of a bad price break at mar- 
keting time, and I want to make it clear that if such a break comes, 
the blame for it will rest primarily upon those people who are respon- 
sible for price ceilings on cotton. 

The farmer also has a justifiable fear of roll-backs either directly in 
the price ceiling on cotton or indirectly through an inadequate allow- 
ance for the cost of raw cotton in the textile ceilings, which would 
push the actual price even lower. Considering what has already been 
done, he has little basis for confidence that the damage will not be 
carried further. 

To a man who is struggling with all his might to give his country 
the production that it needs in the face of great costs and risks, our 
system of price ceilings looks more and more like Government bun- 
gling. The cotton farmer may grow a big crop this season in spite 
of it, but let’s remember that the inflation fight is not a 1-year fight—it 
may be a very long fight. From present indications, we may stand 
in desperate need of another big cotton crop in 1952. Within a few 
months, the main planting decisions on that crop will have to be made. 
If the Government does not keep faith with the farmer this time, 
what is he going to do next time? That’s the kind of question we 
have to face when we look to the future of the price ceiling question. 
I tell you we had better return to something more sensible if we really 
mean to gird ourselves for the long, hard struggle that seems to lie 
ahead. 

The National Cotton Council is opposed to price ceilings because of 
the way they affect our industry and our whole country. I want to 
make it clear and emphatic that we are against any extension whatever 
of title IV of the Defense Production Act beyond its expiration date 
on June 30, 1951. 

Mr. Brown. Mr. Blake, the National Cotton Council of America 
represents what groups in the cotton industry? 

Mr. Buaxe. All six of them, Mr. Brown: The cotton farmer, the 
cotton ginners, the cotton warehousemen, and that includes compress- 
men, the cotton merchants, cotton manufacturers and he cottonseed 
oil mills; all six branches of the industry. 

Mr. Brown. This question may be off the record. 

(Discussion off the record.) 

Mr. Brown. Do you have some figures for the record, Mr. Blake? 

Mr. Buaxe. Yes, Mr. Brown. The figures we have were the latest 
ones which I understand that the Treasury Department has put for- 
ward. I think Secretary Snyder put them out about a month ago. 
We are facing the possibility at this time, based upon the receipts 
from the tax laws now on the books, as against anticipated revenues 
under the budget as it now stands of about a $13 billion deficit. That 
was Mr. Snyder’s figure. 

Now, I understand the joint tax staff of the Ways and Means Com- 
mittee and the Finance Committee have estimated receipts at a some- 
what higher figure, perhaps $2 billion more than the Treasury has 
estimated them, so if you use their figures the deficit is in the order 
of $10,500,000,000 instead of $13 billion. 

Now, the Ways and Means Committee has already voted out a tax 
bill of a little better than $7 billion to take care of that much of the 
deficit. 

Mr. Brown. Is that high enough for your group? 
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Mr. Buiake. Yes, sir, it certainly is; I hope it will be. Our position 
has been that nondefense expenditures should be cut to the bone and 
the difference made up in taxes so that the budget comes into balance. 
That can certainly be done. 

Mr. Brown. Off the record. 

(Discussion off the record.) 

Mr. Brown. Mr. Wolcott. 

Mr. Wotcort. Mr. Blake, as I look back now at the discussions on 
price control legislation in 1950, the Defense Production Act, there 
are those in industry and many Members of Congress who predicated 
their support of price control and wage stabilization on what was 
recognized as the fact at that time that when and if the administra- 
tion started to allocate and exercise priorities in the distribution of 
goods that rationing was naturally to follow, and no one in industry, 
or no one in Congress that I know of who advocated price controls 
advocated price controls with the idea that they would precede 
rationing, that if and when rationing came into effect then the only 
way you could effectuate rationing was through price controls, and 
that we would not put price controls and rationing into effect until 
there had developed shortages of consumer goods. 

Was that your thinking at that time? 

Mr. Buake. There was certainly a great deal of discussion among 
the cotton industry groups about that, Mr. Wolcott. There were a 
lot of people who felt, not only at the time the action was being con- 
sidered, but along in the fall when they began to talk about putting 
on controls, that the first control to be put on ought to be rationing, 
and that price controls should be applied simultaneously or subsequent 
to that. 

Mr. Wo corr. And surely if shortages had not appeared to the 
point where they had to be rationed, surely shortages would not 
apieet to the point where they had to have price controls on them? 

Mr. Buake. I think that is right. 

Mr. Woucorr. While you have been testifying I have been doing 
a little figuring here. Persons who bought a $100 E bond and paid 
$75 for it 10 years ago are getting back in purchasing power 26% per- 
cent less than the purchase price of their bond. ‘They are getting 
back in purchasing power $55 for the $75 which they invested, with- 
out taking into consideration any interest on that investment. 

Now, that surely has been due, largely, to the policy of the Federal 
Government, in that the Federal Government adopted and main- 
tained for a period of at least 5 years since the cessation of hostilities 
high prices? 

Mr. Buake. That is right. 

Mr. Wotcorrt. Resulting in the devaluation of the American dollar 
to a point where our investors in bonds at the present time have taken, 
in addition to the loss of interest, a 26% reduction in the value of 
bonds and their investment that they put into the bonds. 

Now, surely, price control has not had any influence because it has 
not been in existence long enough on that long-range program; has it? 

Mr. Buake. That is right. 

Mr. Wo tcorr. Do you know, with the exception of two facts, that 
the Government, or the Federal Reserve, has stopped supporting the 
Government bond market above par, the fact that they have issued 
for refunding operations a small amount of bonds which cannot be 
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monetized, and an interest rate of one-fourth of 1 percent in addition 
to that? Do you know of any other indirect practices which have 
been tried as a hedge against inflationary tendencies? 

Mr. Buaxe. No, sir; I donot. I think most of the best economists 
of this country, and students of our monetary and credit system, such 
as yourself, feel that the most helpful action that has been taken thus 
far is this Federal Reserve action in withdrawing from the support of 
the bond market as you mentioned. There are also some restraints 
on consumer credit that have been instituted. 

Mr. Wotcorr. Those that refer to control. The indirect controls 
are the controls which are independent of the Defense Production Act 
of 1950 which the Treasury and the Federal Reserve have exercised 
throughout the years. 

All of the Government witnesses have agreed—as a matter of fact, 
I believe all of the witnesses, Government and otherwise, have agreed 
that one of the things which has got to be done if we are going to 
stabilize is to produce more goods. 

Mr. Buaxke. Yes, sir. 

Mr. Wotcorr. Now, in your opinion, are we going to get higher 
production under controls or not? 

Mr. Buaxeg. In our opinion, you are going to get definitely less pro- 
duction, and not only less production, but a less efficiency in your 
whole distributive system through slow-downs, bottlenecks, and 
knots. We have seen it right in our own industry. The witness 
this morning for the cotton merchant branch of the industry has 
testified what has happened in that branch of the industry. Condi- 
tions from the cotton farmer to the mill give you a tragic picture of 
what has happened in the cotton industry already, and we think that 
same pattern is sweeping the whole of American industry. 

That is what scares us to death about these controls. If they were 
such that they might not do much good, but did little harm, that 
would be one thing, but they were tremendously harmful. We are 
scared to death of controls being, perhaps, the most inflationary ele- 
ment in the whole economy, which will lull people into thinking that 
something is being done about inflation when, really, it is not. All 
of the economists, and the President in his message to Congress this 
year said price controls do not control inflation. Mr. Keyserling and 
Mr. Wilson have said it, They emphasized the necessity of taking 
the fundamental actions necessary to check inflation at its source. 

Mr. Wotcortr. Mr. Blake, do you know whether or not the Federal 
Reserve System has increased its rediscount rate above where it was 
set some months ago, at 1% percent? 

Mr. Buaxe. Mr. Wolcott, I am under the impression it has. 

Mr. Woxcorr. It has not, 

Mr. Buake. It has not? 

Mr. Wo.tcorr. No. 

Mr. Buiaxke. That is out of my line, and I just do not keep up as 
closely as I should with exactly what the Federal Reserve Board is 
doing in the banking world. 

Mr. Wo corr. It is recognized that the Open Market Committee 
of the Federal Reserve System—I am just asking these questions for 
the record, because there has come into my possession a very interest- 
ing document—it is recognized that the Open Market Committee of 
the Federal Reserve System has the authority to conduct open market 
operations with a view to stabilizing the market for securities for the 
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tightening or relaxing of credit conditions. I guess that we all agree 
that they have that power and they have been exercising it. 

Have you heard of the Federal Reserve Board asking for any addi- 
tional Federal Reserve bank reserve requirements? 

Mr. Buaxe. Again I am just not familiar with it, Mr. Wolcott. 

Mr. Woucortr. Well, they have not to my knowledge, and I think 
it is recognized that existing legislation would permit the Board of 
Governors of the Federal Reserve System to raise the requirements 
s the central Reserve city banks very slightly above existing levels. 

), they have apparently not exercised all of the authority in existing 
ia in the field of reserve requirements. 

Do you know of any restraint on the part of the Board of Governors 
of the Federal Reserve to amend regulations W, X, T, and U? T 
and U have to do with the control of margin requirements on the 
stock exchange with respect to withdrawals and substitution of 
securities and marginal accounts. 

They have the authority to increase to 100 percent the margin 
requirements. I guess we can agree that they have that authority 
now and that the margin requirements for such securities are not now 
100 percent. 

Now, Mr. Chairman, the clerk has just handed to me the document 
which we have been asking for for the last 10 days. 

It comes, apparently from the Executive Office of the President, 
the Office of Defense Mobilization, and has a letter of transmittal 
with it signed by Mr. Charles E. Wilson to the President dated May 
17, 1951. May 17, 1951 was 14 days ago, 2 weeks ago, while we have 
been sitting here in these hearings. 

I ask unanimous consent that the report of the four member Com- 
mittee, which was appointed on February 26, 1951, composed of the 
Secretary of the Treasury, the Chairman of the Board of Governors 
of the Federal Reserve System, the Director of Defense Mobilization 
and the Chairman of the Council of Economic Advisers, attached to 
Mr. Wilson’s letter of transmittal, which contains about 2} pages of 
mimeographed material may be included at this point in the record. 

Mr. Brown. I will add to that that this report is signed by C. E. 
Wilson, Director of Defense Mobilization, Chairman; John W. Snyder, 
Secretary of the Treasury, William McC. Martin, Jr., Chairman of 
the Board of Governors of the Federal Reserve System, and Leon H. 
Keyserling, Chairman of the Council of Economic Advisers. This 
document will be incorporated at this point in the record. 

(The matter referred to is as follows:) 

Executive OFFICE OF THE PRESIDENT, 
OrFricE OF DEFENSE MOBILIZATION, 
Washington, May 17, 1941. 
The PRESIDENT 
The White Bisa: Washington, D. C. 

Dear Mr. PRESIDENT: Referring to your memorandum of February 26, 1951, 
addressed to the Secretary of the Treasury, Chairman of the Board of Governors 
of the Federal Reserve System, the Director of the Office of Defense Mobilization 
and the Chairman of the Council of Economic Advisers, asking us-to study ways 
and means to provide necessary restraint on private credit expansion and at the 
same time make it possible to maintain stability in the market for Government 
securities, I am enclosing herewith a signed report of this committee. 

I have been acting as Chairman of the Committee, and the report speaks for 
itself, 

Sincerely yours, 
Cuar.es FE. WIitson. 
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REPORT OF THE FouR-MEMBER COMMITTEE APPOINTED FresRuARY 26, 1951 
INTRODUCTION 


The President’s memorandum of February 26, 1951, to the Secretary of the 
Treasury, the Chairman of the Board of Governors of the Federal Reserve 
System, the Director of Defense Mobilization, and the Chairman of the Counci 
of Economic Advisers stated: ‘‘I am requesting the Secretary of the Treasury, 
the Chairman of the Federal Reserve Board, the Director of Defense Mobilization, 
and the Chairman of the Council of Economic Advisers to study ways and means 
to provide the necessary restraint on private credit expansion and at the same 
time to make it possible to maintain stability in the market for Government 
securities.”’ 

The present problem of restraining the expansion of credit must be attacked 
under conditions differing vastly from those of any other inflationary period in 
the Nation’s history. To a large degree the problem is fashioned by the con- 
tinuing influence of the tremendous accumulation of public debt during World 
War II, and by the imminent task not only of refunding the large portion of that 
debt which matures in the near future but also of undertaking new financing. 
Conditions in the market for Government securities become, therefore, a com- 
pelling consideration. Within this framework, nonetheless, restraints must be 
exerted on over-all credit expansion, particularly for nondefense purposes, in 
order to keep combined Government and private demands within the bounds 
of available supplies of goods and services and yet not interfere with the maximum 
possible expansion of output in vital lines. 

We submit to you in the present report (I) a brief review of current problems 
of credit control, as they have emerged in the postwar period and as we face 
them in connection with the national defense effort; (II) a review of the accom- 
plishments in these fields since your memorandum of February 26; (III) a sum- 
mary of credit controls available under permanent, expiring, and proposed 
legislation; and (IV) our conclusions and recommendations with respect to further 
needed actions. 

I. CURRENT PROBLEMS OF CREDIT CONTROL 


During World War II, because of the large Government deficits, banks and 
other financial institutions and many other investors bought large quantities of 
Government securities. In the postwar period, Federal Reserve use of traditional 
instruments to restrain credit was conditioned by the objective of maintaining 
a market for these securities without a substantial and general increase in interest 
rates. This latter objective limited the effective use of open market operations 
for purposes of counteracting inflation. The possible restrictive effect of increases 
in reserve requirements was also limited by the large holdings of Government 
securities by banks and other institutions. 

General credit control again became a matter of national concern when new 
inflationary pressures developed after the initiation of the expanded defense pro- 
gram. Various measures were adopted by the Federal Reserve and other Govern- 
ment agencies in this period to restrain credit expansion. Nevertheless, the needs 
of public debt management, the large available supply of liquid assets, and the 
increased accent upon full employment and production, continued to limit the 
Federal Reserve System’s pursuit of a more effective policy of credit limitation. 

The period since the outbreak in Korea has been characterized by anticipation 
on the part of consumers and business concerns of the effects of the expanded 
national security program. This anticipatory buying was financed in a variety 
of ways. Credit expansion was one of the available means which financed the 
enhanced demand, and the support policy was one of the factors which facilitated 
credit expansion. Commercial banks and other financial institutions were in a 
favorable position to extend credit, since they could always sell Government 
securities and the Federal Reserve System stood ready to make purchases when- 
ever other investors were not ready to buy at prevailing prices. While any feas- 
ible Federal Reserve policy could not have prevented individuals and business 
concerns from financing their purchases, a stronger policy of credit restraint 
could have made it more difficult and would have reduced the total amount. 
Part of the credit extended, of course, was necessary, and as a result the American 
economy today is better stocked and better tooled for tackling a large defense 
production program that it was at the time of the Korean outbreak. 

The fact that some credit extension serves a highly useful purpose in the de- 
fense effort, while other is less useful or even harmful under present circumstances, 
makes it desirable to use credit controls as selectively as possible. While selective 
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credit controls, such as consumer credit, real estate credit, and credit for securities 
markets, have a continued usefulness in the mobilization period, general credit 
curtailment, or a generai rise in interest rates, does not have so selective an impact 
in relation to defense priorities. General credit control is, however, essential to 
reinforce the effectiveness of the voluntary and other efforts of restraint. The 
objective of a discriminating credit policy is further aided by Government agencies 
through loan guarantees, tax amortization, and direct financial aid to defense- 
related activities. Supplemented by such programs, general credit controls are 
an effective instrument in the program of mobilization and stabilization. They 
must, of course, be reconciled with the Government’s requirements for refunding 
and new financing. 

Credit policy will be modified in character and intensity as the mobilization 
effort passes through various stages. We are now shifting from the preparatory 
to the production phase of the defense effort. In the preparatory stage, private 
credit expanded while Government budgets showed a purplus. Expenditures 
for the defense programs have now commenced to increase substantially and as 
long as these expenditures are not financed on a pay-as-we-go basis the Treasury 
will be faced with the need for deficit financing in addition to large refunding 
operations. There is at the same time no certainty that private demand for 
investment and credit will subside. At the peak of defense production, direct 
controls of materials may curtail private credit demands. But physical controls 
are still in the developmental stage and their full effect cannot be foreseen. We 
are facing, therefore, a period in which we have to deal with both the problem of 
Federal financing and the need for controlling private credit expansion. 

The large existing inventories and the fluctuations in the public’s appraisal of 
the seriousness of the international situation may create a temporary relaxation 
in the demand for credit. Such a relaxation, however, may be of short duration 
only, and the slightest darkening of international relations may set in motion 
another wave of buying. 

Even if requirements of national security should remain high for a considerable 
time, we hope that an increase in total output may, after a few years, permit a 
rélaxation or modification of physical controls. We would then enter another 
stage, still fully within the period of mobilization, during which some expansion 
in the production of consumer goods and in private investment might lead to a 
renewed growth in demand for private credit. In that event, our chief reliance 
must be on fiscal, monetary, and credit policy. 


II, ACCOMPLISHMENTS 


There has been a substantial record of accomplishment since the President 
appointed this committee on February 26, 1951. 

On March 4, the Treasury and the Federal Reserve System announced that 
they had reached ‘full accord with respect to debt management and policies to 
be pursued which would affect the successful financing of the Government’s 
requirements and, at the same time, would minimize monetization of the public 
debt.” 

On March 4, the Treasury announced the offering of a new investment series of 
2% percent long-term nonmarketable bonds in exchange for the outstanding 212 
percent marketable bonds of June 15 and December 15, 1967-72. Subsequently, 
during the time allowed investors for the exchange, more than $13.5 billion of the 
outstanding amount of $19.7 billion of 2% percent marketables were offered in 
exchange for the new nonmarketables. Of the total exchange, $5.6 billion were 
owned by the Federal Reserve banks and Government investment accounts, and 
of these approximately 20 percent were acquired in the few weeks prior to the 
Treasury’s announcement and during the period in which exchange was permitted. 

Since March 5, prices of outstanding Government securities have been permitted 
to decline, a number of the issues falling below par. An important result of this 
action has been the effect in the markets for mortgages and new capital issues. 

It is still too early to appraise conclusively the effectiveness of this measure. 
It may be noted that, beginning in April, the rate of expansion in bank loans began 
to slacken. But this change may also reflect seasonal factors in the demand for 
credit, the softening of consumer demand that became apparent in that month, 
and voluntary credit restraints then undertaken, as well as the decline of security 
prices. It appears that new commitments by insurance companies and savings 
banks to purchase mortgages have been reduced. Some plans for new securities 
to be issued have been withdrawn or postponed and others have had to be revised, 
although the total volume of new issues has continued very large. The new tone 
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in the market may have an important effect upon many new offerings that were, or 
might otherwise have been, contemplated. 

4. On March 9, a program for voluntary credit restraint was instituted by the 
Board of Governors of the Federal Reserve System, pursuant to section 708 of 
the Defense Production Act of 1950, after consultation with the Office of the 
Attorney General and with the Federal Trade Commission. This program is now 
in full operation and includes major financial institutions throughout the Nation. 
The program has set up @ national committee as well as regional committees 
covering all sections of the country. 

The national committee has issued three bulletins, the first dealing with means 
of restraining inventory financing, the second with the principles to be followed 
in financing capital expansion programs, and the third with State and local 
government financing. These bulletins, together with the statement of principles 
of the program, have been distributed to all financing institutions participating in 
the program to provide a common guide for combatting inflationary loan expan- 
sion in their respective fields. Other bulletins, as may be appropriate and helpful, 
will be issued from time to time. Meanwhile financing institutions are requesting 
the regional committees for opinions as to the desirability under present conditions 
of loans in debatable classes. These opinions are being relayed to all committees 
to insure uniform policy Nation-wide. 

While there has not yet been time to build up a body of statistical information 
to enable the committee to analyze thoroughly the effects of the program, there 
are indications that the initiation of the program has had a salutary effect on the 
trend of credit. 

Endorsements of the program and pledges of wholehearted cooperation have 
been received from many representative industry groups. Under these cireum- 
stances, those connected with the program are most encouraged, and it is the 
committee’s view that the authorization for this unique cooperative effort as one 
means of restraining the further expansion of private credit should be continued. 

On March 12, the Director of Defense Mobilization appointed five task forces 
from among the personnel of the Treasury, Board of Governors of the Federal 
Reserve System, the Council of Economic Advisers, and the Office of Defense 
Mobilization to implement the joint studies of these agencies undertaken in 
response to the President’s memorandum. 

On March 23, the Director of Defense Mobilization wrote the Secretary of 
Commerce, referring to the President’s memorandum of February 26, 1951, and 
suggested that the Business Advisory Council of the Department of Commerce 
undertake a program to complement the voluntary credit-restraint program. The 
implication of the letter was that efforts of lending institutions to limit credit 
expansion would be more effective if borrowers exercised restraint in their requests 
for financing. As a result, the Business Advisory Council has undertaken a con- 
tinuing Nation-wide program to bring to the attention of lenders and borrowers 
the fact that the success of the voluntary credit-restraint program rests equally 
on both of them. 

On May 7, the Director of Defense Mobilization wrote the governors of all 
States, the mayors of all major cities, and financial officers of principal counties 
and other political subdivisions. He requested that all State and municipal 
projects which necessitated borrowing and which were postponable be postponed. 
In particular, he asked that every proposed borrowing by a State or municipality 
of $1 million or over, before being consummated, receive the approval of one of the 
regional committees appointed under the voluntary credit-restraint program. 


III, CREDIT CONTROLS AVAILABLE UNDER PERMANENT LEGISLATION, EXPIRING 
LEGISLATION, AND PROPOSED LEGISLATION 


The following summary indicates the more important actions for credit restraint 
that can be taken under existing legislation, that can be employed if expiring 
legislation (notably the Defense Production Act of 1950) is extended, and that 
could be initiated if new legislation were passed in conformance with the recom- 
mendation made by the committee. Such a classification clarifies the problem 
and indicates the responsibilities of the several branches and agencies of the 
Government in implementing a program designed to achieve credit restraint and 
stability in the market for Government securities. 

1. Permanent legislation 

(a) The Federal Reserve System has power to change rediscount rates. 

(6) The Open Market Committee of the Federal Reserve System has the au- 
thority to conduct open-market operations in Government securities, and such 
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transactions can be undertaken with a view to stabilizing the market for such 
securities and tightening or relaxing credit conditions. 

(c) Existing legislation would permit the Board of Governors of the Federal 
Reserve System to raise reserve requirements of central reserve city banks very 
slightly above existing levels. 

Under existing legislation the Board of Governors can amend regulations 
T and U so as to raise margin requirements for listed securities to 100 percent, and 
restrict withdrawals and substitutions of securities in margin accounts. 

(e) Section 5 of the Trading With the Enemy Act of 1917, as amended, and 
section 4 of the Emergency Banking Act of 1933 authorize the President, by 
Executive order, to regulate and limit the issuance of credit. While these powers 
should not be exercised except in an extarordinary emergency, the statutory 
authority appears to be sufficient. 


2. Expiring legislation 

(a) Section 708 of the Defense Production Act of 1950 provides the legislative 
basis for the present voluntary credit-restraint program. 

(b) Regulation X of the Board of Governors of the Federal Reserve System, 
which governs the extension of real-estate construction credit, stems from au- 
thority granted the President under section 602 of the Defense Production Act of 
1950; he in turn is permitted to utilize the services of the Federal Reserve System 
in this connection. Present authority would permit the Board of Governors to 
restrict the use of real-estate construction credit substantially more than has 
already been done. Should the proposed change in the act be enacted (H. R. 3871 
and 8. 1397, 82d Cong., Ist sess., sec. 106), it would be possible to restrain the use 
of real-estate credit in the purchase of existing structures. 

(c) Section 601 of the Defense Production Act of 1950 authorizes the Board of 
Governors of the Federal Reserve System to exercise consumer-credit controls in 
accordance with Executive Order 8843 (August 9, 1941). Regulation W of the 
Board of Governors restricts the use of consumer credit; the use of such credit 
could be tightened substantially beyond the degree currently permitted. 


8. Proposed legislation 

(a) As noted above, section 106 of H. R. 3871 and S. 13897 would permit re- 
strictions on the use of real-estate credit in connection with the purchase of 
existing structures. 

(b) Section 611 of H. R. 3871 and S. 1397 would permit the President, whenever 
he determines that speculative trading on boards of trade causes or threatens to 
cause unwarranted changes in the price of any commodity, to prescribe rules 
governing the margin to be required with respect to speculative purchases or sales 
for future delivery The provisions of section 21 of the Securities and Exchange 
Act of 1934 are made applicable in administering and enforcing this provision. 

(c) Reserve requirements of commercial banks have been raised virtually to 
the limits of existing authority. 

It is recommended that, as an emergency measure, legislation be sought to 
empower the Reserve authorities for a limited period to impose additional reserve 
requirements, either increasing the authorized percentages or in some other 
appropriate way that will have a minimum adverse effect on the Government 
security market. The refunding and new issue operations of the Treasury in the 
last half of this calendar year alone amount to in the neighborhood of 50 billion 
dollars. Under these circumstances, it is imperative that any additional require- 
ments for bank reserves imposed by the Federal Reserve should be such that they 
do not have a disruptive effect on the market for Government securities. In view 
of the emergeney, such requirements should apply to all insured banks. The 
feasibility of permitting nonmember insured banks to hold the additional reserves 
in balances with their correspondents should be explored. 

The task force on supplementary reserve requirements has considered various 
plans for reenforeing existing bank reserve requirements and has reported that 
two plans offer the greatest promise; namely, (1) the loan expansion reserve plan 
and (2) the primary (securities feature) reserve plan, which provides for additional 
required reserves and gives a bank, under conditions to be prescribed by regulation 
the option of holding the additional reserves in the form of cash or Government 
securities, 

The provisions of these plans may be summarized as follows: 

Loan-expansion reserves.— Every insured bank receiving demand deposits, other 
than a mutual savings bank, would be required to maintain additional reserves 
equal to a percentage, to be prescribed by the Board of Governors of the Federal 











1488 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Reserve System, of that part of its loans and investments in excess of a certain 
prescribed base. 

In computing loans and investments, all assets of the bank would be included 
except (1) cash, (2) balances due from banks, (3) direct obligations of the United 
States, and (4) such special types of assets as the Board might prescribe from time 
to time. 

Primary reserves and Government securities.— Either in substitution for or in 
addition to the requirement discussed above, an insured bank receiving demand 
deposits, other than a mutual savings bank, might be required to maintain addi- 
tional reserves equal to a limited percentage of its demand deposits, in addition to 
the deposit balances now required. 

Such percentages could be different with respect to banks in central reserve 
cities, reserve cities, or elsewhere. 

In lieu of such a deposit balance, a bank under certain conditions could count 
Government securities either at an amount equal to the dollar amount of the 
deposit balance which the securities replace or at some lesser figure. For example, 
the Board might prescribe that, for reserve purposes, $1.50, or $2, or $2.50 in 
securities might be equivalent to $1 of cash. 

- Within a few days the Board of Governors will ask the Congress to consider 
definitive legislation providing for supplementary requirements. 


IV. CONCLUSIONS AND RECOMMENDATIONS 
Conclusions 

The measures thus far adopted make up the beginning of an effective program 
of credit restraint. There is, however, no assurance that these measures will 
prove sufficient to deal with the inflationary situation that may be anticipated as 
the national-security program expands. Additional measures are needed to con- 
tribute to the anti-inflationary program and at the same time maintain stability 
in the market for Government securities. 

In general, the additional measures which should be taken are: the extension 
and reinforcement of the voluntary credit-restraint program, whose work this 
committee wholeheartedly endorses; the enactment of legislation to permit con- 
tinuation and some broadening of selective credit controls; an emergency increase 
in the authority of the Board of Governors to require, in case of need, supple- 
mentary reserves for all insured banks. With a view to the possibility that all 
other anti-inflationary measures fail, or that needed powers may not be obtained 
in time, plans should be readied for the imposition of mandatory limits on total 
credits extended by banks and other financial institutions (excepting essential 
loans) if, in an extraordinary emergency, such controls should become necessary. 


Recommendations 

1. That section 708 of the Defense Production Act of 1950, which provides the 
legislative basis for the voluntary credit-restraint program, be extended. 

2. That close liaison be maintained between the Office of Defense Mobilization 
and the Voluntary Credit Restraint Committee. The Voluntary Credit Restraint 
Committee cannot exercise the most informed judgment regarding lending policy 
unless it is guided by up-to-date criteria of the shifting requirements of the 
defense program. 

3. That the cooperation of such bodies as the Council of State Governors and 
the United States Conference of Mayors be enlisted by the Voluntary Credit 
Restraint Committee to help postpone issues of State and municipal securities to 
finance deferrable expenditures. 

4. That the appropriate Government agency consider whether financing insti- 
tutions, not now included in the voluntary credit-restraint program, be included 
in it. 

5. That Government loan and loan-guaranty agencies should follow policies 
consistent with those of comparable private lending institutions as set forth in 
the statement of principles of the national voluntary credit-restraint program. If 
the policies of the two groups of lenders are not coordinated the voluntary pro- 
gram might be undermined. This subject is more fully treated in the forthcoming 
report of the Director of the Budget, the Director of Defense Mobilization, and 
the Chairman of the Council of Economic Advisers on the policies of Government 
lending agencies that was requested by the President to complement the work of 
the present committee. 

6. That section 601 of the Defense Production Act of 1950, which provides 
authority for regulation W of the Board of Governors restricting the use of con- 
sumer credit, be extended. 
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7. That section 602 of the Defense Production Act of 1950, which furnishes the 
legislative basis for regulation X of the Board of Governors regulating the exten- 
sion of real-estate construction credit, be extended and that the proposed change 
in the act (sec. 106, H. R. 3871 and S. 1397, 82d Cong., Ist sess.), which would 
make it possible to restrain the use of real-estate credit in the purchase of existing 
structures, be enacted. 

8. That section 611 of H. R. 3871 and S. 1397 be enacted, which would permit 
the President, whenever he determines that speculative trading on boards of 
trade causes or threatens to cause unwarranted changes in the price of any com- 
modity, to prescribe rules governing the margin to be required with respect to 
speculative purchases or sales for future delivery. 

9. That the Congress be urged to act promptly and favorably on the proposals 
for emergency additional bank reserve requirements, when these are advanced 
by the Board of Governors of the Federal Reserve System. 

10. That mandatory control of credit be imposed only if the problem to be 
solved is most serious, and only after a demonstration that more moderate 
measures are too slow in their impact, or too uncertain in operation, or are other- 
wise inadequate. While we do not propose the imposition of such mandatory 
controls at this time, detailed plans for their imposition, in the unfortunate event 
they become necessary, should be prepared. 

11. We have pointed out in this report that credit controls must play an 
important role in a program of economic stabilization that is in accord with the 
necessities of the defense program and the Government’s financial requirements. 
We wish to point out with equal emphasis that neither selective nor general 
credit controls can, in themselves, assure such economic stabilization. Economic 
stabilization requires, first and most importantly, a pay-as-we-go tax program. 
Any failure in this respect aggravates immeasurably the problems of economic 
stabilization. Even with adequate fiscal and credit policies there still remain 
inflationary pressures during the expansion of the security program. During 
that period, therefore, direct controls, such as allocations and price and wage 
controls, are essential. Only in a rounded program in which each control measure 
contributes its share can we accomplish the purposes of mobilization and stabili- 


zation. 
C. E. Witson, 
The Director of Defense Mobilization, Chairman. 
Joun W. SNYDER, 
The Secretary of the Treasury. 
Wma. McC. Martin, Jr., 
The Chairman of the Board of Governors of the Federal Reserve System. 
Leon H. KeryYSERLING, 
The Chairman of the Council of Economic Advisers. 

Mr. Coxe. Mr. Chairman. 

Mr. Brown. Mr. Cole. 

Mr. Co ez. I notice on page 6 of your statement you said that you 
“hope it is understood that the price of cotton was not rising seriously, 
and had no prospect of rising seriously.”” Do you mean raw cotton? 

Mr. Buake. Yes, sir. 

Mr. Coxe. And the other cotton in the other stages of processing? 

Mr. Biake. You mean in cotton textiles? 

Mr. Cotp. Yes. 

Mr. Buake. I think the same thing would apply there, Mr. Cole. 

Mr. Cote. And why do you say that it had no serious prospect of 
rising immediately or seriously? 

Mr. Buakz. Well, as stated in this prepared statement, export con- 
trols were placed on cotton early last fall, and immediately they had a 
very marked effect. As a matter of effect, when they made the first 
allocation they did a very poor job in the way they handled it, and the 
result was they broke the cotton market by four cents a pound, and we 
were very hungry for about a month. It was right in the cotton har- 
vest period when farmers were selling their cotton, and we had a diffi- 
cult time. Later on supplemental allocations were made, and the 
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thing was smoothed out, and the cotton market went back up approxi- 
mately to where it had been, to around 40 cents, or a little better, to 
where it had been before that unfortunate first allocation was made. 
But all during those fall months, the price of foreign cotton was 70 
cents or even 80 cents a pound, whereas the price of domestic cotton 
was 40 cents. 

Mr. Core. What is the ceiling price of raw cotton now? 

Mr. Buaxe. Approximately 45 cents. 

Mr. Coxe. As I understand a previous witness a ceiling was placed 
on raw cotton, and no effort was made to place ceilings on the various 
grades, is that correct? 

Mr. Buake. There was an over-all ceiling based on the base rating 
of Middling *%.-inch. Then when OPS got its regulations out they 
took the same differentials prevailing in the market on the day of the 
freeze, and applied those differentials to the various grades and staples. 
As he tried to explain this morning they are broad classifications, and 
there is quite a bit of difference in the value of cotton within each of 
those classifications, and as he testified there is as much as $10 a bale 
difference in some cases. 

Mr. Coxe. That clears up the confusion I had. 

Mr. Brown. However, it does not make very much difference to a 
borrower. 

Mr. Buaxe. Thatisright. If it is for loan purposes the farmer puts 
it under loan until he sells it. The selling price is the price he gets for 
it then. 

Mr. Brown. Mr. Betts, do you have any questions? 

Mr. Berrs. No, Mr. Chairman; I have no questions. 

Mr. Brown. You have made a very interesting statement, Mr. 
Blake. We are very glad to have your testimony. Do you have 
anything else you desire to file for the record? 

. Mr. Buaxe. There is only one other thing, Mr. Brown. 

As you know, we have a very great interest in the futures exchanges 
that handle agricultural commodities. We did not attempt to cover 
the proposals embodied in this legislation to provide for Government 
control of margins of futures exchanges. 

We did not attempt to go into that in our statement, but I do want 
to say that we are very much opposed to the provision in this bill that 
would grant that control to the Government. I will not attempt to 
go into details now on that because I understand the next witness is 
from the New York Cotton Exchange, and he is going to cover that 
subject. 

I do want to say that we agree fully with their position and we 
would like permission to file a short supplemental statement for the 
record stating our views a little more fully on that subject. 

Mr. Brown. Yes; I think you should do it, and that may be done. 
As far as I am concerned, I do not need it, but for the other members 
of the committee you better do it. 

Mr. Buaxe. Thank you. We certainly do want to thank you and 
to thank the other members of the committee for their kind attention. 

Mr. Brown. Thank you very much, Mr. Blake. Call the next 
witness. 

(The supplemental statement referred to above follows:) 
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SUPPLEMENTAL STATEMENT By WILLIAM Ru#HEA BLAKE, EXEcuTIvE VICE 
PRESIDENT, NaTIONAL Corron CouNcIL OF AMERICA 


The National Cotton Council of America, which represents the entire raw 
cotton industry, the farmers, ginners, merchants, warehousemen, seed crushers 
and spinners, wishes to register. opposition to the proposed new section 611 in 
subtitle B of S. 1397 and H. R. 3871. 

This proposal would give the President the power to prescribe rules and regula- 
tions governing margin requirements for speculative futures trading in com- 
modities on the commodity exchanges. 

A similar proposal was rejected by the Congress last year, and similar proposals 
in past years also have failed to receive approval after careful consideration by 
congressional committees and Members of Congress. 

We can state very briefly our reasons for opposing section 611 of subtitle B in 
S. 1397 and H. R. 3871. 

1. Trading on the commodity exchanges does not govern the price fluctuations 
in commodities.. These fluctuations are governed by the supply and demand for 
the commodities. In 1946, the New York Cotton Exchanges increased margins 
for cotton futures trading at the direction of OPA, which sought thereby to curb 
cotton price rises. Instead of declining, cotton prices continued to increase. In 
1947, the Chicago Board of Trade increased margins on grains at the request of 
the President but in this instance also prices continued to rise. 

2. A primary function of the cotton exchanges, and other commodity exchanges, 
is to furnish price insurance for their industries through hedging. Hedging enables 
elements of the cotton business to reduce the irprice risks involved in buying and 
selling cotton. Speculation in the commodity markets is necessary if the markets 
are to perform their hedging function efficiently. To illustrate: Merchants would 
normally be expected to buy most of the anticipated 16 million bale crop within 
the short space of a few months. Mills at home and abroad normally purchase 
cotton from merchants more slowly—over the course of the year—as they sell 
their goods. To protect themselves against a decline in the value of their cotton 
stocks, merchants would normally sell futures. This is a hedge. Unless specu- 
lators are available to buy these hedge contracts as they are offered, the selling 
pressure would force the level of the market down severely at the time the farmer 
is selling his erop. 

3. The Government’s contention that an increased volume of speculative trading 
on the commodity exchanges causes prices tO rise, is not borne out by the facts. 
For example, speculative trading in cotton has declined since Korea while prices 
have risen sharply due to a short cotton crop in 1950 and increased demands for 
cotton, On May 25, 1951, the speculative interest in cotton on the New York 
Exchange was at one of the lowest points on record. 

4. Secretary of Agriculture, Charles F. Brannan, admits that he now knows 
of no instance where an increase in margins for speculative trading on the exchanges 
is needed to help curb speculation. The National Cotton Council takes the view 
that no extension of Government authority over our economy should be authorized 
when the need for it cannot be clearly established. 


The Cierx. The next witness is Mr. Perry E. Moore, president of 
the New York Cotton Exchange. 


STATEMENT OF PERRY E. MOORE, PRESIDENT, NEW YORK 
COTTON EXCHANGE 


Mr. Brown. Come around, Mr. Moore. 

Mr. Moore. Mr. Chairman and gentlemen of the committee, this 
is Mr. Scanlon, assistant to the president; this is Mr. Mound, attorney 
for the exchange, and Mr. Bell, also an attorney for the exchange. 

Mr. Brown. You may proceed, Mr. Moore. 

Mr. Moore. My name is Perry E. Moore, I am president of the 
New York Cotton Exchange. I am a member of the firm of Robert 
Moore & Co., commission merchants of New York City. J am‘appear- 
ing here on behalf of the New York Cotton Exchange. 
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The measure before you, H. R. 3871, contains provision in subtitle 
B, section 611, which would extend the Commodity Exchange Act 
by providing for Government regulation of margins for the purchase 
or sale of commodities for future delivery. It also would place under 
the provisions of the act the purchase or sale, for future delivery, of 
all agricultural and forest products or byproducts, on any commodity 
exchange in this country. 

We are appearing here today in opposition to the provisions men- 
tioned and we also wish to register opposition to price ceilings on raw 
cotton. 

I can tell you very quickly why the New York Cotton Exchange has 
opposed and still opposes price ceilings on raw cotton. 

First of all, price ceilings prevent the market from performing its 
functions of reflecting prices as they rise and fall in accordance with 
the law of supply and demand. Price controls throws a road block 
into this process. 

Secondly, price ceilings interfere with hedging. At present, a 
contract to buy and sell cotton for future delivery on the cotton ex- 
change may not be an enforceable contract for the simple reason that 
OPS may make it invalid by rolling back existing ceilings. Already, 
fulfillment of exchange contracts has been rendered impractical be- 
cause of price ceilings. 

Furthermore, as we have insisted and as experience has demon- 
strated, price ceilings on raw cotton are unworkable. If cotton is in 
demand and prices remain at the ceiling, a black market in cotton 
develops. No one benefits, least of all the consumers, but great injury 
is done to the cotton industry and, in particular, to those in the 
industry who try to abide by the law. 

Summing up, I would say (1) price ceilings will not work if prices 
remain at ceiling levels and under such circumstances they are an 
illusion and a hoax; and (2) if prices decline below ceilings and remain 
there, ceilings are not needed but remain to make it difficult for the 
exchanges to render efficient service to the cotton industry. 

I do not prepose to discuss the provisions which would place the 
purchase or sale, for future delivery, of all agricultural and forest 
products on domestic commodity exchanges under the Commodity 
Exchange Act, except to say that we are against any extension of 
Government power over the commodity exchanges unless the need 
for it is clear. All trading in cotton on any exchange in this country 
already is under the provisions of the Commodity Exchange Act and 
United States Cotton Futures Act. My remarks are directed to the 
provisions which would give the President the authority to fix the 
margins for futures trading on the cotton exchanges and the other 
commodity exchanges of this country. 

This subject was before you last year in the measures which 
eventually became the Defense Production Act of 1950. The request 
is not a new one but has been put forward by the Government during 
each session of the Congress since 1947. It has been the subject of 
extensive study by the Agriculture Committees of the Congress. 
The committees referred to invariably have come to the conclusion 
that the Government’s persistent requests for control over margins 
were not warranted, or desirable. 

An exchange witness appeared before the Senate Banking and 
Currency Committee in opposition to the proposal last year. The 
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Senate committee struck the margin provisions from the bill before it. 
We did not testify before your committee. However, this matter was 
debated in the House at some length and the section which would 
have authorized Government fixing of margins for futures trading was 
stricken from the House bill on a roll-call vote. 

In view of the fact that we did not testify before you last year, I 
would like to review briefly some of the functions of the New York 
Cotton Exchange to explain our request that the provisions which 
would give the Government the authority to fix margins for trading 
on the exchange be eliminated from this bill. 

The New York Cotton Exchange is the principal world cotton 
market. The Liverpool Cotton Exchange, once a world market, was 
put out of business by Britain’s Socialist government. 

As we see it, the New York Cotton Exchange and other cotton 
exchanges in this country serve three primary purposes: 

1. They provide a ready market where cotton can always be 
bought and sold. The marketing of cotton is a complex operation. 
The exchanges furnish a vehicle which enables this operation to be 
handled throughout the year in an orderly and economical fashion. 

2. The cotton exchanges furnish, through hedging operations, 
price insurance for the producers, shippers, merchants, and manu- 
facturers of cotton. Under the existing marketing system, hedging is 
an indispensable function so far as cotton is concerned. If the cotton 
exchanges were no longer able, through hedging, to provide price insur- 
ance for the industry, the entire system of cotton marketing in this 
country would have to be revolutionized. 

3. The exchanges are indispensable sources of price and market 
information with regard to cotton. 

Everyone concerned agrees that the commodity exchanges do 
perform a vital function for the industries they serve. 

The issues then are whether the Government should be given the 
additional authority which it seeks over the exchanges and whether 
price ceilings on raw cotton are serving any useful purpose. 

As I have stated, the House Banking and Currency Committee— 
without hearings—last year approved a provision in the proposed 
Defense Production Act, to give the Government the authority to fix 
margins for futures trading. This committee is the only congressional 
committee which, in recent years, has approved such a proposal and, 
as I also stated, the House later rejected this provision on a roll-call 
vote. 

I am not criticizing the action of this committee last year. As I 
stated, you did not hold hearings on the matter. We are hopeful 
that the committee, after considering the matter this year, will come 
to the conclusion that this legislation has no place in this bill. 

The principal argument advanced last year for margin regulation 
was that it was necessary to help curb speculative price increases. 

We contended, and the contention has since been borne out by 
Mr. J. M. Mehl, Administrator of the Commodity Exchange Au- 
thority, that trading, speculative or otherwise, on the commodity 
exchanges does not govern the rise and fall of commodity priccs, 
except for very brief periods of time, but that this rise and fall is 
governed by the law of supply and demand. 

Before your committee on May 14, 1951, Secretary of Agriculture 
Charles F. Brannan also stated unequivocally that he knew of no 
83473—51—pt. 36 
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immediate situation in any commodity traded in on the exchanges 
where an increase of margins was necessary to curb prices. 

This is an extremely important admission. The arguments which 
attended the effort to extend additional Federal authority over 
margins last year no longer are valid—and, in the opinion of a majority 
of the Members of the House, they were not valid in 1950. 

Witnesses who have urged the extension of Federal power over 
margins this year contended that the authority might be useful at 
some future time. 

If this is the case and if, according to the Government’s own 
admission, the authority is not needed now, we strongly recommend 
that this matter be referred to the committee of the House, which has 
jurisdiction over this subject, the Committee on Agriculture. That 
committee, we feel, knows more about this subject than any other 
House committee and is best fitted to deal with it. That committee 
almost unanimously opposed the margin provisions in the 1950 defense 
production bill and the motion to strike that provision was made by 
the chairman of the House Agriculture Committee, Mr. Cooley. 

Simply stated, hedging on a cotton exchange, or any other com- 
modity exchange, is price insurance. Through it purchases or sales 
of spot cotton are offset by sales or purchases of cotton futures so that 
any decline or increase in the price of the actual cotton will be offset 
by corresponding increases or declines in the prices of the futures. 

Let us say, for example, that a cotton merchant buys 10,000 bales 
of cotton from producers. He sells 10,000 bales of cotton on the 
exchange for delivery in some future month. If the price of his spot 
cotton goes down, he gains enough on his future sales to offset this loss 
since he will buy back his 10,000 bales which he has sold on the futures 
market at less than he paid for them. Generally speaking, the prices 
of spot cotton and futures cotton rise and fall together. To repeat, 
whatever he loses on his purchase of spot cotton will be covered by his 
gain on his futures transaction. 

There are, of course, ramifications to hedging but the principle 
is as I have stated, and operates on other commodity exchanges as 
it does on the cotton exchange. 

Hedging for those persons in the cotton industry who make their 
money by the services they perform as producers, or middlemen, or 
manufacturers substantially eliminates the risks of price fluctuations 
involved in buying or selling cotton. 

Who assumes these risks? To a large extent, it is the speculator. 

The assumption that we should permit only persons who want to 
hedge to trade in the cotton futures market also assumes that when 
one hedger wants to sell 10,000 bales of cotton, for example, that 
another hedger—at that same instant—wants to buy 10,000 bales of 
cotton and that these sales and purchases by hedgers balance out 
perfectly. 

It just doesn’t work out that way. The presence of speculators in 
the market, the person who thinks cotton is going to rise or fall, and 
is willing to risk his money on his judgment, makes it certain that any 
cotton offered for sale will be bought within a few seconds, or that 
any offer to purchase cotton will be accepted immediately. 

The elimination of speculation from the cotton market simply 
would mean that someone wanting to hedge cotton would never be 
certain that someone else was in the market to enable that hedging 
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transaction to be carried out quickly and efficiently. The market 
would be much more subject to fluctuation under such circumstances 
than it would be if offers to buy and sell were speedily absorbed. 

As an example, let me say that a group, or an individual, on a 
particular day wanted to buy a considerable quantity of cotton for 
hedging purposes and that sellers were not present in the market. 
The result would be sharp increases in the price of cotton, followed 
by sharp declines when we had a reverse picture. 

We feel very strongly that the attempt by the Government to 
govern prices through margin controls would not work. But, even 
if we grant that the Government is right in its intentions and con- 
clusions—something we do not grant—the result will be the reverse 
of what the Government expects. 

An increase in margins might drive out the small speculators but 
it would not interfere with speculators who are well financed, 
Obviously, if the market were limited to a few large operators, 
manipulating the cotton market to force prices up or down would be 
easier than it would be if there were many persons trading and ready 
to absorb offers to sell or purchase. 

We think the Government’s effort to manipulate the cotton market 
through margin controls would fail and that the attempt is likely to 
make the cotton exchanges valueless to the cotton industry. 

The margin provisions of H. R. 3871 apply only to speculative 
transactions on the cotton exchanges and exempt hedging transactions. 
But hedging is possible only because the speculators are present in the 
market to buy the hedges. If we drive speculators out of the market, 
as the Government plans to do, we are taking a long step toward the 
destruction of the commodity exchanges. 

The Government states that it wants only to drive some specula- 
tion out of the market but we have no assurance that such action 
will not proceed to the point where the exchanges can no longer do 
business. If the power of life and death over the exchanges is given 
to the Government, the day is likely to come when the Government’s 
decision will be that the exchanges must die. 

The Government’s point of view ignores completely the reason for 
margin requirements for exchange trading. ‘The primary purpose of 
margins is to protect the contracts entered into. Obviously, the 
commodity markets would be valueless unless contracts were pro- 
tected. ‘Toward this end, margins are raised as prices rise and the 
values of contracts entered into rise. They are reduced as prices fall 
and the margin needed to protect the contract declines. 

The entire cotton industry, including the producers, opposes the 
authority over the exchanges which the Government seeks. To our 
way of thinking, this constitutes an almost irrefutable argument 
against the Government’s proposal. If the cotton industry did not 
have faith in the exchanges and did not feel that they serve a useful 
purpose, the industry, or elements of the industry, would appear 
here before you in support of the administration’s proposals. 

It is significant, we think, that the support for this extension of 
authority over the exchanges comes, aside from Government wit- 
nesses, who must support the Government’s program, from persons 
and groups who apparently know little about exchange operations. 
Without having studied the subject in detail, we would think it pre- 
sumptuous to come before you with detailed recommendations about 
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labor provisions to be included in this bill. Yet, some elements of 
labor do not hesitate to recommend further Federal regulation for 
the exchanges, a subject which we feel they know little about. 

It is easy to assail speculation on the exchanges. If we will only 
reflect a moment, however, it is obvious that speculation enters into 
every phase of our economic life. As the late Justice Oliver Wendell 
Holmes said: 

Speculation is the self-adjustment of society to the probable. * * * Its 
value is well-known as a means of avoiding or mitigating catastrophes, equalizing 
prices, and providing for periods of want. 

The only alternative to speculation under our system is the destruc- 
tion of that system and the substitution of collectivism. 

It is admitted that speculation in the cotton market serves a useful 
purpose. It is admitted that the supply and demand for cotton 
governs cotton prices. And the Government itself admits that it, 
at present, does not need the authority over margin controls as a 
part of its program to control prices. 

Nor has there been any showing that speculation in cotton con- 
tributed to the price increases for that commodity. Anyone familiar 
with the situation knows that cotton prices rose last year because of 
the extremely low crop—just a little more than 10 million bales— 
coupled with rising demand here and abroad. 

The Government’s conclusion that fixing margins will curb price 
increases in cotton is not borne out by the facts. In April 1946, the 
OPA ordered the cotton exchanges to raise margins for futures trading. 
All through World War II, the exchanges had operated without any 
attempt by the Government to control margins. But when cotton 
prices began to rise after the war, OPA stepped in. It proceeded on 
the theory that an increase in margins would curb prices. There 
was some question as to whether OPA had the authority to issue the 
order. Nevertheless, the New York Cotton Exchange went along 
with OPA and raised margins. But prices of cotton continued to 
rise—despite the higher margins—and were approximately 250 points 
higher in July than they were in April. 

We do not mean to imply that we are not willing to consider care- 
fully any request by the Government with regard to exchange opera- 
tions. We are always glad to cooperate as, I am sure, the Department 
of Agriculture will agree. 

However, it is one thing for the exchange, which is made up of men 
experienced in the cotton business, to consider and act upon a request 
from the Government, and quite another thing to turn over to the 
Government functions which can be better handled by the exchange. 

If fluctuations in cotton prices are considered over a period of years, 
the Government’s case that speculation is a substantial factor in the 
rise in cotton prices is not a good one. An increase in prices often- 
times is not paralleled by an increase in trading on the exchanges. 
For example, in July 1950, at a time when cotton prices- were rising 
rapidly, the speculative activity in cotton was lower than it was in 
the fall of 1949. The speculative interest in cotton has been low, 
comparatively speaking, ever since Korea. This is true even of the 
speculative long position which was held by those who expected cotton 
prices to rise. On May 25, 1951, the speculative long position was 
only 9.5 percent of the total trading interest in the New York market. 
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We think that we have shown that speculation on the cotton 
exchanges is a vital and necessary part of the entire cotton marketing 
system. Even the total elimination of speculation in cotton on the 
exchanges would not stop speculation in cotton. 

If the exchanges are put out of business because they can no longer 
be used for hedging purposes, the cotton industry would have no 
place to turn for information on cotton prices. When the exchanges 
were closed during World War I, there was intense speculation in 
cotton. Prices differed over the entire Cotton Belt, varying several 
cents a pound between localities in the same area. Well-informed 
men speculated in spot cotton and in most instances this speculation 
was at the expense of the producers. 

The closing of the exchanges during World War I crippled the entire 
cotton industry. The exchanges, under our free-enterprise system, 
are a vital and indispensable part of the cotton industry. As an 
example, I might cite the situation which followed the issuance of the 
general price freeze on January 26 this year. The exchanges closed 
and did not reopen until March 8. During this period the entire 
cotton industry was paralyzed. The cotton manufacturers were even 
unable to take orders for defense requirements. They did not know 
what cotton prices were and could not make commitments. 

In view of all the circumstances, we cannot but conclude that the 
proposal that the Government be given the authority to fix margins 
for trading on the exchanges is simply another step in the program 
for the extension of Government power over every segment of our 
economy. Under the guise of dealing with an immediate situation, 
either actual or fancied, new proposals for more and more Govern- 
ment control of everything are constantly pressed. These proposals 
are pressed in peace times and in times of emergency. Unless they 
are resisted vigorously, the result will be an end to the system which 
has made this country the one hope of the free world. 

The only remedy for inflation, about which we hear so much, is 
wise Government credit, fiscal and tax policies and ample production. 
The reason for recent declines in futures prices for cotton is the 
prospect for a 16,000,000 bale crop this year. Certainly, price ceilings 
have had nothing to do with it. These are, on the contrary, deter- 
rents to production. While they are in operation, the producer is 
faced with uncertainties which may affect production this year and 
in other years if ceilings are not removed. 

So long as price ceilings are in effect, the producers will be faced 
with the “possibility of price roll-backs. If the Government is given 
the authority to fix margins, this authority also probably will be 
used in an attempt to depress prices. 

We submit that the producers of cotton deserve consideration. 
They should not be penalized for complying with the Government’s 
appeal to raise an adequate supply of cotton. Any legislation which 
discourages the production of an ample supply of cotton will contribute 
to inflation. So long as cotton is in scarce supply, there will be infla- 
tion in cotton prices. 

hi the reasons I have stated, we urge: 

. Legislation to remove price ceilings on raw cotton. 

2: The elimination from H. R. 3871 of the provisions which would 
give the Government the power to fix margins for trading on the 
commodity exchanges. 











1498 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Mr. Brown. The Secretary of Agriculture, when he was testifyin 
relative to this section that relates to the commodity exchanges, dad 
the section would not interfere with legitimate hedging. Of course, 
I think all kinds of hedging is speculation, and I would like to know 
what you have to say about that. Do you agree with him? 

Mr. Moors. I certainly do not agree with the Secretary. Any 
time you cut down on the volume in the market you interfere with the 
hedging in that market. 

Mr. Brown. I would like to have an explanation of that, and make 
it as brief as possible. I think, myself, it will interfere with legitimate 
hedging, but a lot of other people do not think so. 

Mr. Moors. When orders from the traders, which are considered 
hedges, come to the market, they have to be absorbed by someone, 
because it is very rarely that an order will meet an order. If you 
eliminate the speculator, who is the intermediate man there, you will 
then take away from that market the usefulness of it because you will 
increase the cost of doing business so much because of the increase in 
these fluctuations between what the trader will pay for it or the seller 
will get for it that the cost of business will be so great that it will 
reduce the effectiveness of the market. 

Mr. Brown. My recollection of Mr. Brannan’s testimony is that he 
said we do not need the provision now but we might need it later on. 

Mr. Moore. I believe that is correct. 

Mr. Brown. Off the record. 

(Discussion off the record.) 

Mr. Moors. I believe his testimony is correct, but he is incorrect 
in his position. 

(Discussion off the record.) 

Mr. Coxe. I asked one or two witnesses for the Government 
requesting these restrictions or controls to place in the record evidence 
that the velocity or the volume of trading on the commodity ex- 
changes had any impact whatsoever on the price of the commodities. 
I shall be interested to see what type of statistics is presented. I 
assume that you have some statistics of that sort, do you? Do you 
have them over a period of years? 

Mr. Moore. No. I read your request, but we contend that specu- 
lation does not determine the course of prices. The law of supply 
and demand does that. 

Mr. Cour. I agree with you, but I wanted the Government wit- 
nesses, if they have evidence to the contrary, to present it, because 
they come in here before this committee and say that speculation on 
the commodity exchanges has an impact upon the prices. The people 
with whom I have talked, both the exchange people and the people 
who deal with the exchange, have said that it is actually to the con- 
trary, and from the reasoning that you give me, and the reasoning 
that the grain exchange people give me, I am inclined to believe your 
side of the statement is correct. But 1 do want to know upon what 
basis the Government witnesses make their contention. I will be 
interested to see if they do present some statistics. 

There is one other thing that I want to ask you about. Some 
nontechnical or nonexpert witnesses on the subject have said that this 
law would protect the small man going in and out of the market for 
speculative purposes. It would protect, shall I say, the man with a 
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little money who wants to gamble on the exchanges. What is your 
comment on that? 

Mr. Moore. First of all, let us not concede there is any gambling 
on the exchanges. We may have speculation. 

Mr. Coir. Those are not my words, but definitely the words_of 
some of the witaesses here. 

Mr. Moore. I would think that you would have an adverse effect. 
First of all, if you restrict trading for speculative purposes to people 
who are of large financial means, it will mean that their operations, 
as far as speculatiou is concerned, will have an effect upon the market 
because of the thinness of the market. 

Mr. Cox. It would tend to create a monopoly. It would tend to 
permit the control of the market, or facilitate the control of the market 
by the large operator, would it not? 

Mr. Moors. That is correct. When you have many people in 
the market you have a breadth to the market; consequently, the man 
that gets in there with a small amount of margin may be right im his 
position that he takes from a speculative angle, and can cash in on it; 
however, on the idea that the large interests would be the only ones, 
they might drop the market down and run him out because he could 
not finance his obligations up to the greatest amount of margin. 
Therefore, I cannot emphasize too strongly that the broader the market 
the better it is for all individuals concerned. And if you have too 
high a margin you eliminate a perfectly legitimate small operator 
from his opportunity, if he wants to take that chance with his money, 
of making money. 

Mr. Coxe. Does not every businessman take that chance when he 
buys an inventory or invests in a business? 

Mr. Moore. I think everybody speculates in something, even when 
they take a bath. They might fall out of the bathtub. 

Mr. Burrrerr. Mr. Moore, if I were to come in and buy cotton 
amounting to 10,000 on the future market, and we will suppose that I 
pay $1,000 as my margin, does anybody else put up the other $9,000 at 
that moment? 

Mr. Moore. No; because you are trading in a contract for future 
delivery, and until that contract matures the margin necessary to 
protect the contract is all that would be required. 

Mr. Burrerr. The point that I am getting at is this. We are told 
on this committee that if I buy a new automobile I have to pay one- 
third down, 3314 percent, and that that is a very onerous restriction, 
and yet someone else can go and speculate on cotton or wheat and pay 
as little as 10 percent down, and the comparison is made between 
those two types of purchases. I am trying to find out whether or not 
there is any legitimate comparison there. 

Now, in the case of the car, someone else has to put up the balance 
of that money, and the money supply is added to by that amount. 

Mr. Moore. That is correct. 

Mr. Burrert. And in the future purchase of cotton, either buying 
or selling it short, either one, there are no funds put up; no addition to 
the money supply beyond the original margin? 

Mr. Moors. No more than is necessary to guarantee the contract. 

Mr. Burrerr. That is all the information I need. 

(Discussion off the record.) 
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Mr. Wo corr. Mr. Moore, during the Second World War there was 
some voluntary agreement entered into between the operators on the 
commodity exchanges. Do you recall that? It was with respect to 
margin requirements. 

Mr. Moore. Do you mean with the OPA? 

Mr. Wo tcort. No; among themselves at the request, perhaps of the 
OPA, or the President. Was there not a voluntary agreement in 
operation whereby you required certain margins? 

Mr. Moore. Well, we have from time to time made requests or 
suggestions, rather. 

Mr. Wotcorr. Do you remember what it was during the old days? 
I have in mind 33% percent. 

Mr. Scanian. It was 33% percent on the Board of Trade in Chicago. 
That was at the request of the President. The margins on the cotton 
exchange were increased slightly. Cotton prices are rising, and you 
asked for some statistics. 

I have figures here that show that when we consented to the OPA 
request the volume fell off and prices continued to rise. 

Mr. Brown. Those figures may be inserted in the record at this 
point. 

(The figures are as follows:) 


Commodity Exchange Authority monthly report of volume on cotton futures trading 


{Data in 500-pound bales] 


New York New York 
January 1946_------ . 8, 955, 000{ August 1946_ ...------ 4 520, 900 
February 1946_---.------ 4, 034, 000} September 1946 _- - - - -- 5, 926, 000 
March 1946_-___-_ : _.. 4, 054, 000} October 1946_ __-_ ih 9, 242, 600 
April 1946___ -- ea _ 8, 208, 000| November 1946___.------ 5, 408, 600 
May 1946- ----.- _.....-- 2,611, 000} December 1946- ~ _ ~-- ss 4, 315, 300 
JUNG POOR. 2k oni ase: _. 8, 350, 800 —_——_— 
Be | ER i eee ince i 6, 654, 900 Oe. 3 os 57, 271, 100 





| | 
| Apr. 9, 1946, | June 27, 1946, Pbisieaiatl 














closing prices closing prices points 
ete t es ae Seas ec -| 
SOLER ae ais eae Oe aE Tee C8 ee eee 28. 20 | 31.03 283 
Vv. 28.17 | 31. 02 285 
H 28. 26 | 31. 03 277 
i a ale ee dt ee 28. 23 | 31. 00 277 
| | 





Note.—OPA margin requirements became effective Apr. 9, 1946, expired June 30, 1946. June 27 was the 
last trading day prior to the expiration of the regulation. 


Mr. Wo corr. As of now, what is the operation? Do you require 
a certain margin? 

Mr. Moore. Oh, definitely. 

Mr. ScanuLan. At current prices, margin requirements are $4,000 
a contract. That is about 20 percent of the value of the contract. 

Mr. Wo tcorr. Then we will say in a normal transaction on the 
cotton exchange they have to put up 20 percent margin. 

Mr. SCANLAN. pectic! og that is correct. 

Mr. Brown. They have to put up as much as $4,000? 

Mr. Scanian. At current prices. 

Mr. Brown. How long has the margin been at that figure? 

Mr. Scanian. Since May 3. 

Mr. Brown. What was it before then? 
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Mr. Scanian. It was quite a bit higher prior to that. At current 
prices it would be $5,500 a contract. 

Mr. Wo tcorr. This 20 percent you consider an average or a low 
or a high? 

Mr. Scanian. That is on current prices. That is what it would 
amount to approximately. 

Mr. Wo corr. Is that a tradition in your operation? 

Mr. Scanuan. No, sir. These margins fluctuate. 

~ Mr. Wotcorr. What causes them to fluctuate? 

Mr. Moore. The higher prices—and I made this point in my 
statement—why, the greater the need for margin to protect the 
contract. As the prices go up we automatically increase our margin. 
As the prices go down we lower our margin. 

Mr. Wo corr. In all of our study of the control of the commodity 
markets, I do not think we have ever had that information before us 
at all. We have been led to believe here by many witnesses that the 
sky was the limit; that you could come in and gamble on a shoestring. 
We felt that we might be getting in there. But under these circum- 
stances, I do not see how we could. 

Mr. Brown. Of course, you can raise or lower the margins your- 
selves. 

Mr. Moore. We do, and furthermore, and if one position becomes 
at a big premium over the other months, it is quite frequently that 
the exchanges will raise the margin on that one future month over 
the other future month. 

Mr. Brown. Off the record. 

(Discussion off the record.) 

Mr. Wotcorr. That is a field we have never gotten into here— 
the idea that you had, in your operations, to require a certain margin. 
Does anyone want to expand on that? 

Mr. Moore. Do you have figures on that, Mr. Scanlon? 

Mr. Burrertr. What you have just said, Mr. Moore, is where there 
would be undue speculation, more than the normal amount of trading 
in particular futures? 

Mr. Moore. Yes. 

Mr. Burrerr. The exchange automatically takes steps to prevent 
a market fluctuation, that is, fluctuations that are not related to the 
normal supply and demand; is that right? 

Mr. Moore. No, not quite, please. 

Mr. Burrert. We are just trying to find out the facts. 

Mr. Moore. What we do in that case would be to raise the margin 
requirements on that particular month, because of the increased risk 
on prices for that month. 

Mr. Burrett. So that price would be out of line with the others? 

Mr. Moore. It would be something like the man who might have 
contracted, we will say, at 10 percent over the lower—that is, where 
there was a difference of 10 cents between the price in the contract 
under the price in January, and there is bound to be a contract against 
the lower. 

Mr. Brown. As long as the contract did not raise it you could not 
squeeze him out? 

Mr. Moore. If the contract was bought on a margin rate the 
margin would stay on that contract until it was liquidated. However 
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if you should subsequently sell the contract out and buy another 
contract, that would still be subject to the marginal requirements. 

Mr. Scanton. We have the record of the marginal requirements 
since 1946. 

Mr. Brown. That will be placed in the record. 

Mr. Scanton. They speak for themselves. 

Mr. Brown. If they speak for themselves they might serve the 
purpose better by putting them in the record. 

Mr. Scanton. Yes. 

Mr. Brown. Without objection they will be made a part of the 
record. 

(The statement ‘Margin requirements from January 1, 1946, to 
April 11, 1951’ follows:) 





Margin requirements from Jan. 1, 1946, to Apr. 11, 1951 


tates in effect on Jan. 1, 1946, $5 per bale. 
Amended Jan. 22, 1946, effective Jan. 24, 1946: 
$10 per bale up to 25 cents per pound. 
$5 per bale additional for each increase of 1 cent or portion thereof, i. e.: 


Per bale 
De Oa Be Montel eis 20 seek a, esd - eo KA east $10 
ieee ee a ake a 15 
Se NA Se ee nO TS Sy ea aye ee ge 20 
ERR SE oon Se eke opie de nnaas comamaees 25 
Bal Ue UO ee. on OSS ar Ae Pee Ss SE 30 


1945 loan, 21.09. 
Amended by OPA regulation No. 1, effective Apr. 9, 1946: 
$10 per bale up to 25 cents per pound. 
$10 per bale additional for each increase of 1 cent or portion thereof i. e.: 


Per bale 
in te Oi Obes sity BA eee be Sik py neice dah Shad dnt 4 $10 
SERN A: RRND KS ne MI co a I a ae itis es inl ghee 20 
2601 th or, OPN ne os ocho ks wan nen ooo CS Sera nen ia ne ea 30 
ST DL WO re Celso 2 Ee ee IU, Ln a le 40 
2EOE Wo to Doras is. has sik sae SS EL. eee ast 50 


1946 loan, 24.38. 
OPA expired on June 30, 1946. Margin rule amended as follows, effective 
July 2, 1946: 
$10 per bale up to 25 cents per pound with an increase of $5 per bale 
for each 5-cent advance. However, not to exceed $20 per bale, i. e.: 


Per bale 
Ui 16 2p Gente. 6 ee ee Cas eek eee enue 4 +e $10 
2h .0i wi to SO cente. =o. coe eee iid Beer SLR EAs. fe 15 
Ovbr SU Gbne. Seer ry en ee ol epee 20 


Amended May 22, 1947, effective June 2, 1947: 
$10 per bale up to 25 cents per pound. 

$15 per bale up to 30 cents per pound and an increase of $5 per bale addi- 

tional in each price range of 3 cents above 30 cents, i. e.: 


Per bale 
Up ee OO Pe EE ee ok el en $10 
Be Ula ip De ene kk ee ih ss eee eel cee. bests 15 
BRO) Ob to Shewentes Sen chi scl ole HB ls ee age tS ety 20 
ORE WIE Bonen alg hon dace Skates loa Rea kaneds 25 
SOE Ut 00 es ku ads aucun meuhrene cs enen tad +—-aosus 30 


35 
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Margin requirements sam Jan. 1, 1946, to Apr. 11, 1951—Continued 
1947 loan, 27.94. 


Amended Nov. 26, 1947, effective Dec. 1, 1947: 


$10 per bale up to 35 cents per pound. 
$15 per bale up to 30 cents per pound. 
$20 per bale up to 33 cents per pound and an increase of $5 per bale in 

each price range of 1 cent per pound over 33 cents, i. e.: 


Per bale 
Jah aes RC OS Ds re a ee aoe ceae mes $10 
TRE ce es co ee eee ee a ae neon meee ee 15 
UU. ti Oa. OONIS. « -cleh eu eeuel Bids sos s.5 eben es 20 
a ie UG We Orne eeu) ee De a we ae Se 25 
Seek Up UO OO Wes. EOL ee ee Sea eas Soeew es ecuet 30 
oats ts Sad ee OOS Ss as es jo oe eee eae 35 
I ga a li wie emi 40 
a ae tenes ee ae aes Be oe ee aS 45 
Des Ull We ae eons se CL Cage 2 Bs A wt ed 50 
U0) Ub tO 20 Conte Soe i hw erence nd 55 
i aeicpeeia AP penises mat bss ok ek i ak Sd waclanhnsneneep-45 60 


Amended May 21, 1948, effective May 24, 1948: 
$10 per bale up to 25 cents per pound. 
$15 per bale up to 30 cents per pound. 
$20 per bale up to 33 cents per pound. 
increase of $5 per bale in each price range of 3 cents per pound over 33 
cents i. e.: 


Per bale 
Tp 0 ao Cerne ote Oi I PU LOU Jitu pees $10 
Bog hr 00 Or CONN i 305s 5s eta se feo dia de ons 5h -cnewe 15 
BRC SB SSE SS er ae ce fe i eg Ae eee 20 
ES RS OLS EMS ia Ba ry ee alg ap pict are Sy a Im Sp 25 
er To ces Cena nee ee eon wea ke ee 30 
Deen tO Oe Oa Cente. S22 See Pe ay. Buea Oa. Boe 35 


1948 loan, 30.74. 
Amended Aug. 12, 1948, effective Aug. 16, 1948: 
$10 per bale up to 33 cents per pound. 
$15 per bale up to 36 cents per pound. 
$20 per bale up to 39 cents per pound. 
Increase of $5 per bale in each price range of 3 cents per pound over 33 


cents i. e.: 


Per bale 
ROM Ak OTs Sash toes, ME LAB we blaine se i a et Xe my mao $10 
BO Aa iD te Oemtes ote SL ke bb eek 15 
BOA UD £6: me COs | oo ec a cl UAE ihe dew ee Rees 20 
Berns 0 OO ee OO ols ek ae ok bea enn we mene Peleg ake ee 

1949 loan, 29.43. 
Amended July 26, 1950 effective July 27, 1950, and now in effect: 
New York Cotton Exchange: 

Per bale 
Re OR igs ee a TEES Wine bc ain ela when daohan~ adh $10 
eS Tit UO te OTN on Sg ae nas asin de ee ohana pee 20 
Setie te 00 Ou Cente og Gece Ch ee eso ee 30 
un ae te eS Obits ool ou Ae ei s. he 40 
ASCE 26 40 CON Se Sh es ee en Ste ei ees ese 45 


Add_$5 per bale for each 1 cent increase in price. 
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Margin requirements from Jan. 1, 1946, to Apr. 11, 1951—Continued 


Amended Dec. 16, 1950, effective Dec. 18, 1950, and now in effect: 
New Orleans Cotton Exchange: 


Per bale 
Repair me ON es ee ee ee ee $10 
Me ee a en me acon oe ee 15 
TR Re sh Oa a eee bee eae eee 20 
eee tree ee nee eo fo coe wees keas 25 
Rn ns meme was mad engi kaneis 30 
EOE RU a eed e pete 35 


Add $5 per bale for each 2 cents increase in price. 

Nots.—The New Orleans Cotton Exchange, between July 27, 1950, and Dec. 
18, 1950, had the same margin requirements as currently required by the New York 
Cotton Exchange. 

Mr. Wotcorr. Are you going to explain them? 

Mr. Scanton. I think they speak} for themselves, Mr. Chairman. 

Mr. Brown. They are self-explanatory. 

Mr. Wo tcort. I think it might be well to have a statement in the 
record on them. 

Mr. Scanton. The last one shown in the amendment, is the 
amendment of July 26, which shows it was up to 33 cents, $10 
per bale. 

From 33.01 up to 36, it would be $26 per bale; and then for each 
increase of 3 cents raised the margin requirements $5 per bale. They 
were subsequent amendments; those were the higher rates that went 
into effect. The statement shows the price range for each contract 
price increase. 

Mr. Moore. Mr. Chairman, I would like to say for the record, 
that one of the reasons why we want to lower the margin require- 
ments at the present time is that we believe that with the prospective 
increased production the farmer is entitled to get the benefits that 
could be expected. 

Mr. Brown. We are glad to have you testify. 

Mr. Moore. Thank you very much, Mr. Chairman. 

Mr. Brown. I see in the room an ex-Congressman, who knows a 
lot about cotton. Is there any statement you would like to make, 
Mr. Pace? If so we would be very glad to hear you. 

Mr. Pace. I have no statement to make, Mr. Chairman. I am 
very much interested in the subject. 


STATEMENT OF ROBERT E. ATKINSON, PRESIDENT, NEW YORK 
COFFEE AND SUGAR EXCHANGE, INC. 


Mr. Brown. The next witness we will hear is Mr. Robert E. 
Atkinson, president, New York Coffee and Sugar Exchange. We will 
be very glad to hear from you, Mr. Atkinson. 

Mr. Arkrnson. Thank you. 

Preliminarily, may I say that the New York Coffee and Sugar 
Exchange recognizes that it has a very definite responsibility to co- 
operate with the Government in this period of national emergency, to 
assist the Government in carrying out all controls which may become 
necessary and that any trading in coffee or sugar on this exchange that 
is contrary to the efforts of our country is contrary to the best interests 
of this exchange. The board of managers intends that the exchange 
shall cooperate to the fullest extent with the Government and shall 








Sime Be, 
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assume its responsibilities in the security program. With this in 
mind, on December 20, 1950, the board established a control com- 
mittee in coffee and one in sugar under section 17—A of its bylaws. 
We can therefore inform you that there is no situation in existence that 
is contrary to the efforts of the country or against the best interests of 
the exchange or the American people that requires remedying. 

Subtitle B. section 611, of H. R. 3871, now under consideration by 
your committee—proposing amendments to the Defense Production 
Act of 1950—contains provisions for broadening the Commodity 
Exchange Act by placing under the act the purchase or sale of all 
agricultural and forest products for future delivery on any board of 
trade, and further broadening the act by providing for Government 
regulation of margins for the purchase or sale of commodities for future 
delivery. 

These same provisions were embodied last year in S. 3936 and were 
not approved by the Senate Banking and Currency Committee. At 
the hearing on S. 3936, held in July 1950, I had the privilege of appear- 
ing before the Senate committee and stating my reasons for rejecting 
them. (See pamphlet headed Defense Production Act of 1950— 
hearings before the Senate committee in July 1950, p. 216.) 

The reasons which I then advanced in opposition to S. 3936 still 
hold as justifying the rejection of the similar legislation proposed in 
H. R. 3871 now before you. The pertinent points of what I then 
said I repeat here: 


These provisions of the bill will in no way assist the production of goods and 
services necessary for the national security. On the one hand, the bill does not 
cover a number of vitally important strategic commodities which are not agri- 
cultural or forest products. On the other hand, the bill provides for the extension 
of Government control to trading in commodities which are produced, not in the 
United States, but in foreign countries. This legislation will be of no constructive 
effect as a war measure. Congress has repeatedly refused to enact such legislation 
and the grounds for that repeated refusal are as valid in time of war as in time 
of peace. 

All the coffee which is dealt in on our exchange is, of course, foreign-grown and 
likewise a major portion of all the sugar dealt in on the exchange is foreign-grown. 
If, pursuant to the proposals of this bill, any substantial Government actions 
should be taken which would reduce, by rendering more difficult, the trading in 
these commodities on our exchange, the relationships between our Government 
and the governments of the producing nations might be seriously embarrassed. 
The practical consequences, moreover, would be to hinder rather than to en- 
courage the production of coffee and sugar in producing countries. The insurance 
which a producer can effect by a hedging operation on our exchange is frequently 
a necessary part of his obtaining bank financing for the growing of his crop. 

Moreover, an exchange such as ours serves a valuable economic function 
through furnishing facilities by which traders in coffee and sugar, all over the 
world, may publicly register by their trading their opinions as to the value of 
such commodities to be delivered in the future. The proper function of margins 
is to insure the performance of contracts. To use the regulation of margins as a 
means of limiting the free expression, by legitimately interested parties, of their 
views of the future values of commodities will seriously impair the economic 
service which an exchange renders and which is in the public interest. 

Under its bylaws the exchange possesses the power—which it has used from time 
to time and which it is now prepared to use—to regulate situations where harmful 
speculation is likely to become detrimental to the best interests of the exchange 
or of the public. Governmental action to limit improper speculation in the 
manner outlined in this bill will have the injurious consequences which have just 
been noted but otherwise it will be substantially ineffectual. There are a number 
of ways in which a person who is so inclined may speculate in commodities without 
using any of the facilities of an exchange. 

8. 3936 provides that for certain purposes coffee and sugar are commodities 
and the New York Coffee & Sugar Exchange, Inc., therefore would be brought 
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under the present Commodity Exchange Act. It would seem that insuffiient 
consideration has been given to the problem of incorporating foreign-grown com- 
modities within the present act. The new paragraph (5) which is to be added to 
the act is not well coordinated with the present section (4) a (3) which provides 
for limits on trading. Section (4) a (3) provides that— 

There shall be included in the amount of any commodity which may be hedged 
by any person the amount of such commodity which such person is raising or 
intends to raise on land in the United States or its Territories which he owns or 
leases. 

Quite aside from the matter of margins, the statute, therefore, does not give a 
grower of coffee or sugar outside of the United States and its Territories a definite 
right to hedge his production without limitation of amount. 


The present act defines interstate commerce but makes no provision for wholly | — 


foreign commerce. One of our sugar contracts relates to sugar which is shipped 


directly from a foreign port to another foreign port and never enters the United i 


States. 


The act is not, therefore, in our opinion, capable of amendment as proposed in | 


bill S. 3936 without a revision of the entire act as well. 


Other committees of Congress in 1938 and again in 1947 considered the exten- | 


sion of the act and concluded that such an extension should not be made, — 

Moreover, there are exchanges in other countries as, for instance, the coffee 
exchange in Santos, Brazil. 

Business in foreign-grown commodities can easily be driven away from our 
American exchanges to the foreign exchanges resulting in a curtailment of the 
activities of the merchants here, placing the United States more at the mercy of 
the producing countries, with a loss in revenue and, therefore, of taxes to our 
States, cities, and Federal Government. 

There is also an additional coffee exchange in Rio de Janeiro and 
on April 20 of this year the French Ministry of Industry and Commerce 
authorized the reopening of the coffee futures market at Le Havre. 

The bill authorizes the President to prescribe rules and regulations 
governing the margin to be required with respect to a speculative 
purchase or sale and provides that no such rule or regulation shall be 
applicable to hedging transactions. It is not infrequently difficult to 
determine whether a transaction should be classified as a hedging 
transaction or as a speculative one. 


We submit that curtailing, or eliminating speculation in the ex- — 
changes altogether, would not end speculation in the commodities — 


traded in. Lumber is not traded in on the exchanges, textiles are not, 
chemicals are not, and many other products are not. No one denied 
that there was speculation and hoarding in these commodities in the 
hysterical period last year which followed the outbreak of war in 
Korea. Price increases in many commodities not traded in on the 
exchanges rose faster and further than those traded in on the ex- 
changes. 

In support of the views that I have expressed, I append a copy of 
the remarks made in the House of Representatives by Representative 
Crawford, of Michigan, on April 24 last, opposing the control by 
Government agencies of margins on commodity exchanges. 

The proposed controls are totally unnecessary. Any supposed 
evil that they are directed against is adequately cared for by the 
price and wage stabilization provisions of title 4 of the Defense Pro- 
duction Act. As a sufficient illustration of this fact it is only neces- 
sary to examine the ceiling price of 55.50 per pound for coffee and the 


prices on the futures market. The Defense Production Act was 4% 
approved on September 8, 1950, and the ceiling price for coffce was 7 
fixed on or about February 11, 1951, at 55.50 per pound, ex dock | 
Since then the price for 7 


(55.78 exchance delivery in warehouse). 
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coffee in the futures market has varied from 55.25 for March 1951 
delivery to 48.15 for March 1952 delivery—decidedly below the ceiling 
rice. 

Through the regulation of quotas the Department of Agriculture 
already possesses adequate powers under the present Sugar Act to 
limit sugar prices within the United States. 

It is obvious that there will be no undue amount of speculation 
where the speculator can hope to reap only a limited profit but runs 
the risk of disastrous losses. There is a ceiling but no floor to his 
operations. 

Unless the need for extension of authority is clear, we believe that 
the extension of controls is unnecessary and undesirable. 

This exchange has been notified by the Senate Banking and Cur- 
rency Committee that it would not be necessary to send a repre- 
sentative to testify on the exchange proposals in the Defense Produc- 
tion Act and that the present plans were to refer this matter to the 
Senate Agriculture Committee. We are hopeful that this committee, 
after it also considers the matter will come to the same conclusion. 

Mr. Wotcorrt. Mr. Atkinson, would you care to give us any in- 
formation about the same questions we were asking previous witnesses, 
concerning your operations and your marginal requirements? 

Mr. Arkinson. I will be glad to do so. 

The New York Coffee and Sugar Exchange, Inc., provides the facili- 
ties whereby the seller makes the transactions ; those transactions then 
go to the clearinghouse for clearance. On all contracts some margins 
are required. There is no such thing as 100-percent credit by any- 
body. On every trade there must be some margin. That is, the 
buyer must have a margin on his contract, and likewise the seller; 
they put up the ame margin, and that margin is arrived at by the 
risk of so much. ‘That risk is covered by a margin, which acts as a 
performance bond for the contract to be completed as of a future date. 
It differs, for instance, from the purchase of an automobile. You 
get the automobile when you make the down payment. 

And there has been some confusion with the margin on a stock 
trade. When you get the paper certificate and buy the stock, and 
put up a margin, you have a right to vote, all the right that the secu- 
rity holder has. There is no question of hedging for what you have 
bought somewhere. 

With us this is a performance bond, to the extent and amount set, 
depending upon the risk involved. It involves not only a risk of the 
price, but it also involves the risk of conditions existing in some for- 
eign country. If they have some difficulty in a country where most 
of the product is produced, which might result in delay in delivery 
of the commodity, that margin is evidenced in the risk. 

You have got to consider the monetary differences, the risks enter- 
ing into that, in fixing the margin. 

When the delay of delivery comes around that margin is not appli- 
cable just for the amount to secure the contract; that margin stays 
clear on up until the contract is completed, provides for the delivery 
of the commodity, and the purchaser has paid the full amount of it, 
and after he has paid the contract and the contract is completed— 
and it helps to complete the delivery of the sugar, for instance, or the 
coffee, in the contract. 
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This is a very different thing to trading on the stock exchange, or 
a very different thing from wanting to buy an automobile. The two 
have been confused. 

Mr. Wo.ucorr. What has been historically the normal average of 
margin required? 

Mr. Arxinson. Mr. Wolcott, I doubt if you would be able to say 
there has been any percentage set. I do not think we can look at it 
in that way. It will vary from time to time. On coffee today it is 
roughly about 13 percent on the first few contracts that a man has, 
and the next that he makes the margin goes up. In other words, as 
his deposit goes up likewise his ay has to keep adding as he 
adds contracts. 

Mr. Wotcorr. That is regulated by the exchange? 

Mr. Arxinson. That is correct. 

Mr. Wo.corr. In each case there is always some margin? 

Mr. Arxrnson. In all cases; yes. No one has 100 percent of credit. 

Mr. Wotcorr. Do you recall what the margin for stock is now? 

Mr. Atkinson. Seventy-five percent. 

Mr. Woxcorr. And I think you will agree that it could be up to 
100 percent, if required by the Federal Reserve? 

Mr. Arxrnson. That is my understanding. 

Mr. Wotcortr. Do you have any voluntary program, or did you 
during World War II, that affected the marginal requirements on 
the sugar and coffee exchange? 

Mr. Atkinson. Among the members, among them, no. 

Mr. Wolcott, I wonder if I could add just one small statement? 

Mr. Wotcort. Certainly. 

Mr. Arxinson. I think you possibly have in the back of your 
mind the control of margins, as being a credit control. Now the 
restraints are just the opposite. If you are trying to control prices 
through the control of margins, you are talking about control of 
credits, and the higher you put those margins the greater credit is 
needed. I will take as an example sugar, which is grown on large 
plantations, and where you have to plant the crop and where you 
do not get your money out of it until it is harvested maybe 10 months 
later, and the amount of money required is considerable. 

Mr. Woucorr. The higher the marginal requirements the more 
required? 

Mr. Arxrnson. The more money is required. 

Mr. Wotcorrt. It has an influence agamst full production? 

Mr. Arxrnson. Yes; and, therefore, an influence against what to 
my mind is really an increase in production. And when you make the 
requirements so stringent on the producer, to put up margins that 
are unjustifiable, it means they need that much more money. In 
other words, he has to pay that margin. Therefore, it seems that 
the regulation of the margin should be looked at as the amount of 
money required in carrying out the contract. 

If you are increasing the production of sugar a certain amount 
and you increase the margin, you make it more expensive for him to 

operate. 

Mr. Wotcortr. That would offset very much the contention made 
by some of the witnesses who have been here that speculation on 
the commodity exchange is, therefore, in favor of inflation? 
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Mr. Atkinson. Yes; I would agree, with exception of the word 
“speculation.” Speculation to me is taking on, or carrying on, a 
canada’ risk, which we all do, and the producer—and that is what 
seems to confuse here—does not speculate in the sense that the word 
is often used, but it has never been clearly defined. There are cases, 
extreme cases, where you have producers of sugar in Cuba. They 
grind their crop in a 3-month period. It may be that they sell it, 
or it may be that they hold it throughout the 10-month period, but 
they pay their help over the entire period. Many of the plantations 
grow their sugar in a short period but keep it in the warehouse. That 
would be, practically speaking, a decision they have to make, which 
includes not only warehousing it but in many cases—at least in some 
cases—selling the sugar; and, in order to protect themselves against 
any new rise in prices, they may buy. ‘They have, for the 10 months, 
to pay labor and have to pay the farmers for their sugar; and to 
protect themselves they will buy a futures contract, and it might be 
a Philippine sugar contract, where the sugar arrival is 3 or 4 months off. 

That is the producer who is the buyer of the sugar. Now it would 
be an awful difficult thing to get anybody to say that the producer 
who had the right to buy sugar but did not buy it was not speculating 
If he did not, he surely would be speculating. 

There is a difference between speculating and hedging, a difference 
which sometimes is pretty difficult to define. 

Now, speculation on the exchange is recognized. 

Mr. Brown. I have been trying to get a clear distinction from every 
witness and have not yet succeeded. 

Mr. Wotcorr. It would seem from the testimony throughout the 
hearings that somebody in the Government agency could create by 
rezulation a definition which would apply, but in all these cases it 
might be construed as legitimate by one individual and speculation 
by another individual. 

Mr, ArKinson. Yes. 

Mr. Wo.corr. You would almost have to look into what was in 
the other fellow’s mind. 

Mr. Arkinson. Yes; that is correct. You would have to know the 
history of the whole business transaction. 

Mr. Burretrr. Mr. Atkinson, I would like to get a little better 
understanding of how increasing the margin would decrease produc- 
tion. Is it because the broker or the buyer or the manufacturer in 
Cuba is required to put up, say, $500,000 in margin against sales he 
might make on the sugar exchange that has not yet been completed? 

Mr. Arkinson. Well, let us take a specific example, without men- 
tioning the actual case, and say you have a high-priced margin on 
sugar and that it is quite expensive to increase production, because the 
producer not only takes the risk of increasing the production but he 
also knows that within 4 months’ time he has got to take the risk on 
the price for that sugar. As long as you have an exchange that 
permits him to sell futures ahead, the price is then guaranteed, which 
makes it more likely that he will go ahead and increase his production. 
Likewise, the more costly you make it for him to put up the margin 
the more margin required on each transaction; therefore, the more 
costly will be his operation, because there is a limit to the amount he 
can put up. 


83473—51—pt. 3——-7 
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Mr. Burrerr. In other words, if he had: to put up $1,000,000 
margin instead of $500,000, that extra $500,000 would be taken out 
of his credit for production? 

Mr. Arxinson. That is correct. 

Mr. Burrerr. Now, on this matter of hedging and speculation. 
Suppose | was running a grocery store and I had two choices when I 
bought for next year: I could go out and buy, say, 10,000 pounds of 
coffee and put it in my basement, or warehouse? 

Mr. Arkinson. Yes. 

Mr. Burrerr. But if I bought 10,000 pounds on the exchange I am 
speculator? 

Mr. Arxinson. That is correct. There are a great many buyers 
today who deal in futures; a great many purchases take place on the 
exchange, and the volume of coffee has not gone up. 

But if you inventory the supply, stockpile it, that is not the sam 
thing. 

There are many things that you cannot reach. Anyway, you can- 
not reach it by that sort of control. 

Mr. Burrerr. If I buy coffee on the exchange for delivery, say, in 
6 months, and when I close out the contract in 6 months, sell out the 
coffee, the transaction has somewhat been balanced? 

Mr. Arkinson. Yes. 

Mr. Burrerr. In the long run, all these future trades balance each 
other so far as bulls and bears are concerned. 

Mr. Arxinson. That is correct. 

Mr. Woucorr. What happens when there is no buyer? 

Mr. Arxinson. The seller is buying underneath—there is no con- 
tract. 

Mr. Woxicorr. What about the producer? 

Mr. Arkinson. The producer is willing to increase his production 
up to the level that he thinks he is insured he is going to get a price 
for his product at which he can afford to sell. 

Mr. Woxcorr. The exchange is a sort of insurance, a guaranty to 
the producer that he is going to be able to market his commodity? 

Mr. Arkinson. That is correct. 

Mr. Brown. Mr. Atkinson, are there other coffee and sugar ex- 
changes in the United States? 

Mr. Atkinson. We do not have any other coffee exchange. 

Mr. Brown. This is the only one; your organization? 

Mr. Atkinson. That is correct. 

Mr. Wotcorr. Did you want to have this statement of Mr. Craw- 
ford included in the record? 

Mr. Arxinson. We would like to have it. 

Mr. Brown. We will be glad to have it. 

Mr. Wotcorr. You want to incorporate it as a part of your 
remarks? 

Mr. Atkinson. Mr. Wolcott, I think it is one of the finest state- 
ments [ have seen, and | do not see any harm in having it incorporated 
in the record if the committee is willing. 

Mr. Woucorr. I read it, and I talked with him about it, and I 
quite agree with you that it is quite an outstanding work on this 
subject, and perhaps it ought to go in as part of bis remarks. It is 
not too long, and I would like to ask unanimous consent that it go 
in our record as part of it. 
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Mr. Brown. Without objection it will be included in the record. 
(The matter referred to is as follows:) 


CONTROL OF MARGINS ON ComMmopity ExXcHANGES—SPEECH OF Hon. Frep L. 
CRAWFORD OF MICHIGAN IN THE HovuskE oF REPRESENTATIVES TUESDAY, 
Aprit. 24, 1951 


Mr. Crawrorp. Mr. Speaker, sometime ago on the House floor, an exchange 
took place in which an attempt was made to fix party responsibility for the defeat 
of a provision in the original draft of the Defense Production Act which would 
have given the President the authority to fix margin requirements for trading on 
the commodity exchanges. 

During that discussion, familiar charges were repeated about speculation on the 
commodity exchanges and the conclusion was drawn that this speculation was a 
factor in increasing commodity prices and the cost of living. 

Without saying whether Democrats or Republicans were responsible for the 
defeat of the effort to increase the Government’s authority over the commodity 
exchanges, I want to say that I supported the amendment to the Defense Produc- 
tion Act for deletion of the commodity exchange provision. I did so after con- 
sidered judgment and I would do so again under similar circumstances. 

Bear in mind please, that the proposal we are talking about was not a proposal 
to put the commodity exchanges out of business because of the speculation which 
takes place on them. Nobody, so far as I know, has said that the commodity 
exchanges should be closed. On the contrary, even the Department of Agriculture, 
which has been the principal proponent for control of margins for futures trading 
on the exchanges, agrees that the exchanges serve a useful purpose. This is 
attested by many statements from Department officials. The question comes 
down to the advisability of giving the Government more power over the exchanges, 
including giving the Government the authority to raise margins, or lower margins, 
on the theory that speculation does have a vital influence upon commodity prices. 

Chief Justice Taft, in delivering the opinion of the Sunreme Court in the case 
of the United States v. The New York Coffee and Sugar Exchange, Inc. (263 U. 8S, 
611) said: 

“The usefulness and legality of sales for future delivery, and of furnishing an 
exchange where under well-defined limitations and the rules the business can be 
carried on, have been fully recognized by this Court. * * * Those who have 
studied the economie effect of such exchanges for contracts for future deliveries 
generally agree that they stabilize prices in the long run instead of promoting 
their fluctuation.” 

Like William Howard Taft, I maintain that the rise or fall of commodity prices, 
for any but very brief periods, simply reflects market conditions. Ina free market, 
prices cannot but reflect supply and demand. The exchanges simply mirror these 
prices. 

What then is the function of the commodity exchanges? They serve two 
primary purposes: 

First, they show accurately what prices are from hour to hour and day to day. 

Second, they serve as insurance for the elements of an industry which does not 
wish to speculate, but which wish to make their profits out of the services they 
perforin, 

The advantage of a place where anyone interested can readily obtain accurate 
and up-to-date information on commodity prices should not have to be spelled out. 

If there is any question about the importance of this function of the exchanges, 
[ refer you only to the recent experience on the cotton exchanges. The general 
ceiling price regulation, issued on January 26, resulted in the closing of the cotton 
exchanges until March 8. The cotton exchanges opened on March 8 following the 
issuance by OPS of specific price ceilings on upland cotton and a supplementary 
regulation which fixed ceilings for futures trading. 

During the period from January 26 to March 8 the entire cotton trade was 
paralyzed. The general price ceiling was such that no one knew what the price 
of cotton was supposed to be. The producers of cotton could not sell their 
cotton; merchants could not quote prices to mills, nor mills to their purchasers. 
The holders of contracts on the exchanges could not fulfill their contracts. Every- 
thing was at a standstill until the exchanges opened. 

The exchanges now are doing their best to function but, as the cotton industry 
informed OPS, it is difficult for any industry to funetion in a Government strait- 
jacket. I am of the opinion that price ceilings on raw cotton and some other 
agricultural commodities will prove unworkable and eventually will be lifted. 
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Meanwhile, the ceilings will have failed in their primary purpose of preventing 
inflation and much damage will have resulted to the industries sieaheds 

It, however, is not my purpose today to discuss price ceilings on agricultural 
commodities. I intend to confine myself primarily to the proposal recently 
talked about on the House floor—the proposal to give the Government the au- 
thority to fix margins for trading on the exchanges, and to explain the reasons 
for my attitude. 

As I have stated, the recent experience with the cotton exchanges has demon- 
strated the purpose which the exchanges serve as the authentic source of price in- 
formation. Before leaving this point I would like also to state what happened 
in World War I. The cotton exchanges closed after war began and remained 
closed for several months. During this period, prices of cotton varied widely 
over the Cotton Belt. They even varied from locality to locality. With the ex- 
changes closed, nobody knew what prices were. 

Now let me return to the second of the primary purposes of a commodity mar- 
ket—to serve as insurance for the elements of the industry which does not wish 
to speculate. 

Let me illustrate how this insurance works. It is called hedging. For ex- 
ample, a grain merchant buys wheat from producers and sells an equivalent 
amount of wheat in the futures market. When he sells the wheat he bought 
from farmers, he buys back his futures contract, thus closing out the transaction. 

If the wheat he bought declines in price before he sells it, he loses on this 
transaction, but he gains an equivalent amount on his futures transactions. 

Such an operation, simply stated, is hedging. The merchant referred to is 
protecting himself, through the medium of the market, from speculative risks in 
the market. 

Since the merchant is protected, he can borrow from 80 to 85 percent of the 
value of his wheat from the banks at a comparatively low rate of interest. 
Similarly, the millers of flour protect themselves on their wheat stocks through 
hedging and consequently can finance their operations at a comparatively low 
cost. Other elements in the industry, including the producers, avail themselves 
of the insurance afforded by the exchanges. 

Someone may say, however, as they have said many times in the past: ‘“‘We 
do not wish to interfere with legitimate hedging. We want the legitimate 
operator to be protected. The villain we are after is the speculator.”’ 

That sounds good. It has the virtue of all flat and simple statements. Let 
us explore this matter somewhat further and see if we can drive out speculation 
and protect the man who simply wishes to hedge and protect himself. 

How does a commodity market operate? How does it afford the operator 
who wishes to hedge the protection he wants and which we wish to give him? 

If a market is to afford this protection, someone must be available to buy 
and to sell whenever cotton, or grain, or any other commodity which is offered 
on an exchange. If a cotton merchant, for example, wishes to sell a futures 
contract, someone must be ready to buy it. If he wishes to buy a futures contract, 
someone must be ready to sell it. 

If we drive out speculation, we are likely to destroy the commodity markets. 
The speculation in these markets enables the hedging operator to buy when he 
wishes to buy, or sell when he wishes. If these is no speculation in the market, 
hedging—which everyone wants to protect—would be impossible. Two persons, 
one wishing to sell and one wishing to buy, are necessary for a transaction on the 
futures exchanges. There is not enough so-called legitimate hedging on the futures 
exchanges for a commodity market to furnish price insurance for hedgers. Specu- 
lation in the market means that at almost all times there are buyers and sellers 
in the market and that a transaction will be consummated in a matter of minutes. 

We may sit in moral judgment on speculation on the exchanges, but I would 
like to point out that the element of speculation is present in almost every business 
transaction. If the Members of this House will reflect a moment, I am certain 
they can recollect some business transactions which they have entered into which 
were speculative. Almost every purchase of real estate, or any other investment, 
has a speculative character. I do not have to belabor this point. It is obvious. 

I might also point out that many speculative exchange transactions are in reality 
investments and are long term in nature. If a man with money to invest thinks 

the price of wheat is going up, I see no reason why he shouid not buy wheat, either 
on the futures exchanges, or wheat from farmers. But that simply is a personal 
expression of opinion. I am not attempting to defend speculation as such on the 
exchanges. I am simply trying to point out the function which the speculation 
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has in exchange operations, and that if we want the exchanges to exist there must 
be apg ‘ 

The late Justice Oliver Wendell Holmes, one of the country’s great jurists, said: 

“Speculation is the self-adjustment of society to the probable. * * * Its 
value is well known as a means of avoiding or mitigating catastrophes, equalizing 
prices, and providing for periods of want.” 

This, of course, does not dispose of the proposal that the Government be given 
power to regulate margins on the exchanges. The Government argues that it 
does not wish to stop speculation but to control it. There is no more effective 
instrument of control than the control of margins. If margins are increased sub- 
stantially, the volume of trading, including speculation—and hedging—in a com- 
modity, naturally will decline. 

The whole question comes down as to which is to be the judge of the margin 
required for a futures transaction, the exchange or the Government? 

rankly, I am inclined to think that the exchange knows more about its own 
business than the Government. The Government’s case is that speculation has 
been a sizable factor in the recent increase in commodity prices. have seen no 
proof of this contention. 

If we grant that speculation on the commodity exchanges is a big reason for 
the rise in farm prices, how do we account for the increase in other commodities 
not traded in on the exchanges? 

Since Korea, farm prices have advanced about 21 percent, but the price of 
industrial raw materials—few of which are traded in on the exchanges—have 
advanced about 50 percent. Tin, which is not traded in on the exchanges, has 
risen about 138 percent; lead nearly 50 percent; aluminum 78 percent; chemicals 
about 27 percent; and textiles 32 percent. None of these are traded in on the 
exchanges. 

If we single out exchange speculation as a major factor in price rises, how do 
we account for the far greater price increases in products not traded in on the 
exchanges? 

Everyone knows, of course, that the rise in prices since Korea has been due 
to factors in no way connected with trading on the commodity exchanges. The 
exchanges simply reflect these conditions, just as the price for any commodity 
reflects the supply and demand for the commodity in the absence of a controlled 
market. 

The effort made to connect price increases in food products with speculation 
on the exchanges also conveniently ignores some other factors. 

For example, a great hullabaloo has been made about the price increases jn 
cotton, to which I shall refer again later. But you are not told that the cotton in 
a shirt now selling for $3.50 to $4 probably did not bring the farmer more than 
30 cents. 

Nor do we hear that the corn in a can retailing for 19 or 20 cents brought less 
than 2% cents to the producer. 

Onions which were selling in stores in November 1950 for 5.7 cents a pound 
had been sold by farmers for a little over 1 cent. 

The wheat in a loaf of bread which sells for 15 or 16 cents brings farmers only 
about 2% cents. 

Does speculation on the exchanges account for these spreads? I am not assail- 
ing the disparity between the price of the agricultural commodity and the finished 
product. Many factors account for this spread. I am simply reminding those 
who are aroused over food prices that they must look elsewhere than speculation 
for their scapegoat. 

The Department of Agriculture has been the leader of those who have sought 
to extend controls over the commodity exchanges. Last year, while Congress 
was considering the Defense Production Act, the Department issued a number of 
statements connecting farm-price increases with speculation on the exchanges. 
But the Secretary of Agriculture, Charles F. Brannan, on February 9 issued a 
statement defending farm prices. He said: 

“A number of recent public statements have created the impression that 
agricultural commodity prices are unreasonably or disproportionately high in 
relation to prices of other consumer goods or to wages or to the farmer’s costs. 
This impression is not warranted by the facts.” 

The Secretary also said: 

to 9 is a better bargain for the average person today than in the prewar 
period. 
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I would like to quote another portion of the Secretary’s statement: 

“Prices of many manufactured items tend to rise because market supplies are 
being lowered in order to permit increased production of military goods. Most 
agricultural commodities, on the other hand, are available in reeord and near- 
record amounts, but demand is increasing as consumer incomes increase. 

These considerations emphasize the importance of abundant production in the 
job of keeping prices of agricultural commodities at reasonable levels. On the 
other hand, it should not be taken for granted that agricultural production can be 
increased enough to meet all of the rising demands.”’ 

There is not one word in the statement about speculation on the commodity 
exchanges. As I stated, last year, when the Defense Production Act was being 
considered, the Department of Agriculture issued many statements which indicated 
that speculation was shooting farm prices upward. Some of these statements were 
misleading. For example, the Department compared the margins required for 
trading on the stock exchanges with the margins on the commodity exchanges. 
The inference was that high margins had not hurt the stock exchanges and would 
not harm the commodity exchanges. 

The statement completely ignored the fundamental difference between the 
stock exchanges and the commodity exchanges. The stock exchanges do not 
furnish insurance for those who trade on them. You cannot hedge on a stock 
exchange. 

Several months later we find the Department defending farm prices and in 
the statement by the Secretary there is not one word about speculation on the 
commodity exchanges. 

Surely, if the Secretary really felt that speculation was a substantial factor in 
causing farm prices to rise, he would have again assailed gambling, and would 
have stated that if the additional authority sought over the exchanges had been 
granted, farm prices would have been lower. 

Since the Korean War began, the price of cotton has advanced about 40 percent, 
or substantially more than the prices of most other farm commodities. But 
speculative interest in cotton has been substantially less through the period of 
price advances than it was in 1949. Speculative interest on the New York 
Cotton Exchange during July 1950 was approximately 12 percent less than it was 
during October 1949. Speculative interest in cotton on the New York exchange 
has continued to decline during the period of cotton price advances. Now, with 
price ceilings on raw cotton the speculative interest in the market is negligible— 
yet spot cotton prices remain at the ceiling price. 

Everyone familiar with cotton knows that the reasons for the rise in cotton 
prices is not speculation but has been due primarily to an extremely short crop 
in 1950, a crop less than 10,000,000 bales as compared to ordinary production of 
from 13,000,000 to 15,000,000 bales. An added factor, of course, has been the 
inflationary forces let loose by Korea and abetted by the monetary policy of the 
administration. Our currency is inflated and our dollar is worth less and less. 
But this fact, as plain as an elephant in a circus day parade, is ignored and we 
hear preorations that would lead one to believe that if only speculation on the 
commodity exchanges could be curbed all would be well. This attitude is 
ridiculous. 

Almost all agricultural commodities traded in on the futures exchanges now 
are at parity levels, and are under price ceilings, or are close to parity levels. 

The volume of speculative trading in the commodities which have reached price 
ceilings have followed the pattern established in cotton and has fallen sharply. 
But there have been no significant price declines in these commodities. 

Even with the hysteria which attended the fighting in Korea and which re- 
sulted in the passage of the Defense Production Act, the Congress refused to 
approve the administration’s proposal to include the authority to control margins 
for futures trading in the act. 

The House rejected the proposal by a roll-call vote, 198 to 194. The Senate 
Banking and Currency Committee turned down the proposal in committee and 
it never came to a vote on the Senate floor. The proposal was rejected in spite 
of almost frantic attempts to include it in the law and despite the furore about 
prices which made it extremely difficult to legislate wisely and well. 

During the discussion of this question last vear it was made plain that the pro- 
posal to give the Government authority to regulate margins for futures trading 
is notnew.  Theadministration has reeommended it on several previous occasions. 
The President recommended such action in 1947. The Joint Committee on the 
Economie Report of the Eightieth Congress considered the matter thoroughly 
and refused to approve the plan. 














& 
% 
4 


| 






















DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1515 


Later in the same Congress, a bill, 8. 1881, again proposed to give additional 
authority over the exchanges to the Secretary of Agriculture, including the 
authority to control margins. 

This also was rejected after hearings by the Senate Agriculture Committee. 
Since that time many bills have been introduced in Congress proposing an exten- 
sion of authority over the futures exchanges. The Senate and House Committees 
on Agriculture have studied these bills and have failed to report a single one 
favorably. 

It is significant that the only committee, the House Committee on Banking and 
Currency, which has reported favorably a bill to give the Government the power 
to control the margins for futures trading, had held no hearings on the matter 
when it did so. Later, after the committee had an opportunity to examine the 
question, a move was made to reconsider the vote. The vote on this move, as I 
recall, was 12 to 12. In other words, the Committee on Banking and Currency 
failed by only one vote to rescind approval of the exchange section. 

The proposal to control the margins for trading on the exchanges has been put 
forward during periods of rising prices and during periods of declining prices. 
If prices are declining, the argument is made that speculation is responsibie; if 
prices are advancing, the argument is made that speculation on the exchanges is 
responsible. 

What is the real reason for this stubborn insistence that the Government needs 
more power over the commodity exchanges—power above and beyond the ample 
authority over the exchanges which it already has? The real reason is the desire 
for an extension of Federal authority. This extension, unless it is absolutely 
necessary, is something which all of us should oppose. 

The commodity exchanges are an integral part of the free-market system. If 
we give the Government additional authority over their operations, make no 
mistake about it, the power will be used to hamper the operation of the exchanges. 
Margins will be raised to high levels. Speculators will be driven out of the 
market. Hedging will be interfered with. The exchanges, eventually, could be 
forced out of business. 

The exchanges, in my opinion, have done a good job of self-regulation. The 
margins required for trading are sufficient to protect the integrity of a contract on 
the exchanges. That is the real purpose for margins and there is no question of 
their adequacy in this respect. Nor is there evidence that the exchanges have not 
managed their own affairs in an orderly and sound way. Margins are raised as 
prices increase. If the exchanges are running their affairs satisfactorily—as they 
are—why should the Government step in? The disappearance of the exchanges 
will be another long step toward the destruction of the free economy. 

The international situation has brought developments that make some controls 
necessary. “All the more reasons to reject unnecessary controls. 

Kiven though the exchanges today are in the strait-jacket of price controls, some 
people are not satisfied. If price controls should be lifted, they still want to main- 
tain controls. So again the program to extend control over the futures markets 
is put forward and it is accompanied by the fanfare of propaganda—speculation, 
gambling, high prices. This propaganda has misled some Members of this House. 
They repeat the inflammatory statements, never stopping to look at the facts, or 
to examine the real motives behind the propaganda. 

I say to you that we should be more vigilant than ever. To repeat, some con- 
trols are forced upon us by circumstances. This is all the more reason to fight 
as vigorously as we know how against unnecessary controls. 

The plan to give the Government the power to control the margins used for 
futures trading on the commodity exchanges falls into the questionable and un- 
necessary category. 

I am against such a proposal and will continue to be against it unless cireum- 
stances— which I do not foresee—make it advisable. 


Mr. Brown. We will now adjourn to convene tomorrow morning 
at 10 o’clock. 

(Thereupon, at 4:46 p.m., the committee adjourned until tomorrow, 
Friday, June 1, 1951 at 10 a. m.) 
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FRIDAY, JUNE 1, 1951 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 


Members present: Messrs. Brown, Cole, Buffett, and Betts. 

The committee met at 10 a. m., Hon. Paul Brown, presiding. 

Mr. Brown. The committee will come to order, please. 

Our first witness this morning is Mr. John J. Riggle. Will you come 
around, Mr. Riggle, and identify yourself for the record? 


STATEMENT OF JOHN J. RIGGLE, ASSISTANT SECRETARY, 
NATIONAL COUNCIL OF FARMER COOPERATIVES 


Mr. Riaaute. Mr. Chairman, my name is John J. Riggle, assistant 
secretary, National Council of Farmer Cooperatives, with offices 
located at 744 Jackson Place NW., Washington, D. C. 

This statement is made in behalf of the National Council of Farmer 
Cooperatives, a national organization of farmers associations market- 
ing farm products and purchasing farm-production supplies and 
serving more than 2.6 million farm families. 

At the last annual meeting held in January 1951, at Chicago, the 
following resolution was adopted by the delegate body. 

The National Council of Farmer Cooperatives pledges its all-out 
support to defending and strengthening the ideals and institutions 
which constitute the economic aspects of our country’s strength. 

It believes that fundamental conflict between free and enslaved 
people through their greater initiative, resourcefulness and incentive 
to sacrifice, provided they maintain, strengthen, and use these ad- 
vantages to the full. 

It believes that at this critical juncture all segments of our society 
in and out of government should use to the fullest extent our proven 
methods toward: 

‘1. The wisest possible diversion of manpower and material re- 
sources to the defense program to accomplish its objective; 

2. Maximum production of essential items; 

3. Most effective use of residual resources toward supplying other 
demands; 

4. Minimum expenditures by Government on services not vital 
to the defense program; 

5. Attaining through taxation as close balance as possible between 
consumer spending power and the supply of goods and services 
available to consumers. 
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To this objective the National Council of Farmer Cooperatives 
pledges its facilities and its cooperation with similarly minded groups 
and with agencies of Government. 

In line with this policy, the national council has, through its repre- 
sentatives participated in activities calculated to maintain in agricul- 
ture sufficient manpower to attain the high production goals necessary 
for the defense effort. It has participated with other farm groups in 
a service to assure for agriculture necessary materials, supplies and 
equipment to man the farm plant of the Nation at a high-production 
level; has participated in private and governmental consideration of 
essential expenditures in the Federal budget; and has consistently 
proceeded on the premise that as the defense situation continues to 
develop, the spending power of the Nation and the goods and services 
available should be kept in a workable balance. 

Our members feel that the greatest contribution that agriculture 
can make to the defense effort is all-out production of foodstuffs and 
fiber and other necessary materials. They have devoted their efforts 
to providing an increased volume of production supplies and in many 

cases increased facilities for processing and distributing the ine ‘reased 
farm production of its members, such as cotton gins, feed mills, 
storage plants, and vegetable oil procesing equipment. 

And now the prospects for 1951 are that if cotton production equals 
or exceeds 1951 production goals, and weather is average for the 
Nation, total agricultural production for sale and home consumption 
will reach a new high, in the face of a reduced farm labor force of 
perhaps 300,000 workers. 

This is in continuance of an increase at the end of World War II 
of approximately 22 percent per worker in farm output since 1939, 
due to mechanization and better production methods, fostered by more 
adequate income and substantial capital plow-back. 

Our people were considerably encouraged when soon after their 
appointments the Director of Defense Mobilization and the Director 
of Economic Stabilization stated before congressional committees in 
effect that the various sections of the defense production program 
would be conducted in such a way as to maintain incentives to business, 
agriculture and labor in order to attain a high production level; and in 
order that industrial and farm production capacity should keep pace 
with both defense and civilian demand in the degree of mobilization 
then contemplated and now actually under way. 

In the first quarter of 1951, defense expenditures had risen to an 
annual rate of 8 percent of our total national output. By the end of 
1951, defense expenditures are expected to account for 15 percent of 
national output, and to reach a maximum rate of 20 percent of 
national output sometime in 1952. During the height of World War 
II 45 percent of the national output was involved in war activities. 

In the face of this probable diversion of national production and 
output to defense projects the national council delegate body, at the 
January meeting said that “such all-out production is the very best 
means of keeping prices of agricultural commodities within reasonable 
limits.” Further, they said, “For those reasons price controls on 
agricultural commodities through governmental action are premature 
at this time and, based on previous experience, would result in black 
markets, unequal distribution of food and fiber to the consuming 
public, and higher rather than lower prices. 
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If defense preparation continues for any considerable length of time 
as presently contemplated, technical progress in farming can be 
stifled or stimulated, production can be scarce or abundant, real food 
costs and prices can be prohibitive or reasonable, and quality can 
deteriorate or be improved, depending on whether production efforts 
are fostered by tested, legitimate incentives, or discouraged by the 
inequities which are a part and parcel of the controlled economy. 
Because initial controls breed subsequent controls and more controls 
in order to correct inequalities in preceding controls, which in a 
democratic economy iron themselves out under wise leaderships when 
people are properly informed. 

The incentives which lead farm people as well as workmen and 
businessmen generally to contribute greater personal effort and to 
employ more resources in increased and improved production are 
such common motives as the desire for expanding opportunities and 
interests, the satisfaction of using new processes and equipment, the 
necessity of modern replacements under the spur of obsolescence and 
depreciation, the need of meeting the shifting fancies and specifications 
of the users of the product, and the necessity of maintaining efficiency 
in organization and teamwork. 

The personal incentives can be still further defined in terms of 
family security, family education, higher standards of living, and per- 
sonal development. These business and personal incentives are 
implemented pretty generally in terms of profitable production and 
adequate wages. In an expanding economy prices and wages move 
upward as incentives to more production. 

Declining prices and wages characterize a contracting economy. 
They reflect reduced production because of restricted or limited 
incentives to produce. 

The difference between the rising profits and wages of an expanding 
economy and inflation is one of degree and of stimulation. Inflation 
is stimulated by fear of scarcity of goods, of the value of the dollar, 
and of political insecurity, or it is stimulated by a breaking down of 
the productive system, or excessive use of funds and credit, both 
public and private. 

Everybody is against inflation, but for an expanding economy. 
But the treatment for inflation in an economic democracy we believe, 
is not rigid price and wage controls. The answer, along with the 
other answers in an economic democracy, is an enlightened and 
informed public opinion under wise leadership. 

We believe if the same energy and leadership were devoted to the 
problems of our inflation threat as was put into, say, the Libery Loan 
drive of the First World War, the people of this country would respond 
with a self-discipline and restraint which would be an eye opener to 
those who have learned to think in terms largely of controls and 
Government coercion. Housewives, workers, farmers, industrialists, 
financiers, distributors, and professional people need to be told the 
related facts about public expenditures, taxes, credit, foodstuffs, 
materials, supplies, scarcities, and the situation with regard to availa- 
bility, demands and use in civilian and defense activities; and what 
they can do about it. Voluntary group organizations could bring 
the force of public opinion to bear on recalcitrants among their fellows. 

I believe we have a demonstration of the effectiveness of this 
approach in the voluntary committees of commercial and investment 
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bankers which are effectively screening loans and bond issues for 
productive purposes and inflation tendencies. Other groups also 
are engaged in effective private anti-inflation activities among them- 
selves on a voluntary basis. 

We believe section 402 (a) of title IV could be implemented in this 
fashion with a portion of the funds appropriated for price and wage 
regulation through a comprehensive program of voluntary mobiliza- 
tion of the various sectors of the economy against inflation and other 
problems of the defense effort, with every prospect of success, unless 
a very extreme situation develops in the future which requires the 
use of a major part of our manpower and resources in war. 

In the present situation we believe the price control and wage 
stabilization provision of title IV should be allowed to expire June 30, 
1951. The authority for use of subsidies to roll back food prices, and 
to freeze the parity index on an annual basis proposed in H. R. 3871 
should be withheld. 

The former is definitely inflationary. The latter would demoralize 
the farmers market at the harvest season, and disrupt the orderly 
distribution of farm products over the consumption year. 

Mr. Brown. Mr. Riggle, did you or any representative of your 
group appear before the committee last summer when we had hearings 
on the defense production bill? 

Mr. Rieewe. I think some of them appeared perhaps; I do not 
think anybody from our office appeared; I think probably there was 
a statement sent up. 

Mr. Brown. What was the attitude of the council prior to the 
control program on wages? 

Mr. Riecue. At that time our body had not actually formulated 
a position. They did not act until January, when they had their 
annual meeting in January and had not asked a formal hearing on 
the proposal that was before Congress. 

Mr. Brown. You did not appear for the bill or against the bill? 

Mr. Rieger. No. 

Mr. Brown. And made no statement about it? 

Mr. Riaeue. I think there was some correspondence about it, but 
I do not think there was any statement at the hearings or anything 
of that kind. 

Mr. Brown. You did not take any position anywhere with respect 
to the defense production law, the bill that we considered last summer? 

Mr. Rieeie. No; we had not taken any formal action; no formal 
consideration by our organization. 

Mr. Brown. The organization did not meet and discuss it at that 
time? 

Mr. Rieeie. The body meets annually in January. 

Mr. Brown. When? 

Mr. Riaeue. In January. 

Mr. Brown. You mean you did not hold a meeting on this matter, 
which was so important to your group, before January? 

Mr. Rieeix. No; we did not have a meeting at that time. 

Mr. Brown. Where do you reside? 

Mr. Riaaue. Here. 

Mr. Brown. Where is your home? 

Mr. Riaewe. In Virginia. 

Mr. Brown. In Virginia? 
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Mr. Riaeue. Yes. 

Mr. Brown. In what county? 

Mr. Rigeie. Loudoun County, Va. 

Mr. Brown. You have an organization in many of the States of 
the Nation? 

Mr. Riaewe. Yes. 

Mr. Brown. In how many? 

Mr. Riaeue. I think our membership is in practically every State 
in the country. 

Mr. Brown. You have offices here in Washington? 

Mr. Rieeue. Yes. 

Mr. Brown. Are there any questions? 

Mr. Berts. You suggest that title IV should be allowed to expire; 
you mean all but section 402 (a)? 

Mr. Rieger. I said that the price control, wage stabilization 
provision of title IV should be allowed to expire. 

Mr. Berrs. You mean the provisions of section 402 (a) should be 
retained in the law; is that right? 

Mr. Rieger. Yes. 

Mr. Berts. That section relates to education of people voluntarily? 

Mr. RiaGuer. Voluntary programs of the type that were employed 
and implemented in connection with credit controls. 

Mr. Berrs. That is much like we had just after the war began? 

Mr. Rieger. I should think that it would be in the line of the 
mobilization we had during the Liberty Loan drives, with local 
meetings under leadership, and programs of advertising and general 
information to the public and even personal visits. 

Mr. Berrs. That is all I have, Mr. Chairman. 

Mr. Brown. Do you have anything further you desire to file for 
the record? 

Mr. Rieaie. No; not at this time. 

Mr. Brown. Very well; thank you for your statement. 

Mr. Rieeie. Thank you. 


STATEMENT OF HON. SCOTT W. LUCAS, ON BEHALF OF THE 
AMERICAN FINANCE CONFERENCE 


Mr. Brown. The next witness is Hon. Scott W. Lucas, a very 
distinguished American citizen, a former Member of the House and 
a former United States Senator. 

We are very glad to have you with us, Mr. Lucas, and you may 
proceed. 

Mr. Lucas. Thank you. 

Mr. Chairman and members of the committee, I am appearing 
before you today on behalf of the American Finance Conference, a 
group comprising some 366 independent automobile sales finance 
companies operating through more than 1,300 offices doing business 
in all parts of the United States. 

About 10 days ago I testified before the Senate Banking and 
Currency Committee on the companion bill to the one you are now 
considering. The burden of my testimony then was that regulation 
W issued by the Federal Reserve Board under the authority vested 
in it by title VI of the Defense Production Act of 1950 was so un- 
conscionable and inequitable, at least insofar as it dealt with the 
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controls over the installment purchase of automobiles, that should 
Congress decide to extend the powers granted in title VI, the only 
sound way of meeting the issues presented would be for Congress to 
write a floor in the law. 

Nothing has happened since I appeared before the Senate Banking 
Committee which would lead me to modify that conclusion. In fact, 
as I shall advert to in a few moments, developments in this intervening 
period only serve to corroborate my feelings. For this reason, a good 
deal of what I say to you today will be a repetition—a repetition of 
thought, in any event, if not of language. 

As one who served in the House of Representatives for 4 years and 
in the United States Senate for 12 years, | am not unmindful of the 
magnitude as well as the seriousness of the problems which confront 
your committee as you consider legislation intended to continue that 
act. 

There is no escaping the fact that the Defense Production Act of 
1950 represented a very grave departure from the normal relationship 
which exists between our Government and its citizens. The extra- 
ordinary power to impose controls over production, distribution, and 
credit was justified only because we were confronted with an extra- 
ordinary situation. 

Wisely, I believe, the Eighty-first Congress provided for a termi- 
nation date for many of these authorizations, for it thus assured the 
Congress an opportunity to reexamine the picture. 

Now it seems to me that that reexamination must be made against 
the background of two large questions: 

(1) Is the situation critical enough to justify the controls which are 
authorized; and 

(2) If the answer to the first question is ‘‘yes,’’ then has the exercise 
of the powers been calculated to accomplish their purposes, and have 
these controls been so equitable in their application as to justify their 
unrestricted continuation? 

If the answer to the last query is “‘no,”’ then we respectfully submit 
that a floor must be written into the law to protect adequately an 
important part of the automobile industry of America. 

In appearing before you today, I want to invite your attention to 
one type of control—a control which finds its authority in title VI of 
the Defense Production Act of 1950. That authority expires on 
June 30 of this vear. Under H. R. 3871, the authority to exercise 
that control would expire on June 30, 1953. 

I refer to Regulation W of the Board of Governors of the Federal 
Reserve Board, authority for which is found in section 601 of the act, 
conferring power on the Board of Governors of the Federal Reserve 
System to exercise consumer credit controls. The particular aspect 
of the regulation W, as amended, to which I invite your attention is 
that part which requires a minimum of one-third down payment for 
new and used cars sold on the installment plan and which fixes the 
maximum maturity at 15 months. 

I shall have occasion in a few moments to measure regulation W 
insofar as it applies to the installment sales of new and used cars against 
the criteria which I have named above; that is, accomplishment of 
purpose and equity inapplication. But I cannot refrain from pointing 
out that regulation W was made effective on September 18, 1950, only 
10 days after the act was approved. You will recall that under 
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section 709 of the act, rules, regulations, or orders, or amendments 
thereto, issued under authority of that law were to be promulgated 
after there had been consultation with industry representatives, 
including trade association representatives. Assuming that there was 
“extensive consultation with trade groups before regulation W was 
initially issued,’’ as Chairman Martin of the Board of Governors of 
the Federal Reserve Board stated to this committee when he testified 
before vou on May 10 of this vear, there certainly was no consultation 
before the issuance of amendment No. 1, effective October 16, 1950. 
That amendment—and bear in mind the requirement of industry 
consultation was applicable to amendments, too—reduced the maxi- 
mum maturity of installment sales of automobiles from 21 months to 
15months. In fact, at the time the amendment was issued the Board 
accompanied the publication of the amendment in the Federal Register 
on October 17 with this statement: 

Special circumstances have rendered impracticable and contrary to the interests 
of the national defense consultation with industry representatives, including trade 
association representatives, in the formulation of the above amendment; and, 
therefore, as authorized by the aforesaid section 709, the amendment has been 
issued without such consultation. 

Mr. Chairman and members of the committee, the present defense 
legislation was enacted into law while I was serving as majority leader 
of the United States Senate. Without qualifying the position on this 
legislation I now hold, it might lead to the charge that I was acting 
in a selfish capacity, ignoring the basic philosophy in the bill which I 
supported in the Eighty-first Congress. I wish emphatically to state 
that had I had the slightest reason to believe that the Federal Reserve 
Board would use the delegated power in such an arbitrary and capri- 
cious Manner as we find in regulation W, as amended, I would have 
favored a limitation upon that power by placing a floor below which 
the Federal Reserve Board could not reduce consumer credit. 

I might add that immediately after October 16, 1950, when the 
Board used this extraordinary power over individual action, I tele- 
phoned Mr. MeCabe, then Chairman of the Board, vigorously pro- 
testing the decision, requesting that the Board reconsider its action, 
and that the industry representatives be given an opportunity to be 
heard in accordance with section 709 of the Defense Production Act. 
That request was denied. 

Mr. Brown. When was that done, Mr. Lucas? 

Mr. Lucas. The amendment was issued, Mr. Chairman, on October 
16, 1950, and it was, I would say, within 3 days after the amendment 
was promulgated that I telephoned from Chicago to Mr. McCabe 
protesting somewhat bitterly the decision that had been made, request- 
ing that the Board reconsider it, and that consultation be had with 
the industry. As I say, that request was denied. 

In view of what the Federal Reserve Board did in arbitrarily making 
regulation W more restrictive, I believe it is not unreasonable, in 
examining what the Board proposes to do with extended authority, 
to examine how they have acted under existing authority. 

And I submit that if future conduct is to be of a pattern with the 
conduct obtaining in the case of the issuance of this amendment 1, 
then this committee had better take a long look before extending 
consumer-credit controls under present conditions; but if you do 
extend them, then we thoroughly believe that a limitation of the 
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Board’s power must be written into law—in other words, a floor 
below which the Board cannot go. 

This committee should also consider the following: 

Section 708 of the Defense Production Act authorizes the Board of 
Governors of the Federal Reserve System to encourage financing 
institutions to enter into voluntary agreements and programs to re- 
strain credit where such restraint will further the objectives of the act. 

A national committee known as the Voluntary Credit Restraint 
Committee has been created, with Hon. Oliver S. ‘Powell, member of 
the board, as chairman. This action is in keeping with congressional 
intent. The experience of the Congress with rigid controls in the past 
has been anything but encouraging. Therefore, the voluntary credit- 
restraint program, requesting banks, life insurance companies, invest- 
ment banks, and many other types of lenders not to extend credit of 
an undesirable character is a commendable step in the right direction 
against inflation. However, it makes one wonder why regulation 
W, as amended, became effective before the voluntary method was 
tried with financial institutions and dealers who handle installment 
credit upon automobiles. It would seem to me wholly unwarranted 
to make installment selling of automobiles the whipping boy of inflation 
in the absence of actions covering all segments of our economy. 

However, charges of precipitous and ill-considered action based on 
the short period of time for study and consultation and charges of 
failure to consult with industry members along with the voluntary 
credit-restraint program must be subordinated to the more objective 
approach of analyzing the purposes for which the regulation was issued, 
and seeing whether operations under the regulation achieve its purpose. 

Now, Mr. Chairman and members of the committee, what were the 
declared purposes of regulation W? They are two: 

To check inflation by reducing the credit available to the public 
for purchase of goods that are in short supply; and 

(2) To save essential materials by reducing the demand for durable 
goods. 

Before going ahead, let me make one thing crystal clear: Neither I 
nor the group for which I speak contends that it is unnecessary to 
curb inflation and to conserve essential materials. I am anxious that 
you understand our position on this point, for I assure you that I would 
not be here if I thought that opposition to regulation W meant the 
promotion rather than the retarding of inflation, of the dissipation 
rather than the conservation of essential materials. 

Perhaps the second justification—that of conserving critical materi- 
als—should be taken up first and dismissed quickly. I have already 
mentioned that regulation W applies equally to used cars as well as to 
new cars. I shall welcome any help from this committee toward 
explaining how credit control on used cars conserves materials. I 
should hope that before this hearing ends the chairman or some 
member of the Federal Reserve Board would explain this economic 
fallacy. 

As to new cars, it is obvious that the manufacturer depends upon 
the availability of materials going into the cars. There is ample 
power in the Defense Production Act for the allocation of materials to 
automobile manufacturers, and, in fact, that power has been exercised. 
No amount of curbing consumer demand is going to make scarce 
materials plentiful. It must be readily obvious to this committee 
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that you can’t control the manufacture of new cars by making it 
impossible for those who need them to buy them. As long as manu- 
facturers are going to be able to get the steel, aluminum, copper, and 
so forth, which go into their cars, they are going to make cars; and 
if these materials are critically necessary for the defense effort, the 
present law confers ample jurisdiction on the Executive to reduce the 
amount of such materials available for automobile manufacturing and 
to divert those materials for defense activities. 

As a matter of fact, announcement was made only recently that 
there was to be a reduction in the amount of steel made available to 
automobile manufacturers. 

And we submit, Mr. Chairman, that is the real way in which to 
attempt to control inflation as far as automobiles are concerned, to 
get at the source of supply of automobiles, and not to use it upon a 
very infinitesimal part of the economy affecting automobiles. 

Incidentally, this cut-back of steel will probably mean that the 
industry as a whole will produce about 70 percent of the cars pro- 
duced last year. Since the industry produced 6,658,000 cars in 1950, 
there will be produced approximately 4,600,000 cars in 1951—hardly 
an austere car-producing schedule. 

I must confess that I find it hard to see how any critical materials 
are conserved by a regulation which tells a man who needs a car 
that he cannot buy the car, already made, mind you, unless he pays 
one-third down and the balance in not in excess of 15 months. Inci- 
dentally, are the materials in a car not critical if the car happens to 
be purchased on an all-cash basis? 

The principal argument for the exercise of the extraordinary control 
in regulation W is, of course, that it checks inflation. Let’s use 
Federal Reserve Board Governor Powell’s definition of “inflation’’: 
“Tf the total demand for goods exceeds the supply, prices go up. 
This is inflation.” 

Now, Mr. Chairman and committee members, I do not hold my- 
self out to be an economist. However, in my many years on Capitol 
Hill and especially in my service as a member of the Senate Finance 
Committee, I have been exposed to a tremendous amount of education 
on this subject. It has been my understanding that inflation is 
caused by the creation of new money through extension of credit. 
There must be a distinction made between sources originating new 
money, and sources distributing the new money that is created. The 
only originating sources of new money are the Federal Reserve 
System and the credit program of the Federal Government. This 
consumer credit which we hear and talk about so much is not an 
originating source of new money—it is an avenue for the distribution 
of the new money. 

I believe that a valid test is the relationship between installment 
sales credit and total consumer purchasing power. Installment sales 
credit outstanding at the end of 1950 was only 3.85 percent of total 
consumer purchasing power. Let me emphasize this: That it is 
against this small volume—3.85 percent of total consumer purchasing 
power—that regulation W applies. And this figure of 3.85 percent, 
bear in mind, is related to all installment sales credit outstanding. 
The automobile portion, the part we are now speaking of, would 
represent about 2 percent of total consumer purchasing power affected 
by regulation W. (The amount of outstandings as of the end of 
83473—51—pt. 3 —8 
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March of this year for total sales credit for the products affected by 
regulation W was $7,347,000,000, of which some $3,942,000,000 was 
in automobiles and the remaiming $3,437,000,000 was in the other 
products, such as radios, televisions, refrigerators, ranges, and so forth. 

At this point I want to read from Mr. McCabe's testimony before 
the Joint Committee on Defense Production last December. On that 
occasion he said: 

We can’t buy more goods than can be produced. 


Now, the automobile industry at this particular time is producing 
more automobiles than the people can buy. 

To weaken or abolish regulation W will not produce more goods. If we are 
to succeed in maintaining stable prices and preserve confidence in the value of 
the dollar, we must make a determined effort to mop up all sources of excess 
buying power which tend to make the demand for goods greater than available 
supplies. Otherwise, we know from past experience what to expect. 

In conclusion, I would like to make this point clear: That selective credit 
controls, including regulation W, will not of themselves check all of the inflation- 
ary forces. More fundamental than selective credit controls is an adequate 
program of fiscal and general controls that restrains all types of bank credit and 
thereby curtails the total dollar volume of private expenditures. 

Last Saturday, Federal Reserve Board Governor Powell addressed 
the North Dakota Bankers Association. In a talk which excellently 
described the voluntary program, Governor Powell had this to say 
about regulation W: 

The consumer credit regulation was reestablished. While the reestablishment 
of this regulation has not brought about any marked reduction in the total of 
consumer credit outstanding, it has served the purpose of preventing any further 
expansion in installment credit since last October, in spite of the high level of 
retail trade. 

In other words, former Chairman McCabe and Governor Powell 
recognize that regulation W is just a small part of the economy that 
should be controlled, and yet regulation W (with the possible excep- 
tion of regulation X) is the most significant part of the economy over 
which you have any compulsory control. I am glad, of course, that 
we are now entering into the voluntary control stage on the some 90 
percent of installment consumer credit not covered by regulation W. 
I hope that this voluntary control program will be effective. If it 
isn’t, and if the inflationary spiral continues, I am afraid we will get 
the type of controls that none of us wants. 

But if voluntary controls are effective with the banks, insurance 
companies, and other lending institutions, why did the Board have to 
select those who are in the business of financing automobiles as the 
first major victim? 

I have tried to make it clear that at least so far as automobile 
financing is concerned, regulation W has not accomplished its purpose. 
I should also like to revert to an earlier comment J made dealing with 
the equities of regulation W with respect to automobile financing. 
Why discriminate against the wage earner and the farmer whose 
limited income necessitates installment buying, thus leaving goods 
freely available to the man with greater purchasing power? Regula- 
tion W doesn’t stop the man with money from buying for cash all the 
cars he wants; it doesn’t stop the man with substantial savings from 
meeting the rigid requirements of regulation W; it doesn’t stop the 
man whose savings have been reflected in Government bonds from 
selling those bonds in order to meet the regulation, W requirements; 
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it doesn’t stop the man with bank credit from borrowing on a single- 
payment loan and meeting the regulation W requirements with the 
proceeds of his loan. The only thing it stops is the little man, with 


no savings and no collateral, who needs a car. 


And while I am on the subject of the man who needs a car, make 
no mistake about it: A serviceable automobile is essential to millions 
of workers who depend on their cars for transportation to and from 
their defense activities. The Federal Reserve Board may not be 
aware of this important medium of transportation. But those who 
are officially concerned with this problem are aware of it. Less than 
2 weeks ago, for example, Mr. James K. Knudson, Administrator of 
the Defense Transport Administration, delivered an address before 
the Richmond Trathe Group, Richmond, Va., in the course of which 
he said: “In this emergency we have a different concept of the use- 
fulness of the private automobile under defense mobilization of war- 
time conditions. * * * Much, very much, transportation of 
workers engaged in highly important skills and occupations cannot be 
supplied by public transport media and this high priority need can 
be met only by the passenger car, and this conviction underlies our 
advocacy for a continuance of automobile manufacture.”’ But what 
good, Mr. Chairman and committee members, does it do to manu- 
facture cars, many of which are intended to provide private transpor- 
tation for workers engaged in defense activities if another Govern- 
ment agency promulgates regulations calculated to prevent such a 
defense worker from acquiring the car he needs? 

Less than a week ago Congressman Patman issued a statement on 
this subject which so accurately describes the situation that I should 
like to read in full the article in it which appeared in last Monday's 
Journal of Commerce: 

The average wage earner’s ability to obtain adequate automobile transporta- 
tion is being impeded by regulation W, Representative Wright Patman (Demo- 
crat, Texas) declared today. 

“Tt appears evident that Regulation W has become an artificial barrier between 
consumers and the goods they need,’’ Patman said. ‘‘All of us recognize that 
inflationary tendencies must be held in check,” the Congressman said. ‘‘How- 
ever, imposing stringent eredit controls on one segment of the economy, and 
leaving other items uncontrolled, is not the most effective method of curbing 
inflation. Regulation W is striking at some industries, such as the automobile 
industry, where inflationary pressures are not great,’’? he continued. 

Patman said that the inventory of used ears is considerably above normal 
throughout the Nation and that these cars are selling at as much as 25 percent 
below ceiling prices. He added that some used-car dellers are refusing to take 
cars in trade because of excessive inventories. 

Patman cited farmers and workers in defense industries as being among those 
who cannot obtain adequate transportation because of credit controls. He said 
the regulation was forcing some wage earners to cash their savings bonds and 
mortgage their homes to buy ears. 

“This does not curb inflation,’ he declared, “rather it feeds the inflationary 
fires. Under the regulation, there is nothing to prevent a wealthy person from 
buying several cars, although it is likely that the needs them far less than the wage 
earner who drives to and from work,” Patman said. ‘‘Regulation W does not 
prevent this unnecessary expenditure, but in effect it prevents the workingman 
from buying a new ear or a good used ¢ar.”’ 

And, incidentally, a man driving an old car because he can’t make 
the high down payment and meet the high monthly payments re- 
quired to buy a better one is a traffic menace. The more one studies 
this picture, the more one becomes convinced that regulation W is 
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using the installment sellers as ‘‘whipping boys,”’ but, in so doing, the 
installment buyer is the victimized poor man who suffers the most. 

It is a matter worthy of more than routine inquiry why the same 
restrictions on installment purchases of cars which were imposed during 
World War II at a time when no cars were permitted to be manu- 
factured, are in effect today when in the first quarter of 1951 the 
the industry as a whole had one of its most productive first quarters 
in its history. 

I now come to the $364 million question. While it is a fact, as 
Mr. Martin, Chairman of the Federal Reserve Board, testified, that 
the outstanding indebtedness for installment purchase of cars sold 
has been reduced by $364 million, he forgot to mention that there has 
been no letting up in the indebtedness undertaken in order to finance 
the record-breaking number of cars being produced by the manu- 
facturers and sold to dealers. The simple fact is that the same Fed- 
eral Reserve published reports from which the $364 million figure was 
derived reveal that during the same period there was an increase of 
more than $400 million in wholesale outstanding. 

Over $400 million in wholesale outstandings. Now, how can any- 
one, Mr. Chairman, and members of the committee, how can anyone 
believe that his kind of a program is a curb on inflation? In other 
words, what Chairman Martin neglected to tell you was that the 
dollar increase in wholesale outstandings was greater than the dollar 
decrease in retail outstandings during the same period. As a con- 
sequence, inventories are piling up in dealers’ hands, thanks to regula- 
tion W. To ease inventories, both in new and used cars, what is 
needed is to let the power expire on June 30. However, if that seems 
too drastic, a floor should be written into the law, the terms of which 
I shall describe later. 

Mr. Chairman, only a week ago the papers reported that the 
Hudson Motor Car Co. announced that it would shut down for 2 
weeks ‘“‘to adjust inventories to balance with demands.” It was also 
reported that although the company employs 10,000 workers, only 
7,500 will be recalled when production is resumed. 

In this connection, I want to read what Mr. McCabe said last 
December when he testified before the Joint Committee on Defense 
Production. At that time Mr. McCabe pointed out that the big 
question— 
is the supply of automobiles versus the demand for eutomobiles. If the supply 
of automobiles is going to come down constantly, and at the same time we relax 
regulation W and increase the demand for automobiles, then the country could 
easily get back where it was last summer, with the people bidding up the prices 
of a decreasing available supply. This is the big question which we have to face. 

Now, Mr. Chairman, the opposite, the reverse is true to what Mr. 
McCabe testified before the joint committee last year. In other 
words, he was expecting a short supply in automobiles, whereas the 
reverse is true. We have a large supply of automobiles, and every- 


one knows who has visited the dealers that the lots, the alleys, the . 


warehouses and the garages are filled with used cars and new cars, 
and the dealers are having a difficult time of making disposition of 
them. 

I need not remind you that the facts before your committee and 
before the country are just the opposite of what Mr. McCabe said 
would happen so far as automobiles are concerned—1951 is still going 
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to be a year of tremendous production of cars. Yet the thinking of 
the Federal Reserve Board is apparently still that regulation W is 
necessary on the theory that there is not going to be a sufficient number 
of cars to supply the demand and that, therefore, we have to have 
regulation W to stop inflation. 

Now, Mr. Chairman and members of the committee, I am aware 
that Chairman Martin of the Federal Reserve Board has indicated on 
several occasions that the Board is not now contemplating any changes 
in their credit regulations. 

That is precisely why we are here. If the Board had adjusted the 
terms under regulation W so that their effect would be in balance with 
the supply of the commodity affected, which was the intent of Congress, 
then we could understand the theory of the Board’s action. 

In other words, Mr. Chairman and gentlemen of the committee, 
if the Board arbitrarily last year went from 21 to 15 months as the 
maximum maturity in the installment sale of automobiles without any 
hearings, certainly present conditions would demand, if the Board is 
operating fairly and equitably that we increase the installment sales 
maximum maturity from 15 to 18 or 21 months in view of the glut of 
cars on the market at the present time. But does the Board take that 
into consideration? It is my understanding that they have had a 
committee in Canada studying the Canadian situation, which is totally 
different from ours, to the end that they may even further restrict 
consumer credit. In Canada the purchaser must pay 50 percent down 
and also pay the balance due in 12 months. That is what we are 
afraid may happen here, Mr. Chairman, and that is why we are ask- 
ing Congress to place a floor so that the Federal Reserve Board will 
not have the power to put a lot of folks out of business. 

But even the expression that further changes are not contemplated 
is only a current feeling and no commitment. 

If this committee were to recommend and Congress were to pass 
an extension of the Defense Production Act of 1950 which would 
include the powers now contained in title VI of the Defense Produc- 
tion Act of 1950, there would be nothing to prevent the Federal Reserve 
Board from tightening regulation W even further. 

Mr. Chairman and members of the committee, when I sat on the 
other side of committee tables and heard witnesses before committees 
on which I was privileged to serve, I often welcomed suggestions from 
them as to what changes in pending measures they would recommend 
to accomplish their ends. I would not like to close my testimony 
without similarly offering my suggestions to you. 

I am driven to the conclusion that there is no justification under 
present conditions for controls on installment sales of automobiles, 
but, should Congress decide to continue this control authorization, 
the only sound way of meeting this important problem is to have the 
Congress write a floor in the law which would preclude the Federal 
Reserve Board from promulgating any regulations with respect to 
installment sales of new cars calling for a down payment of more than 
one-third and a maturity of less than 18 months; that used cars should 
not be restricted in any way, as they constitute the bulk of the working- 
man’s transportation. 

In this connection I was interested in noting that when a witness 
from the National Automobile Dealers Association testified before 
this committee last Monday, he made the same recommendations to 
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vou (except that he included used cars) and that Congressman Brown, 
after saving that he was in favor of the 18 months, added: 

I am a member of the so-called watchdog committee and did my best to 
get the Federal Reserve to give you people 18 months. You asked for 21, and 
I suggested the compromise myself. I was bitterly disappointed when they 
didn’t do it. 

Mr. Brown. I might say that is a correct quote all right. 

Mr. Lucas. Well, | would not misquote the chairman. I checked 
that very carefully before I came in here. 

There is nothing startling or unconventional in Congress imposing 
a limitation in legislation authorizing discretionary action by the 
Executive. Such reservations of control are not at all uncommon. 
A conspicuous, highly relevant example is the power Congress gave 
the Federal Reserve Board to fix the reserve percentages of cash held 
by member banks against certain types of deposits, accompanied by 
legislative prohibition against making these percentages higher than 
the amounts set forth in the law. 

I realize, as some Senate Banking Committee members commented, 
that my suggestion is a very modest proposal. I know it is. There 
may be inflation in many phases of our economy, but there is no 
inflation in my recommendation. I am suggesting what I consider 
to be eminently sound: First, that I am not at all certain that a 
case has been made out for the continuation of the controls promul- 
gated under authority of title VI. Second, that 1f Congress should 
decide to extend the power to promulgate control regulations, then 
the exercise of those powers should be subject to a floor. Third, that 
there should be no controls on used cars. I submit that this is a 
simple, clear-cut, wholly defendable proposal and one that merits 
vour serious and I hope sympathetic consideration. 

Mr. Chairman and members of the committee, I am grateful for 
this opportunity to appear before a committee of the House.  Al- 
though it has been many vears since I served my two terms in the 
House of Representatives, it has not been so long ago but what I 
remember with deep pleasure and gratification the friendships I 
formed here and the fairness and consideration which its committees 
extend in their deliberations. 

[ am very proud to say, Mr. Chairman, that I had the pleasure of 
serving with you for 4 years when [I was a member of this body from 
1935 to 1939. 

Mr. Brown. Senator, I want to congratulate you on your very 
interesting statement. I had as much respect and admiration for you 
when you served in the House as any Member I have ever served with. 

Mr. Lucas. Thank you very much; that is very kind of you. 

Mr. Brown. Whenever you made a speech you always knew what 
you were talking about, and I enjoyed your speeches so much I never 
left while you were talking. 

Off the record. 

(Discussion off the record.) 

Mr. Brown. Mr. Cole, do you desire to interrogate the witness? 

Mr. Coxe. I want to join with the chairman in congratulating you 
on this statement. I think it is exceptionally well done. You have 
presented your arguments cogently and extremely well. 

Mr. Lucas. Thank you, sir. 
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Mr. Coie. I agree thoroughly with you that regulation W does 
not and should not attempt to control the scarce materials that go 
into automobiles, and if that was the only reason for it, it certainly 
should be completely eliminated. It can be done and should be 
done more expeditiously and properly through the channels which the 
Government now has. 

The question I wanted to ask was whether or not vou had made 
any effort to determine the difference in amount of credit which 
would be extended if the regulation were amended to require an 18 
months’ payment plan, and under those conditions do vou have any 
idea how much expansion there would be of credit? 

Mr. Lucas. I would answer that by saying that whatever I might 
sav would be highly speculative. 

Mr. Cour. Yes, I realize it would. 

Mr. Lucas. I would really refer that question to Mr. Cassat here, 
and | doubt if he could answer it, but he is in the business, and is also 
chairman of the Executive Committee of the American Finance 
Conference. 

Mr. Cote. May I say, Senator, that someone in the Federal Re- 
serve System must have had an idea that it had an impact upon the 
inflationary spiral to contract the time within which payments should 
be made, and I am wondering if any statements had been made by 
the Federal Reserve System, or whether the industry has studied the 
problem from that point of view. 

Mr. Lucas. Obviously the Federal Reserve Board had that in 
mind when they further restricted credit from 21 to 15 months,and 
] repeat what | said in my original statement with respect to what 
Mr. Martin, chairman of the board said. As I recall, on three dif- 
ferent occasions he rather effectively and enthusiastically used the 
figure of $364,000,000 as the amount that retail credits have been 
reduced, but in that same group of statistics coming from the Federal] 
Reserve Board we tind that the wholesale amount has been increased 
over $400,000,060. 

Mr. Coun, It seems to me to be entirely inconsistent. 

Mr. Lucas. Yes, it is entirely inconsistent. 

Mr. Cour. Yes. 

Mr. Lucas. And I would point that out as one of the reasons why 
rezulation W is not affecting inflation whatsoever because, after all, 
if we have more wholesale than we have retail certainly there cannot 
be any justification for regulation W on the theory advanced by the 
Federal Reserve Board. 

Mr. Coir. Do you have any comment upon my other question now, 
Mr. Cassat? 

Mr. Cassar. Yes, | would like to comment this way: A year ago 
in March when we had no restrictions the average deal purchased by 
our company extended for 17.7 months. 

Mr. Coie. For 17.7 months? 

Mr. Cassar. Yes. This March under these very restrictive terms 
they amounted to 13.5 months, so we reduced the number of months 
about 4. 

Now, that is merely a matter of liquidity. The outstandings have 
not come down to speak of. We do not believe that the turn-over 
of this credit after the goods are made has anything to do with infla- 
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tion at all, because you do not create a new debt or a wholly new debt, 
or new money when you sell a car on time. You just pay off the loan 
at wholesale, you pay off one debt with another debt. It is a dis- 
tributive process. You do not create new money. Perhaps you do 
create this much new money, whatever the net profit was in the sale. 

Mr. Cote. I think you have made an interesting point there, Mr. 
Cassat. 

Mr. Brown. Will you yield, Mr. Cole? 

Mr. Cote. Yes. 

Mr. Brown. On what terms do you sell second-hand automobiles? 
Do you sell second-hand automobiles on terms for as long as 18 months? 

Mr. Cassar. I could not hear the question, sir. 

Mr. Brown. Do you have any sales of second-hand automobiles 
on terms longer than 18 months? 

Mr. Cassar. Yes, but only the very recent car models. Our regular 
standard terms are about 24 months on cars that are now 1- or 2-year- 
old models. Then you drop down to 18 months on the next 2-year 
group, the 3-year or the 4-year-old cars, and then you handle the 
rest of them on about a 12-month basis. That is a safe way to 
extend credit in the market. 

Mr. Brown. Thank you. 

Mr. Cote. I am not sure that I can quite agree with you that the 
extension of credit on automobiles or other consumer goods does not 
create new money. It seems to me that any bank credit, or any 
credit extended does create some new money. 

Now, frankly, the question occurs to me as to whether or not 
added restriction makes any great impact upon the inflationary trend. 
That may be argumentative, but I am not sure that I can agree with 
you that the creation of credit by banks does not create new money. 

Mr. Cassar. You are talking about bank credit? 

Mr. Cour. Any credit. I assume your industry is based upon bank 
credit. 

Mr. Cassat. May I ask Mr. Rogers, who is executive vice president 
of the American Finance Conference to speak about that for just a 
moment? 

Mr. Cote. Fine. 

Mr. Rogers. Mr. Chairman, and Mr. Cole, you have to look to the 
source of the funds of the finance companies. 

Mr. Cote. I think that is an interesting point. 

Mr. Rogers. Yes. In an editorial in our magazine, Time Sales 
Financing, which appeared in March of this year, I go into that on a 
dollars-and-cents basis. I shall be glad to place that in your hands. 

Mr. Coxe. How long is that statement? 

Mr. Rocers. It covers about 1,200 or 1,500 words, but very briefly 
to get to your point on the total amount of credit, retail credit, or 
credit which sales finance companies in the United States carry, that is, 
outstandings representing the total amount which they have on their 
books, about 40 percent, and these figures are rough, of course, but 
they are within 2 or 3 percent of what they would be, about 40 percent 
comes from what we call equity funds, that is to say, from preferred 
stock, surplus earnings, common stock, and from debentures which are 
bought by savings institutions, that is, insurance companies, and so 
forth, and about 60 percent, roughly, from bank borrowers. 
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Now, then, the increase in bank borrowings last year by finance 
companies to carry the amount of increase in outstandings over that 
period of time represented only about 7 percent of the total amount of 
increase in commercial bank loans during that particular period. 

Mr. Coxe. That is very helpful; thank you. 

Mr. Rogers. I might say also about that the figures show from 
1929 to 1941, the Department of Commerce figures for that period, 
that the relationship, or the ratio between the total amount of install- 
ment sales credit, and installment credit or consumer credit, all of 
those categories outstanding during that period represesented a fairly 
constant ratio to the total amount of consumer disposable income, 
whether it was 1933, 1935, or what not. 

The reason for that, Mr. Chairman, and Mr. Cole is a very simple 
one, and it is this: The individual credit underwriter looks to the total 
amount of the funds that each individual purchaser has to pay, and 
when it gets up to a certain ratio between that credit, is no longer 
extended. So, on a composite basis the natural forces that operate in 
the industry tend to limit that amount of outstanding credit in relation 
to total income, and that ratio was approximately 10 percent during 
that whole period, and it was only the latter part of last year that that 
percentage even approached that normal. 

Mr. Lucas. I should like to make one comment on the 7 percent 
increase there in borrowings from the banks. At least part of that can 
be attributed to the tremendous inventories now on hand which com- 
pelled these financial institutions handling this type of credit to get 
more money in order to take care of the inventories that these dealers 
have. If regulation W had not been in effect and these gentlemen 
could have gone ahead and disposed of these cars on the installment 
basis of 18 or 21 months we seriously doubt whether that 7 percent 
would have shown up, or at least a very small part of it could have 
been considered as additional credit they were getting from the banks. 

Mr. Cassat. Mr. Chairman, and Mr. Cole, you are on the trail of 
the $64 question in this whole problem. 

Mr. Coxe. Yes, I know I am on the trail, but I am far behind. 

Mr. Cassat. This problem, in our opinion, is not created by offer 
of credit. That does not cause inflation. The amount of consumer 
credit used for the last 15 years has varied according to the disposable 
individual income. It is a fixed ratio of that, and if you increase 
the individual incomes in this country to where they are today, $195 
billion a year naturally you are going to have more consumer credit. 

Mr. Cots. I certainly agree with that. 

Mr. Cassat. And if you will study the Federal Reserve Board’s 
own figures on those two points, disposable income, and we have 
them all charted here, if you would like to see them, you will find it 
is a pretty fixed ratio unless you tamper with it artificially. 

Mr. Cote. That is all. 

Mr. Brown. Mr. Betts. 

Mr. Berrs. With respect to your statement, Senator, I think it is 
a very fine statement. 

I might ask what is the situation with respect to the rise in the 
retail price of automobiles? You have not followed that at all. 

Mr. Lucas. I did not quite get that, Mr. Betts. 

Mr. Berts. What is the situation with respect to the rise in the 
retail price of new cars? 
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Mr. Cassar. From what dates to what dates? 

Mr. Berrs. Take within the last 6 months, or within the last vear. 

Mr. Cassar. Well, there has been a great drop in the price of late 
model used cars in the last 6 months. 

Mr. Berrs. But how. about new cars? 

Mr. Cassar. New cars have had a 2 or 3 percent increase recently, 
but they have a ceiling price on them and any increase has to be 
approved by the Office of Price Stabilization. 

Mr. Lucas. We contend regulation W has nothing to do with the 
price of the cars. 

Mr. Berrs. Yes, 1 know. 

Mr. Cassar. You used to pay $2,800 for a late model Chevrolet. 
Now you can buy it for $1,200, $1,300, or $1,400, half the price it 
was in 1948. 

Mr. Berrs. Do you have the percentage figures with respect to the 
percentage of new cars purchased on credit? 

Mr. Cassar. Yes, we have those figures. 

Mr. Berrs. About how do they run? 

Mr. Cassar. About 45 percent of the business today is handled by 
the banks, and somewhere around 26 percent of the new cars are 
financed. 

Mr. Berts. That is about 71 percent of the purchases. 

Mr. Cassar. There has been a very material change since regula- 
tion W. It was over 50 percent at the time of the drastic controls. 
Now, apparently people buy them for cash and cash their bonds or 
borrow bank money on their collateral or something of that kind. 
In our territory we have heard of farmers coming in and getting a 
commodity loan and buying a new car with the money. 

Mr. Berrs. Does the down payment include the trade-in value of 
the old car? 

Mr. Cassar. We think the trade-in value must be accepted as 
part of the down payment. It is now and always has been. It is one 
of the traditions of the business to include the old car in the down 
payment. 

Mr. Berrs. You said that there was a distinction between the 
Canadian system and our own. 

Mr. Lucas. I am not sure what the distinction is, but it is mv 
understanding that they operate under different conditions up there. 
The only point I made in that connection was that I understand the 
Board had sent a committee to Canada to study what Canada was 
doing. Canada has probably restricted credit down to 12 months on 
the installment-payment basis, with a 50-percent payment down. I 
want to say here in view of the evidence of the tremendous number of 
automobiles on hand, in view of the inventories out all over the 
country, if anything like that should happen it would put a lot of 
people out of business. We have no assurance that it will not 
happen, because we have been told in the event Mr. Wilson and his 
group should make a very strong demand on the Federal Reserve 
Board that they further restrict credit that they would take that 
seriously into consideration. It is my understanding that is exactly 
what happened before when they went from 21 months to 15 months. 
Instead of listening to the watchdog committee here in the Congress 
of the United States or the industry, they took the advice of men in 
other branches of Government who were then dealing with the Na- 
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tional Defense Production Act, and we do not want that to happen, 
Mr. Chairman. 

We do not think the Board should continue to have this type of 
arbitrary power because of the manner in which they have used that 
power up to the present time. In other words, if they had used it in a 
fiexible manner as the Congress intended, and when these cars became 
a glut on the market if they had increased it, for instance, to 18 months 
or 21 months for 2 or 3 months’ time or 6 months’ time to give an 
opportunity to make disposition of these cars we would not be here 
today, but we are fearful of what the Board is going to do. Once 
Congress grants this power for an additional 2 vears vou can easily 
put a lot of folks out of business if they continue to exercise that power 
in such an arbitrary and capricious manner as they did when they 
reduced it from 21 months to 15 months. 

Mr. Burrerr. Mr. Chairman. 

Mr. Brown. Mr. Buffett. 

Mr. Burrerr. In our charts which we have here from the Federal 
Reserve Board they show the consumer credit at the end of 1944 was 
roughly $5 billion and at the end of 1950 it was $20 billion. 

Mr. Cassar. In 1944 nothing was sold on time, there was nothing 
much to sell. 

Mr. Burrerr. But there was still a $5 billion consumer credit in 
1944. 

Mr. Cassat. That is a horse and rabbit average that you have 
there, comparing a peak vear with a low year. 

Mr. Burrerr. I am just taking the figures as they are here. There 
was a $5 billion consumer credit outstanding at that time, in 1944. 

Mr. Cassar. Well, why not compare 1940 or 1941 with 1949 and 
1950? 

Mr. Burrerr. At the end of 1940 there was $10 billion in consumer 
credit outstanding. 

Mr. Cassar. But what percentage of the disposable consumer in- 
come did that represent? Our figures show in 1940 the disposable 
consumer income was $70.2 billion, and in 1949 it was $187 billion. 

Mr. Burrerr. You do not think that the people who get the benefit 
of this consumer eredit should make some retraction in their spending 
in this period, the same as people who are being urged to buy war 
bonds? 

Mr. Cassar. I think that they do. 

Mr. Burrerr. I am comparing the two war periods here. 

Mr. Cassar. I think they spend just about the same amount of their 
disposable income for consumer goods all of the time. 

Mr. Burrerr. But they did not in 1944. 

Mr. Cassar. Well, in 1944 there were no automobiles being manu- 
factured, there simply was not anything to buy on time. I was in the 
business at that time, and our volume went down from $13 million to 
$3 million. You cannot compare those 2 vears. 

Mr. Burrerr. What is the purpose of this agency if it is not to slow 
down the supply of short-supply metals into consumer items? 

Mr. Lucas. I do not know that I follow your question exactly, but 
as I said a moment ago, | used Mr. MeCabe’s own figures and his own 
statements he used last year when he testified before the so-called 
“watchdog committee.”” He was talking about supply and demand. 
He was talking about productivity, and that is what L have heard 
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ever since I have been in Congress—that if you produce you can avoid 
inflation; if you can produce enough commodities that are necessary 
to go pete for both commerce and defense at the present time, and 
with a high rate of taxation, you can stop inflation. 

Regardless of any figure you may use, we have more automobiles 
on hand at the present time than we have had in a long, long time. 
What are we going to do with them? Does regulation W do anything 
to take automobiles off the market? Does it do anything to stop in- 
flation as far as the automobile industry is concerned? Absolutely 
not. 

I go back to the figures that have been used here as far as retail 
and wholesale figures are concerned on these cars. It does not seem 
to me to make sense to continue regulation W, or to even talk about 
further restrictions when you have automobiles lying out in the 
alleys, every warehouse full, and every garage full. The price of them 
is coming down, but it is not because of regulation W; it is because 
they have more automobiles than a demand for automobiles, as I 
see it. 

Mr. Burrett. I respect Mr. McCabe, but I have never seen any 
evidence to make me believe that production, by itself, will solve the 
inflation problem, because all the production that we have this year 
is measured by an equivalent amount of new purchasing power from 
the production alone. If we add to that, bank credit and deficit 
financing, we are going to have a lot of inflation, at least to that 
amount. 

Mr. Lucas. I can agree with you to a certain extent. However, I 
am only using the Federal Reserve Board’s figures and facts. They 
came before the ‘watchdog committee” last year and testified and gave 
their basic reasons why they went from 21 months to 15. 

The basic question before the Congress at the present time is, as I 
see it: Has the Federal Reserve Board used its power in the manner 
Congress intended, and what is the condition at the present time with 
respect to supply and demand of automobiles. I do not say that per- 
haps at some time in the future, if conditions get worse, that we should 
not be compelled to apply this power to everybody, perhaps, but the 
only thing we have control over at the present time is regulation Z 
and regulation W. Everything else is on a voluntary basis, and why 
these two have been the whipping boys, so to speak I cannot 
understand. 

As I stated in my original statement, and perhaps the Congressman 
was not in here and I will repeat, only 3.85 of the total consuming 
purchasing power does regulation W affect, and this figure of 3.85 
relates to all installment credit outstanding. The automobile portion 
would represent about 2 percent of the total consuming purchasing 
power affected by regulation W—just 2 percent—and yet we are 
holding lengthy hearings, and the Federal Reserve Board of this 
country is trying to make somebody believe that this small amount of 
2 percent is going to cure this inflationary trend. 

I know what they are doing with respect to the voluntary restraint 
program and it is good. They should have started it months ago, but 
the fact of the matter is that regulation W is the one thing they cen- 
tered their attention on more than anything else up until just a couple 
of months ago when they started with the so-called voluntary credit 
restraint program. I just do not understand it at all. 
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Mr. Burrertt. You are looking at a Congressman who is more al- 
lergic to controls over the years than a great many of those now in Con- 

ess. At the same time, I am more concerned about the problem of 
inflation than almost anything else. 

Mr. Lucas. The Congressman and I are not in disagreement on 
that at all. If I thought for one moment that what I was presenting 
here before the committee would increase inflation I would not be 
here, but I cannot follow the theory of the Federal Reserve Board on 
the 2 percent of consumer credit involved here on the automobiles, 
when in reality the only fellow it affects in the long run is the poor 
man who does not have the money, or the collateral to go out and buy 
acar. You and I pay cash for our cars. 

Mr. Burretr. You would say, then, that the amount of money the 
banks put up for the purchase of these cars is not an addition to the 
current money supply? 

Mr. Lucas. I would say if there was a great or substantial increase, 
yes, but this 7 percent, in my opinion, is not such an increase that any- 
one should become alarmed about it. Most of the 7 percent is caused 
because of the fact that the automobile dealers and owners of this 
country cannot get rid of these automobiles, and they are tied up with 
the financial institutions of the country who had to go out and borrow 
the money in order to take care of the automobiles now on the floors 
in the inventory that cannot be sold. They cannot be sold because, in 
my opinion, of regulation W. 

Mr. Burrerr. Do you have any suggestions as to where this 
committee might halt the increase in the money supply that is going 
to do the damage? Perhaps that is not a question that you should 
answer. We are looking for that source. 

Mr. Brown. Senator Lucas, I want to thank you for your fine state- 
ment. 

The clerk will call the next witness. 

Mr. Hatuanan. The next witness is Hon. Francis J. Myers, 
representing the National Foundation for Consumer Credit and the 
Retail Credit Institute of America. 

Mr. Brown. We are very glad to have Senator Myers before us. He 
is a very popular former Member of the House and also of the Senate. 


STATEMENT OF HON. FRANCIS J. MYERS, IN BEHALF OF THE 
NATIONAL FOUNDATION OF CONSUMER CREDIT AND RETAIL 
CREDIT INSTITUTE OF AMERICA 


Mr. Myers. It is quite a coincidence that I should be following 
Senator Lucas this morning. I got into the custom of following him 
for some years on the Senate side, but I had no idea until about an 
hour ago that he was to precede me and testify before this committee 
this morning. 

I have listened rather closely to the testimony and to the questions, 
and I fear in some instances we may be a bit repetitious. 

Mr. Chairman and members of the committee, the National 
Foundation for Consumer Credit is incorporated in the State of 
New York, embracing in its membership manufacturers of a great 
many important lines of consumers’ durable goods; retailers distri- 
buting these products and offering facilities for the use of consumer 
credit; financing agencies dealing in consumer paper—in fact a cross 
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section of all those factors in the economy interested one way or another 
in serving the consumers in their use of credit. 

The Retail Credit Institute of America consists principally of the 
owners and operators of retail stores throughout the United States 
and Canada which directly offer credit service to their customers, and 
a few of the major manufacturers of durables most frequently sold on 
credit terms because of their nature. 

It is the objective of both of these organizations to acquaint the 
people of the United States more perfectly with the nature of the 
consumer credit transactions to explore the ways and means of making 
credit buying more advantageous to them as well as to enterprise. 
The two organizations are engaged in educational work through the 
schools and in other projects to better the mutual relationship of 
buyer and seller as credit is used—and to create a better understanding 
of consumer credit, its purposes, uses, and importance to the Nation 
and the living standard of the American family. 

The organizations are engaged in extensive research; the former 
along broader lines because of its broader me mbership, the latter 
more strictly confining its work to the field of retailing and retail 
credit. 

Careful study of the effect of regulation W of the Federal Reserve 
System upon the economy and the people has led these two organiza- 
tions to present this joint statement to the Committee, thus to save 
the time of the Committee while simultaneously emphasizing through 
dual presentation the importance of a jomt point of view representing 
a great segment of production, distribution and financing—of con- 
sumers’ durable goods. 

Those who are members of the two organizations and we who repre- 
sent them are as patriotically motivated to see the nation safely 
through the present emergency situation as are any Americans. What 
we shall say to the Committee represents deep thought and study 
in an effort to offer constructive assistance and economically sound 
advice with respect to how the system of credit distribution operates 
in the United States, and as to what steps can and cannot accomplish 
real deterrents to inflation and the inflationary price pressure which 
depletes purchasing power and the value of our dollar. 

We encourage the Congress by our support, to set up proper ma- 
chinery to deter the spres sad of inflationary pressure, and lay at its 
disposal every device and every advice in our power to this end. 

We hope that you will bear with us in what may seem to be, after 
some of the testimony you have heard, an entirely new approach to 
the relationship of consumer credit to this great problem. 

The official purposes of regulation W: Executive Order 8843 of the 
President of the United States has been embodied by the Congress 
into that portion of the Defense Production Act of 1950 which author- 
izes the regulation of consumer credit. It states the following ob- 
jectives: 

1. To facilitate the transfer of productive resources to defense industries; 

2. To assist in curbing unwarranted price advances and profiteering which tend 
to result when the supply of such goods is curtailed without corresponding curtail- 
ment of demand; 

To assist in restraining general inflationary tendencies, and to promote the 
accumulation of savings available for financing the defense program; 

t. To aid in creating a backlog of demand for consumers’ durable goods; and 

5. To restrain the development of a consumer debt structure that would repress 
effective demand for goods and services in the post-defense period. 
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Objective 1.—To facilitate the transfer of productive resources to defense 
industries 

Productive resources consist of manpower and materials. We 
believe that regulation W is not the vehicle by which to allocate critical’ 
materials. When the regulation was first applied, direct controls of 
these were not at hand, but today we allocate critical materials so that 
the defense effort may take all that it needs. What is left for con- 
sumers, a continuing tremendous supply, is sufficient to permit its 
unmolested apportionment without rationing by the size of the buyers’ 
accumulated cash resources. 

There is no excuse to determine by law, which families should have 
a share of this remaining supply, which ones should not. 

Consumers’ goods are flowing from the factories at unprecedented 
rates compared with past years. Yet the people are being prevented 
from dividing this production in accordance with their usual practices 
in free markets. 

Moreover many products whose manufacture is being dampened by 
the regulation do not use much, if any, ‘‘critical’”’ material. 

Manpower has been made available to the defense production effort 
as rapidly as government orders have been committed. We know of 
no instance in which the production of civilian durables has denied 
manpower to defense production, or in which it is likely to do so. 

Productive capacity being wasted: To the contrary, the output of 
important consumers’ industries is cut back today by the effect of 
regulation W, alarmingly reducing the weekly pay of thousands of 
workers who have been offered no alternative defense jobs nor any 
prospect of them. 

Employment, according to statistics, is at high levels, but many 
men are counted as “employed” when by factory cut-backs they work 
3 and 4 days a week with materially lessened income. Productive 
capacity is wasted. The wealth they could produce is denied to 
the Nation. 


Objective 2—To assist in curbing unwarranted price advances and prof- 
iteering which tend to result when the supply of such goods is cur- 
tailed without corresponding curtailment of demand 

Here a use of control over consumer credit is considered, which 
time has proved entirely impotent. Even the underlying set of facts 
on which it is based, has not materialized. 

Had it not been for scare statements emanating from the Govern- 
ment itself, the sudden burst of demand for durables in the latter part 
of 1950 never would have assumed the proportions that it did. 

Warehouses and pipelines clogged: As the second quarter of 1951 
ends there is almost no important ‘line of durables in which inventories 
are not in excess of consumer demand. In fact most pipelines are 
far too full. The only basic shortage today is one of warehouse space. 

Economists for years have held that the most deflationary program 
possible for a Nation is continued high-rate production and fast dis- 
tribution to the public. 

We have today high-rate production, with Government controls 
forcing consumers to shift their buying to other, highly sensitive 
markets, with great inflationary effect. 

We rapidly approach now a state in which our problem concerns the 
capital and credit already invested in finished goods produced, 
transported, warehoused, but unsold to the consumers. 
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Drop in consumer debt offset by rise in wholesale outstandings: 
With ample income to finance the consumption of these products, 
the people are restrained from purchasing them by regulation W. 
Unmoved inventories, tied up in warehouses, make it impossible for 
business to liquidate bank loans which have financed their production 
and warehousing. 

The committee may be surprised to know that whereas consumers 
since January 1, 1951, have reduced their indebtedness for auto- 
mobiles by $184 million—actually bank loans and other financing at 
wholesale which support manufacturer and retail inventory have 
increased far more than this reduction in consumer indebtedness, 

In March 1951 alone, the inventories of new car dealers increased 
$296 million, i. e., from $2,211 million at the end of February, to 
$2,596 million. In the full year ending March 30, 1951 dealer inven- 
tories increased $811 million, which means that in the 11 months, 
excluding March, the increase was only $515 million. 

Obviously therefore most of the full-year increase has taken place 
in 1951. 

According to the leading automobile finance companies, between 90 
and 95 percent of all new car shipments from the manufacturers are 
“financed” for the dealers. From this it is clear that for March alone 
the increase in ‘‘wholesale” credit outstanding to carry new automoe 
biles in inventory, was at least $265 million. 

It must be remembered that part of the decrease in consumer 
indebtedness reflects a heavy drop-off in the business of those who deal 
exclusively in used cars—whose inventory figures are not included 
above and which we do not have available. 

The total decrease of consumer debt for the purchase of automobiles 
both new and used since the end of 1950, as we have said, has been 
$184 million—far less than the increase in “wholesale” outstandings 
for the month of March alone; showing, regardless of any other 
factors involved, that regulation W by damming up the industry’s 
channels of distribution, has been very inflationary—forcing the use of 
far more new credit at the wholesale level than it has liquidated at the 
consumer level. 

The same set of circumstances has been building up in the other 
“regulated” durables industries. We cite automobiles because of the 
ease with which the data can be gathered. 

The structure of durables prices: Prices of the heavy durables are 
based on costs of production. We believe this can be demonstrated 
in every major industry, particularly with respect to prices since 
Korea. 

The cost of labor is a most important underlying ingredient in the 
price of these durables. The price paid for labor is based either 
directly or indirectly upon the “cost-of-living,” or the “cost-of-living 
index.” 

The cost-of-living index rises more sensitively to increase in the 
price of nondurables and perishables than it does to the price level of 
major durables. This is obvious because only 15 cents of each con- 
sumer dollar spent is invested in durables, including automobiles, 85 
cents going into nondurables markets. 

When regulation W prevents the durables industries from siphoning 
off ‘‘excess purchasing power” which in turn, since it cannot be used 
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for durables, goes into the purchase of nondurables and perishables— 
this tends to force upward prices in the latter areas, raising the cost-of- 
living index. The next step—the durables industries must pay more 
for wages to meet this index increase. A vicious cycle where durables 
prices are forced upward not by demand in the durables markets so 
much as because of increased demand and hence increased prices 
elsewhere. 

A measure couched in the theory of shortages when there are no 
shortages: The manufacturers of consumers’ durable goods are pro- 
ducing in tremendous quantities. Regulation W, couched almost 
entirely upon a theory of drastic shortages and the need to eliminate 
certain purchasers from the markets, has hurt several million American 
families. 

The regulation overlooks vast new developments in manufacturing 
with substitute materials—when and as any ingredient reaches short 
supply. In radio, television, floor coverings, furniture and even 
electrical appliances, this is being demonstrated daily in a modern 
miracle of production. There is no sign of any real supply bottleneck 
ahead, with substitute ingredients testing out in many instances 
better than the originals. 

Production without distribution is waste; national wealth being 
destroyed: A great many furniture factories in the South are running 
but 3 and 4 days a week. Their production can be increased 25 to 
35 percent and without any damage whatever to the defense effort. 
The workers who are employed 3 and 4 days a week with materially 
reduced earnings because of regulation W, for no national purpose, 
suffer while the | people of the United States are said to possess ‘‘excess 
purchasing power” which could purchase easily all the products these 
workers could produce. 

The steel shut-down a few years ago is said to have cost the country 
a net loss, never to be made up, of 40 million tons of steel. This 
40 million tons would stand the Nation in good stead today—but it 
does not exist. 

So it is today with several durables industries. Hundreds of mil- 
lions of dollars worth of industrial production can be produced to 
enrich and enhance the wealth of the country, to undergird the 
standard of living against lean years which may come—but this pro- 
duction is being cut back by regulation W. 

This is destroying wealth, the most inflationary and uneconomic 
procedure any nation could undertake, one which any nation shuns, 
to say nothing of deliberately, artificially creating such a situation. 
The furniture and other production which could be produced this 
year but which will not be produced because of regulation W, consti- 
tute destroyed national assets which can never be restored. 

If we are ever to have real scarcities of consumers’ durable goods, 
failure to capitalize upon this potential production today, will cost us 
dearly. 

Rationing when there are no shortages: With all sorts of electrical 
appliances in very good supply, there is no reason whatever why the 
“little families” of this country should be prevented from purchasing 
them—free from paternal interference with family budgeting. What 
good can come of restricting these folk now? Or of forcing them to 
resort to liquidating savings in order to possess their share of these 
products already in the stores? 
83473—51—pt. 3——9 
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The history of the last 8 months have proved the unfairness of the 
application of this system of rationing by the pocketbook, which has 
forced the less fortunate folk, economically, to spend their cash for 
products which do not last, products of their second choice, while all 
the rest of us can use our good judgment to stock up on the more last- 
ing products whose possession implies a large element of savings as 
contrasted to the immediate consumption without savings which 
follows too heavy apportionment of family money for nonlasting 
things immediately consumed. 


Objective 3.—To assist in restraining general inflationary tendencies, 
to support or supplement taxation imposed to restrain such tend- 
encies, and to promote the accumulation of savings available for 
financing the defense program. 

Seventy-eight percent of the Nation’s families have no outstanding 
installment indebtedness, according to Government figures.' 

Obviously then no regulation of installment credit could at any 
time affect more than the remaining 22 percent. We shall show how 
actually it affects only a small percentage of this 22 percent and how 
therefore, while it affects several million families, it cannot have any 
appreciable impact upon inflation. 

We shall continue to show also that regulation W’s effect, rather 
than deflationary, is considerably inflationary—that it tends to push 
prices upward, not downward; that it causes heavy withdrawals from 
the accumulated savings of families who would normally use install- 
ment credit. 

We shall show that W has cost the Federal Government hundreds 
of millions of dollars in cold cash, that it is turning hundreds of 
millions of savings dollars, hard cash dollars, into the stream of com- 
merce unnecessarily, and with great inflationary effect. 

Only 22 percent of family units have any installment debt *: The 
Federal Reserve System, through its Survey of Consumer Finances, 
shows that about 22 percent of America’s family buying units have 
any installment indebtedness whatever. About 52 percent have any 
indebtedness of any kind, including what they owe to their parents, 
grandparents, uncles, etc., as well as to banks and business, including 
their debt on real estate. 

Almost half of these owe less than $100. Of the 22 percent of the 
family spending units which have some installment indebtedness, a 
little less than half owe between $i and $99 on installment accounts. 

Most of the remainder owe between $100 and $499, with a small 
fraction owing more than this on installments. 

Obviously these people for the most part are at the low end of the 
economic ladder where installment purchasing is of real importance 
to them, helping them apportion and budget their relatively smaller 
incomes, to permit them to possess some of the larger, more expensive 
products which have become known as necessities to the American 
way of living. 

Only 15 cents of each consumer dollar goes for durables; 9% cents 
for types that invite use of installment credit: Our next measurement 
of the effectiveness of consumer credit controls is contained in the 
following chart which may startle members of the Committee. Con- 

1 Survey of Consumer Finances, 1949 and 1950, conducted by the University of Michigan for the Board of 


Governors of the Federal Reserve System. 
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sumer credit controls are confined to installment credit; furthermore 
are confined to transactions involving durables. It may surprise the 
Committee that the American people in 1950 used only 15.3 cents * 
out of each spent consumer dollar, for all their purchases of durables, 
including automobiles, whether regulated or ‘‘exempt” from regula- 
tion W. 

The following list showing per capita consumer spending in 1949 
also is taken from data regularly published in the Survey of Current 
Business. While the figures are for 1949, there has been no appreci- 
able change percentagewise for 1950. 


Per capita consumer spending in 1949 
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“he committee will note the items capitalized depict those in the 


urchase of which installment credit is any real factor. 

The total of items capitalized shows 9.2 cents of each consumer 
dollar spent for such goods in the aggregate, 

The seeming discrepancy between this 9.2 cents and the 15.3 cents 
previously mentioned as the percent of eac ch consumer dollar spent 
for durables is accounted for in the smaller durables which the larger 
figure includes, in whose sale installment credit is rarely used. 

Of this 9.2 cents, 4.2 cents represents the purchase of automobiles; 
5 cents, the other durables. 

Approximately 60 percent of all these durables sold in 1950 were 
bought for cash, hence involved no use of credit. This is to say— 
only 3.7 cents per consumer dollar spent, involved transactions of a 
credit nature. 

Regulation W can have economic effect not greater than one-half 
of 1 percent: Further, in addition to cash sales one must subtract from 
the totals, amounts credited on these purchases for old goods “‘traded 
in” and the down payments which were made. According to Federal 
Reserve figures this accounts for about 0.8 cent of each dollar spent, 
reducing the above 3.7 cents to 2.6 cents, which can be said to have 
been spent involving actual credit used. 


* Survey of Current Business, U. S. Department of Commerce, April 1951. 
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Not all durables are “listed” items under regulation W, but even 
if they were, the regulation could have bearing only upon this 2.6 
cents of each consumer dollar. 

The records of retailing show that not one-third of installment 
sales are in any way affected by regulation W since they are habitually 
made on stronger terms than any conceivable regulation could require. 
Thus the actual impact of W can affect not more than one-third of 
the above 2.6 cents, or perhaps as much as eighty-five one-hundredths 
of 1 cent per total consumer dollar spent. 

Moreover no regulation would change or cut off 100 percent of the 
business it affects. Regulation W accelerates payments to a certain 
degree—not 100 percent of course. It eliminates some, not all, of the 
sales on which it has some influence. 

Thus the impact of W on the consumer economy as a whole cannot 
be measured as more than one-half of 1 percent—an effect far too 
small to be worthy of the cost it involves in so many ways. 

Effect of W on savings—and on United States E bond program: 
The Federal Reserve System reports that consumer installment in- 
debtedness has dropped $480 million from January 1 to March 31. 
(April figures not yet available.) Except on careful study, this seems 
distinctly deflationary. 

Examine, however, what has taken place. 

Liquidated bonds and savings far outstrip debt reduction: 1. In 
the first 4 months of 1951 the people withdrew $450 million more 
cash from their accumulated savings deposits than in the same 4 
months of 1950. 

2. They redeemed of series E Government savings bonds, $329 
million more than they purchased. They redeemed in all $1,478 
million; while other people were buying only $1,149 million in new 
E bonds. 

3. They withdrew $90 million net from their postal savings, 

If this rate should continue for a year, it means a net withdrawal 
of money consumers have loaned the Government, amounting to 
more than a billion dollars over new purchases of the bonds; plus an 
additional $144 billion from savings accounts and almost $400 million 
from postal savings. 

Regulation W has been a principal cause of this unprecedented li- 
quidation of savings. 

To reduce consumer indebtedness by $480 million at the terrific 
cost of cutting into bonds and savings to the extent of net $869 
million in only the first third of 1951 has been a terribic and inflationary 
price to pay for consumer credit control. 

The net effect is clearly inflationary. The purchase of products 
with cash increases the speed of turn-over of the money supply as no 
credit transaction ever could. When that cash is drawn not from 
income but from savings, the inflationary result is multiplied. 

Our retailers report to us that folks come in to buy a television set, 
an automobile, a refrigerator, a washer, or many other items that are 
under regulation W, and they tell the retailer that they have sold 
some bonds, but instead of just selling enough bonds to pay the down 
payment, since they are only getting less than 2.9 percent, why not 
sell enough bonds to buy the item in cash. That has been reported 
to both these organizations time and time and time again. We feel 
that the effect of that is highly inflationary rather than deflationary. 
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E bond program jeopardized: The Treasury no longer can sell new 
E bonds enough to equal those it must redeem. Consumers redeem- 
ing these bonds to meet the down payment requirement of regula- 
tion W, actually are cashing in pack a, 9 times as many as they need 
for down payments—and are purchasing for all cash. 

Moreover the high monthly payments required by regulation W 
make it impossible for tens of thousands of families to purchase new 
E bonds monthly out of income. 

Their terrific liquidation of savings is unmistakable proof of the 
people’s reaction to a Government decree that certain families are 
chosen to be prohibited their fair share of products produced and in 
stock in this country, products they find plentiful in the stores—purely 
because it has been their practice to buy on installments. 

To the extent that they possess savings, the people’s reaction has 
been direct, immediate and drastic. It continues to be so. 

Consumer debt repaid—no proof of deflationary effect: It is not 
clear that the repayment of $480 million net of installment debt in 
the first quarter of 1951 has had a deflationary effect. This sum 
paid off by consumers was paid to retailers who in turn did not bury 
it—but used it. Even if the retailers repaid bank loans with it, and 
of course not all did, the net effect was to release funds one way or 
another for use in the stream of commerce. Obviously much of this 
had inflationary effect. 

Should one doubt what has happened to the great bulk of liquidated 
savings of the people—there is proof that it went into the purchase of 
durables for cash, and of course some went into real estate. 

Six months ago furniture and other durables stores were reporting 
approximately 55 percent of their business volume on the installment 
plan, 45 percent for cash. In the first 4 months of 1951, after the real 
impact of regulation W, these stores suddenly have found themselves 
doing 63 percent of their business for cash; 37 percent on installment 
accounts. In the period durables’ sales were ‘‘off”’ across the Nation 
possibly net 10 percent, not enough to account for this tremendous 
reversal of cash to credit volume, which unquestionably reflects the 
unprecedented appearance of erstwhile installment customers ready 
to pay cash from redeemed bonds and liquidated savings. 

Too, merchants and bankers in many cities have been inquiring of 
customers to ascertain the reason for their sudden change to cash 
buying. Overwhelmingly the reason given has been regulation W. 

That consumer credit regulation has in any way encouraged the 
people to save, or to purchase E bonds, has been shown false as a 
premise. 

Cash purchases with liquidated bonds and savings—far more infla- 
tionary than installment buying: Not 50 percent of American retailers 
resort to bank loans to finance their inventories or receivables. 

When a consumer purchases for cash from such a merchant, this 
retailer immediately receives again in cash the full capital he had in- 
vested in the product sold. This permits him immediately to pressure 
wholesale and manufacturers’ markets to replenish this inventory. 

But, when the consumer purchases from such a retailer on install- 
ment accounts the merchant must wait 6, 8, 9, or 12 months before he 
has rehabilitated his cash sufficiently to return ‘to the manufacturer 
and order replacements. 
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Regulation W, to the extent that it forces consumers to pay up their 
installment accounts more rapidly, permits these countless merchants 
far more quickly to renew their pressure upon the manufacturers for 
replacements. This phenomenon rarely is given thought by those 
who see surface indications that regulation W is a deflationary tool. 

Almost all economists, including members of the Board of Gover- 
nors of the Federal Reserve System, are on record as saying that 
credit which in its use adds to the active supply of money—exerts an 
inflationary influence, if not used to increase production and supply. 

The error in judgment is evident when one confuses the use of 
consumer installment credit at retail stores with the use of bank credit 
which creates money. Consumer credit is used primarily in the dis- 
tribution of buying power already created and of products already 
fully produced and in stock—which is principally deflationary. 

The vast majority of installment transactions in retail stores ac- 
tually slows up the turn-over of the existing money supply—hence is 
deflationary as contrasted to the use and creation of money through 
bank credit which adds to the supply of money. 

The net point here is that any action by the Government or Federal 
Reserve System to reduce properly the creation of inflationary money 
through bank credit, obviously is a step toward deflation. 

But to assume that to cut down the use of consumer credit and so 
to speed up the rate of repayment of consumer installment accounts 
likewise is deflationary—is false economic thinking. It is equally un- 
sound to assume that to cause people to redeem bonds and liquidate 
savings to get their share of available products—denying them the 
installment privilege—is deflationary. 

Too great a social cost for too questionable an economic purpose: 
Damaging too many people for too small a net result—is equally dis- 
tressing as a social and economic measure in a democracy seeking to 
preserve itself. We return for a moment to our data, from the Gov- 
ernment’s own figures, showing how Regulation W can have no more 
than a one-half of 1 percent effect upon the consumer economy. 

One may ask: ‘How then can such a small effect as this be damag- 
to so many?” Let us examine the facts. 

Actually with this very small total potential economic impact, 
regulation W can damage a great many of the “little families’ of the 
country. For instance, it can drastically alter and to considerable 
degree cut off the automobile purchases of 600,000 families, while at 
the same time altering or eliminating a million and a half other pur- 
chases of durables, averaging between $150 and $200. In other 
words, 2% million families or more, by rough calculation, can and do feel 
the prohibitive impact. Any number of such combination of cal- 
culations can be presented. This economy is so great, so large that 
millions of people can be hurt by a program which at its greatest degree 
of effect has no material result upon our broader national economic 
picture. 

Regulation W eliminates sales of durables but actually only shifts 
over-all demand: An equally little explored effort of regulation W 
is this. Whereas its direct impact can be measured as potentially 
only one-half of 1 percent—on the consumer economy (less than this 
on the total national eeonomy)—in practice its real economic impact is 
far less. For while consumers can be cut back in their purchasing of 
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certain regulated items, the regulation cannot affect their actual total 
disposable income. 

A family with $4,000 income still has this $4,000 to spend—regard- 
less of credit regulation. This family can be prevented from buying an 
automobile or washing machine, but it still has its $4,000 to spend. 

Regulation W, having done nothing whatever to increase the rate 
of savings of the lower- and middle-income families, to the contrary 
has caused them to draw heavily from existing savings—far more 
heavily than they would have if there had been no credit control—as 
we have shown. 

Actually the regulation has caused those families prevented from 
buying durables, to pressure other markets more heavily with their 
unchanged buying power—those of nondurables and _ perishables— 
in whisk, to the housewife, the real impact of inflation centers today. 

Hence, while regulation W can and does cut back the demand for 
durables, or causes the people to liquidate savings to buy these 
products, which as we have pointed out are in very good supply, 
actually “‘W” merely transfers any erased demand to other areas, 
where inflationary pressures already are great. Here again the 
regulation shows itself to be highly inflationary. 

‘Turther, whereas installment purchasing by consumers slows up the 
turn-over of money as explained above, when the equivalent purchas- 
ing power is thrown into the perishables and other cash markets for 
small individual purchases, the speed of money turn-over is noticeably 
increased, a well-accepted inflationary phenomenon. 


Objective No. 4.—To aid in creating a backlog of demand for consumers’ 
durable goods 

It has been demonstrated now after the experience of the past 10 
years that it is impossible to create a consumer-buying backlog of any 
proportions. Consumers purchase in “age cycles.”” Those who would 
have purchased refrigerators in 1950 do not put off such purchases 
until 1953. Consumer backlogs can be created over a series of months 
but not years. Business lost in a series of years is lost to the economy 
for all time. Each succeeding series of years can draw only upon its 
own potential markets. 

Living standards pushed back by artificial or natural economic 
phenomenon, through any extended period, result in economic loss to 
the Nation which cannot be recovered. 

The principal of backlogging consumer demand now has become 
so untenable in the minds of both economists and those in industry 
after our experience of the last decade, that little demonstration is 
required on this point today. There is little evidence that the pur- 
chases of consumers after World War II, heavy as these were, were 
more than the buying developed by the normal needs of existing and 
new families in each successive 2-, 3- or 4-year period. 

The durable goods which were not produced during the World War 
II years, like steel tonnage lost during the recent shut-down, never will 
be produced. This is one of the economic costs of war. Production 
and distribution lost in 1951-53 will never be made up—one of the 
costs of our present semiwar. 

The cashing of E bonds and the wave of withdrawals from savings 
accounts—which would have demonstrated the theory that people 
were buying on backlogged demand at the end of World War Il—did 
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not materialize as expected. It was not until the public began to 
anticipate, buy ahead, in middle and late 1950 that this liquidation 
of savings occurred. The public does, on occasion, anticipate in its 
buying—but it has never been known to backlog its demand. 


Objective 5.—To restrain the development of a consumer debt structure 
that would repress effective demand for goods and services in the 
post-defense period 

The relationship of total consumer indebtedness to the ‘disposable 
income of individuals” and to ‘national income” has just about 
returned to the level reached in the period 1936-39, often considered 
by economists as a base period. 

Consumer credit has the unusual feature that it completely re- 
volves, is created and is paid off in full, as a whole, well within any 
12-month period. Charge account and similar segments totaling $5 
billion of the total—revolve within about 120 days. Consumer debt 
represents goods recently, currently purchased—not a debt load left 
over from some previous economic period. 

Too, with only 22 percent of the 51 million family units owing any 
installment debt whatever, and with almost half of these owing only 
from $1 to $99, the much publicized thought that consumers are 
anywhere near “over their head” in debt becomes fictitious. 

Real danger impaired savings: The real danger in regulation W 
with respect to consumer-buying power after the emergency, lies in 
the fact that while to a small degree it may diminish outstanding in- 
debtedness—to a far greater degree it is a heavy deterrent to the 
accumulation of savings, in the hands of lower-income families 
especially. 

While total national savings continue to rise it is evident from 
Government figures that they are concentrating in ever stronger 
hands, in larger accounts held by the few—with less and less in the 
smaller accounts. 

The family which has been forced by regulation W to liquidate its 
savings, is in a far more precarious ‘‘post emergency”’ position as far 
as buying capacity is concerned, than the family which has been per- 
mitted through the years to pursue its normal budgeting of income. 

The use of installment credit does not tie up the family financially. 
It merely permits the family with $4,000 of income to apportion and 
budget this amount to provide for a larger percentage of durable 
purchases than otherwise would be possible. 

To eliminate these durable purchases, hence eliminate installment 
indebtedness, would not leave the family in a better position at the 
end of the emergency period. The family which has provided itself 
with its fair share of the durables produced is equipped with a backlog 
of ‘consumers’ plant and equipment’’—of considerable continuing 
capital value, which in itself is sound foundation upon which to plan 
family spending for each ensuing vear. 

The family which because of regulation W has on the one hand 
liquidated its savings and on the other has got of the habit of pur- 
chasing durables of lasting value—is not likely to be the best potential 
market for durables when the current emergency period ends. It 
will have sunk to a lower physical standard of living, and from this 
lower base it will cost the economy far more in advertising, promotion, 
and education to persuade it all over again to accumulate durables, 
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and to draw back somewhat from a habit of too heavily buying un- 
necessary nondurables and services. 

Private enterprise found long ago that the finest and most active 
market for American products lies in the families which have learned 
by continuing practice how to budget, how to divide family income 
properly between durables’ purchases and expenditures for non- 
durables. ‘ 

Federal Reserve figures on consumer debt in error: A vitally im- 
portant point here is the vast error in the Federal Reserve statistics 
which allegedly measure current consumer indebtedness, an error 
admitted by the Board of Governors to exist, its extent unknown. 

Error already corrected—$2,200,000,000: Since last the Reserve 
Board came before this committee last summer to ask for consumer 
credit control authority, the Board of Governors has admitted an 
error of more than $2,200,000,000. It has subtracted this from the 
published, alleged consumer indebtedness. The error itself, 66% per- 
cent overstatement found in single payment loans. These were seen 
to include countless individual balances of over $3,000, obviously not 
consumer loans, but the borrowings of all types of business firms, 
professionals, and investors. 

Corresponding error—installment loans? No correction has been 
made for a similar inaccuracy in consumer installment loans where 
balances of more than $3,000 also are common, indicating that they 
are not ‘consumer’ borrowings. ‘Too, countless loans of less than 
$3,000 are advances to small-business people, lawyers, doctors, trades- 
men, rooming houses and other nonconsumers, still hidden in the 
published totals, attributed to consumers. 

We cannot list all of the many other inaccuracies believed to lie in 
the currently published figures. A few illustrations may suffice. 

Error in service credit? ‘Service credit’”’ outstanding, according to 
the Federal Reserve System includes indebtedness for telephone, 
electric, and gas service. 

Residential telephone bills are all payable in advance, except for 
long distance calls and these, according to the telephone companies 
when billed to residential phones are possibly 95-percent nonconsumer 
in origin and purpose. 

The public has on deposit with the electric power and gas compan- 
ies, several hundred million dollars in “advances,” a direct offset to 
each current monthly billing, for which the Federal Reserve System 
has made no known allowance. 

You may be surprised to find the monthly billings of laundries in- 
cluded as consumer indebtedness. The laundries say that 90 percent 
of their billings are industrial, and business in nature, not consumer. 

Debt for business automobiles charged to consumers: About $4 
billion of the alleged total indebtedness of consumers is listed as debt 
for the purchase of automobiles. Government statistics available to 
the committee show that over 30 percent of the passenger automobiles 
purchased are for nonconsumer use. 

These are purchased by corporations, business and professional men 
and others, yet as far as can be ascertained the indebtedness is charged 
to ‘consumer debt.” 

The installment sales debt of business: No deletion has been made 
from the figures on installment sales credit outstanding (other than 
automobiles) to allow for the fact that the receivables of stores include 
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indebtedness of all sorts of professional men, doctors, lawyers, etc., 
small-business firms, clubs, rooming houses, hotels and other noncon- 
sumer purchasers, on installment credit, for all sorts of business 
purposes. This may prove an error of overstatement as much as a 
third of a billion dollars. 

“Charge account” debt subject to scrutiny: Members of the com- 
mittee may not realize that in the item ‘Charge account credit” 
listed at about $4 billion, approximately one-half, perhaps more, 
represents the billings of stores where consumers who buy in the 
month of May, are billed at the end of the month, and pay up out 
of salary earned in May, but not paid to the worker until the month 
ends. 

Members of the Board of Governors have emphasized to this and 
other committees that consumer credit represents the mortgaging of 
future income to satisfy current purchasing demand. If the Gover- 
nors and the Congress follow this definition, then at least $2 billion 
of the alleged indebtedness of the people in charge accounts, is not 
credit at all, for it does not represent the mortgaging of any future 
income. 

There are many other errors to which we can direct your attention. 
We submit the above purely as indicative of the tremendous job 
which must be done before the Federal Reserve data can be acceptable 
in support of the theorem that consumer indebtedness has major 
effect upon inflation and the economy. 

There are two sets of Federal Reserve figures: The Federal Reserve 
System has two sets of figures, only one of which it has presented 
forcefully to the Congress. We call the committee’s attention to the 
survey of Consumer Finances, published each year in the Federal 
Reserve Bulletin. 

The survey is conducted annually by the University of Michigan, 
using direct personal interviews with a sound cross section of American 
family buying units throughout the country, and is financed and 
directed by the Federal Reserve Governors. 

This study, from which we have drawn data earlier in this brief, 
and which can be found complete (in installments) in the Federal 
Reserve Bulletins, analyzes consumer debt over all types, measures it 
by categories failing only to tabulate the over-all totals in dollars. 
However, from this data it can be ascertained mathematically that 
the people of the United States as consumers could not owe more ‘than 
12 to 14 billion dollars, perhaps much less. 

This is in great contract indeed to the $20 billion figure currently 
publicized by the Reserve System in almost all of its pronouncements 
concerning total consumer outstandings. While total outstandings 
as such have little or no bearing upon economic fluctuation, nonethe- 
less knowledge that the dead weight measure of total consumer debt 
is much less than usually alleged in comparison with national income 
and individual disposable income—is important. 

In conclusion: Members of Congress and many others have been 
led to believe that the control of consumer credit is important to the 
stifling of inflation. 

We sincerely believe that it is demonstrated statistically that a 
small but important segment of the littlest people, those least able to 
bear the brunt of economic measures, such as ‘‘W,”’ are forced here to 
accept burdensome regulation upon their already meager budgets 
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while gigantic cash markets dabbled in by many times as many 
Americans, with many times the inflationary effect, go scott clear of 
any — share in carrying the patriotic burden of economic 
frugality. 

Untimely—inefficiency of consumer credit control: We respect- 
fully ask the committee to consider the untimely inefficiency of the 
consumer credit controls and to end them. We suggest study of how 
these controls boomerang, how their effect which looks deflationary 
on the surface actually is terrifically inflationary; how they are costing 
the Treasury the success of its E bond savings program; how they are 
defeating the savings program of countless little families and how 
regulation W is dislocating the flow of business, causing the piling 
up of inventory, the clogging of pipelines, in the durable fields; the 
laying off of workers, the reduction of workers’ weekly income; how 
it is wasting potential national wealth lost forever if not produced 
now when it can be produced and distributed; how it foists unfair 
distribution of durable products among the public—to no patriotic 
purpose, and to no economic good. 

We who present this position are as much interested in and as 
loyal to the Nation’s defense program as are any others in the United 
States. We are ready to join in any real, effective fight against 
inflation. 

But we do ask that fact, not hysteria, shall decide the national 
policy, that consumer credit controls be measured for what they really 
are—and be discarded while we work with more potent tools. 

Mr. Brown. Our next witness is Mr. Robert C. Tait, president, 
Stromberg-Carlson Co. 

You may proceed, Mr. Tait. 

Mr. Tarr. Thank you. 


STATEMENT OF ROBERT C. TAIT, PRESIDENT, STROMBERG- 
CARLSON CO., ROCHESTER, N. Y. 





Mr. Tarr. Mr. Chairman and gentlemen of the committee: My 
name is Robert C. Tait. I am president of Stromberg-Carlson Co., 
Rochester, N. Y.. and I am testifying on behalf of the 330 companies 
which compose the Radio-Television Manufacturers Association. 

Our industry is deeply concerned over the inequities that are 
arising in the administration of the provisions of the Defense Produc- 
tion Act relating to price control. Such controls as the General 
Manufacturers’ Order—Ceiling Price Regulation 22—and the Ma- 
chinery Manufacturers’ Order—Ceiling Price Regulation 30—impose 
profit limitations by requiring business to absorb certain important 
items of cost that are not allowed in the pricing computations. The 
standards established for granting relief from price regulations like- 
wise appear to be an effort to reduce profits to the economic danger 
point under the guise of controlling prices. Both the regulation and 
relief standards impose complex accounting and administrative 
difficulties which make it almost impossible for industry to comply 
with them. 

We feel strongly that these problems will be a source of increasingly 
grave concern to the American economy in the weeks ahead. How- 
ever, since we asked persmission to appear here today on the specific 
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and unique problem of our industry under Regulation W, I will 
devote our allotted time to that subject. 


I. NEED FOR RELIEF 


In March and April of this year, we requested the Federal Reserve 
Board to modify Regulation W in order to grant much needed relief 
to the television industry. Our request was denied. Since that time 
the financial condition of the television industry has steadily worsened: 

1. In manufacturing alone unemployment is well over 50,000 and 
those at work are only piling up inventory. 

, Finished inventories are at an all-time high. 
. Many dealers have already gone bankrupt and many others are 
inci ri the same prospect. 

4. Future military effectiveness is being lost through discharge of 
tr et: personnel. 

The industry is denied access to one half of its market by the 
¥ er al Communications Commission’s ‘‘freeze”’ order. 

Regulation W discriminates severely against the low-income 
Posie: 

This is the present plight of one of America’s most important in- 
dustries. 

The need for action is apparent; the time for action is now. 

Regulation W has had a much more severe impact on television-set 
sales than on sales of other consumer’s durable goods. It has created 
in the television industry a condition contrary to the purposes of the 
legislation, and it will, unless modified, seriously impair the mobiliza- 
tion program in the vital electronics industry. Because Regulation 
W is unduly severe in its application to television-set sales it 1s a sub- 
stantial cause of the distress and widespread unemployment in our 
industry. 

We oppose the specific terms adopted by the Federal Reserve Board 
to implement Regulation W in the television field. We are glad to 
assume our full share of the burden imposed by the necessity of 
readjusting the national economy to provide for speedy rearmament, 
but we are confident it is not the intent of Congress to sanction an 
unfair and inequitable distribution of those burdens. It surely was 
not the intention of Congress to cause a depression in an important 
industry. 

Presently there are over 50,000 unemployed in the manufacturing 
end of the TV industry alone, and this number will increase steadily 
unless Regulation W is modified—and quickly. Production in Octo- 
ber 1950, averaged over 210,000 sets per w eek. During the last 3 
weeks it ‘averaged 77,272 sets per week. ‘Today production is off 
about 65 percent. 

Factory inventories for the first 5 months of 1950 averaged 65,000 
sets. During the first 5 months of 1951 inventories have mounted 
steeply. T oday they are over 600,000. During 1950 for every 5 
sets sold 1 set was carried in inventory. Today for every 5 sets sold, 
25 are carried in inventory. Similar conditions obtain with dis- 
tributors and dealers (see exhibit 1 attached). 

The effect of the present situation on labor is of special urgency. 
Because of the inventory congestion, manufacturers are now forced 


























(ER OSBE Sa 









DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1553 


to lay off workers, and unless sales are stimulated quickly a much 
more serious unemployment will result. Defense orders account for 
a minute percentage of present production and they will not, short 
of all-out war, take up the slack indicated bv the reduced employment 
and production figures just referred to. 

The result is not only a loss of trained manpower to the manu- 
facturer, but a loss of tax revenue to the Government. The laying 
off of this labor places a strain on the economy and an extra burden 
on these people. The regulation as applied to our industry is weak- 
ening the contribution that our highly skilled teams of technicians will 
be able to make in later stages of the Nation’s military effort. It has 
been estimated that to train an ordinary workman for this type of 
work takes from 7 to 9 months. 

The television industry is of tremendous importance to our economy. 
Television is the most important postwar development in the countr Vv 
and its potential contribution to the defense effort is practically 
limitless. 

This infant industry is being hurt rather than encouraged by the 
Government. The uafair burdens that the Government has imposed 
on the TV industry are: First, the television “freeze”. The Federal 
Communications Commission by one stroke of the pen has deprived 
us of about 5C percent of our market. Second, a 10 percent excise tax 
on TV receivers imposed for the first time last November. Third, 
regulation W by the Federal Reserve Board. Fourth, numerous 
misleading press releases from Washington such as the several bad 
guesses on amhoutite of material to be available, and, fifth, the implica- 
tion in CPR 22 that prospective purchasers should wait. until July 2 
and prices will “be lower. 

The cumulative effect of all these Government actions has caused 
great injury to the television industry. 

Distributors’ and dealers’ stocks of unsold sets have mounted month 
after month as droves of customers have stayed out of the market, 
barred by the 25 percent down payment requirement. A spectacular 
indication of the degree of degeneration in the television market is 
evidenced by the recent unprecedented public auction of upward of 
$5,000,000 of brand new television sets in New York. One dealer 
who is forced to unload his top-heavy inventory in this way to the 
highest bidder put his finger on the root of the crisis confronting the 
whole industry. He said, ‘Our business used to run about 20 percent 
cash and the rest credit. Regulation W killed almost 80 percent of 
our TV business. When the Government decided not to relax credit 
restrictions, we decided this was the only way out” (Wall Street 
Journal, May 15, 1951). And as evidence that the situation of the 
dealer offering his stock at auction was by no means unique, another 
dealer attending the auction declared, ““Whatever they’re selling sets 
for here, I'll beat by $20.’’ No one knows how serious the repercus- 
sions of this distress selling may be. 

Available figures on sales of various groups of products covered by 
regulation W disclose how much more severe the impact of the 
regulation is on TV than on other durable goods (See exhibit 2). I 
should like to review briefly the causes of this exceptionally severe 
impact of the regulation on the television industry. 
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Il. LIMITED CHARACTER OF TV MARKET 


The unfair discrimination in the application of regulation W as it 
now stands has two aspects. The first is the artificial limitation of 
the television market by the Federal Communications Commission’s 
freeze on the allocation of new telecasting stations. This freeze was 
imposed way back in September, 1948. At present, about 50 percent 
of the number of families in the United States reside outside the 
range of TV broadcasting. This means that the television manufac- 
turers’ market is artificially cut in half. And there is no prospect of 
ried other half of the television market being opened up in the near 
uture, 

There is no parallel in any other consumers’ durable goods industry 
to this drastic territorial limitation of its market by governmental 
regulation. No industry save television is denied access to one half 
of its market. 

Failure to take into account this unique feature of the television 
market in applying installment credit restrictions constitutes a 
grossly unfair handicap on our industry. 

The Federal Communications Commission’s order freezing one half 
of the television market has a special significance for an infant industry 
like ours. This rapid growth in a market limited to the 107 existing 
telecasting stations has produced certain very clear characteristics in 
respect to the balance of the existing market that make it highly 
vulnerable to credit controls. Specifically, it has led to relatively 
complete coverage of the higher income segment of the present 
market. Consumers in this segment of the market buy early and for 
cash. The great bulk of current demand for television must come 
from the low-income groups. 

Statistics contained in the Federal Reserve Board’s Annual Survey 
of Consumer Finances point clearly to the low-income character of the 
present TV market. They conclusively show that the prospective 
purchasers of television sets are found in the income group earning 
below $5,000 (see exhibit 4). By its restrictive terms Regulation W 
deprives this income group of television. 

The relative saturation of the higher-income markets has a crucial 
impact now because the industry has a very small replacement market. 
Some idea of the relative size of our replacement market can be gained 
from the following statistics. At the end of 1949 the number of 
passenger cars already in use was more than five times the factory 
sales of new cars in 1950. In contrast, the number of TV sets in use 
at the end of 1949 was less than half the number of units sold in 1950 
alone. TV’s extremely small replacement market as compared with 
that of the automobile industry is evident (see exhibit 6). 

Calculations based on the rate of growth in home-furnishings pro- 
duction and the rate of annual production of new dwelling units indi- 
cate that about 40 percent of home furnishings sales are also for re- 
placements (see exhibit 7). 

Producers of autos and home furnishings in general can thus count 
on a substantial replacement market, whereas television is still de- 
pendent almost entirely on new sales at the low end of the income 
scale. Thus the relative saturation of television sales among con- 
sumers in the higher-income groups, together with the present almost 
negligible replacement market, makes the industry dependent almost 
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exclusively on demand from low-income groups. These people custo- 
marily buy durable goods on credit terms. 

At the lower-income levels the appeal of television is strong and 
insistent. One of the strongest appeals is that television provides an 
inexpensive and convenient form of family entertainment and educa- 
tion. Furthermore, the industry by a consistent policy of price re- 
duction has made television ever more available to this low-income 
group (see exhibit 9). 


III. DISCRIMINATORY TERMS OF REGULATION W ITSELF 


The second aspect of the unfair discrimination in the application of 
regulation W is the fact that the present regulation constitutes a 
relatively greater barrier to TV-set sales than to those of competitive 
items. For example, compare the relatively low down-payment re- 
quirements for automobiles with that of TV-set sales. Superficiallv 
it might appear that the 3344 percent downpayment required on auto- 
mobiles is considerably more severe than the 25 percent stipulated for 
TV-set sales. The 334 percent down-payment on autos does consti- 
tute a great sales barrier, but nowhere nearly as great as the 25 percent 
on television sets. For under present terms of regulation W the 
down-payment on an auto is computed on the list price and a used car 
may be used as part of such down-payment. In other words, the 
down-payment on a new car is not necessarily a cash down-payment. 
It may consist of either cash or trade-in value, and as a matter of fact 
it usually consists mostly of trade-in value. On the other hand, the 
required down-payment on a TV set is computed on the net price 
after deducting any trade-in allowance from the list price. So the 
down-payment required in this case is always a cash down-payment. 
And because of the small replacement market in television this usually 
amounts to the full 25 percent of list price. 

In the first quarter of 1951 the average list price of all new cars sold 
in the United States was $2,250. The average trade-in allowance on 
used cars accepted as part payment was $588. Under regulation W 
the average required down-payment on those new cars purchased on 
an installment basis amounted to $750. Thus, the cash down-pay- 
ment averaged $162 per car, or 7.5 percent of the average list price. 
In contrast, the average list price (retail) of all TV sets sold in the 
same period was $340, and the average trade-in allowance was negli- 
gible. Thus, under regulation W as presently constituted, install- 
ment purchasers of autos actually pay down in cash only 7.5 percent 
of the retail price, while installment purchasers of television sets 
actually pay down 25 percent in cash. Such discrimination is con- 
trary not only to common-sense economics, but to common-sense 
Justice. 

The Federal Reserve Board has tried to defend its exceptionally 
heavy down-payment requirements for television sets as compared 
with those for other house furnishings which are 15 percent on the 
ground that the latter are less deferrable. It offered no factual basis 
for this conclusion and we doubt that there is any. Can it be seriously 
contended that replacement of a sofa is less deferrable than acquisition 
of a television set in a home not equipped with one? For prospective 
television purchasers in ‘the upper-bracket-income group the question 
of which of these items to purchase, or which is more or less deferrable 
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seldom arises at all. But we believe that prior to the stiffening of 
regulation W a majority of low-income families preferred sitting on 
the old sofa and enjoying a new T'V set to sitting on a new sofa by an 
old radio. 


IV. THE DEFLATIONARY EFFECT ON TV OF REGULATION W 


Regulation W was designed primarily to retard inflation. It was not 
designed to cause deflation. That is, however, exactly what the stiff 
down-payment requirements for TV sets have done in our market. 
There is a wide difference between credit restrictions severe enough 
only to check inflationary forces and those so severe that they curtail 
demand to less than the available supply. In the first case, the restric- 
tion of credit simply takes the upward pressure off prices and leaves 
the market in balance. ‘This was the original purpose of regulation 
W. In the second ease, the credit restriction puts a downward pres- 
sure on prices and leaves the market out of balance, with supply ex- 
ceeding demand. This has been the deflationary effect of regulation 
W on the TV market. 

Mr. R. M. Evans, a member of the Federal Reserve Board, declared 
in an address on October 15, 1950, that “* * * Itis hard to predict 
the precise effect of consumer-credit regulations on the demand for 
particular goods.’”’ No one can quarrel with his statement of the 
Board’s objective: “* * * to maintain the flow of available goods 
at stable prices.” The clear assumption is that demand must be 
curbed to keep it from outrunning the available supply. But in the 
television industry regulation W has curbed demand to a point where 
just the opposite condition prevails, and supply has greatly outrun 
demand. ‘This is deflation and does not permit the flow of available 
goods at stable prices. 

V. RELIEF NEEDED 


This painful situation cannot be endured for long without repercus- 
sions on the whole economy. Delay in the revision of regulation W 
will compound the financial distress of thousands of local dealers, will 
increase unemployment, and will impair the electronic industry’s 
ability to perform successfully its part in the war effort. Our appeal 
to the Federal Reserve Board for relief has been denied. Now we 
appeal to your committee: 

. To put more than 50,000 people back to work. 
To keep the electronics industry strong for defense production. 
To reduce the tremendous backed-up inventories. 
To save financially distressed dealers. 
. Toremove the discriminatory effects of regulation W on the low- 
income groups. 

All this can be accomplished by doing two things: 

1. Suspend the application of regulation W to television-set sales 
for a period of 90 days. This would provide temporary or interim 
relief to enable the industry to dispose of the tremendous inventories 
now piled up in the warehouses. It would not be an inflationary 
move, because the goods are already in being. Indeed, it would help 
to relieve buying pressure on other commodities where real inflation 
exists, by transferring some of that pressure to an area where acute 
deflation exists. 
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2. When regulation W is reimposed after the end of the suspension 
period, provide that the down-payment requirement on television sets 
shall be no higher than 15 percent, the same as other household fur- 
nishings. This would be a logical and equitable classification for tele- 
vision, and would provide for the longer term an assurance against a 
repetition of the depression conditions in which this important Ameri- 
can industry is now languishing. 

To this end we earnestly and respectfully urge that you take appro- 
priate action promptly to effect these modifications of regulation W 
before it causes greater disaster in the television industry with result- 
ing widespread collateral effects throughout the country. 

Mr. Brown. Mr. Tait, on page 7 of your statement you referred to 
the down-payments and trade-in allowances. Do you mean that a 
purchaser of a television set cannot trade in his old one for a new one? 

Mr. Tarr. Yes; but the allowance is very small. To date it is 
negligible. One of the exhibits which I am submitting is in relation 
to that situation. Later on undoubtedly in the television industry 
there will be some increased value, but the obsolescence is very heavy. 
For instance, if a family has a small 8- or 10-inch set they may want 
to buy a bigger one, 19 to 24 inches to get a better picture, and when 
they decide to get the new set the trade-in value is small and they may 
put it up in a bedroom, because the replacement market value today 
is just nil practically. There is an allowance for a radio of $10 to $15, 
but it is not substantial. 

Mr. Bervs. I thought you were talking about the credit allowance. 

Mr. Tarr. The credit does not apply against the cash purchase. 
You deduct the allowance from the purchase price, and the percent- 
age of down-payment applies to the balance, whereas in an automobile 
the trade-in allowance is a part of the percentage of the down-payment 
required. 

Mr. Berrs. Is the period during which the balance can be paid off 
longer with respect to television than that allowed for automobiles? 

Mr. Tarr. No; it is shorter; it is 15 months under the present 
regulation, and for automobiles 18 months. 

I wish to refer to the exhibits, Mr. Chairman, because in the interest 
of saving time I skipped them, but they are documented and illustrate 
very clearly several points made in my statement. 

Mr. Brown. You wish them to be made a part of your statement? 
Mr. Tarr. Yes. 
Mr. Brown. They will become a part of the record. 
(The exhibits referred to follow:) 
83473—51—pt. 3 —10 
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Exuisit 1 





TELEVISION SETS: FACTORY SALES MONTHLY, END-OF-MONTH FACTORY INVENTORY, 
AND RATIO OF INVENTORY TO SALES 


JANUARY 1950 THROUGH MAY 1952 
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(Schedule for exhibit 1) 


Television sets: Factory sales monthly, end-of-month factory inventory, and ratio of 
inventory to sales, January 1950 through May 1951 





sales 


End-of- 
month 
factory 


Ratio of 
inventory 
to sales 





| 
Factory | 
Year and month | 


inventory (2)+(1) 
(1) : (3) 





Units Units 
1950—January - - Lckevaakhabenw aes 427, 000 
February . : Rad I REE AT 495, 800 

ae ; - 687, 000 

520, 500 
375, 700 
464, 200 
346, 000 


September. .- 

October... .-- 

November- --- 

December. -- : 
PRUNES 5 ndocwceot ssc. 
February ---.-- , : 
apa She i De chsh wok Une Ae asct 
PE Backs viphsmat 15s ckdenue ao d 403, 642 
i 2 505, 848 














et sales estimated (based on relationship between sales during first 2 weeks of April and May 1951) 
as follows: 
1. Sales during first 2 weeks: 
(a) April 
(b) May 
(c) Percent of May sales to April sales 
2. Sales for entire month: 
(a) April___- SRE DAR ee 
(b) May (345,875 29.3? percent) 
2 Factory inventory on May 11, 1951. 


Source: Radio-Television Manufacturers Association. 
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Exuisit 2 








MONTHLY FACTORY SALES OF TELEVISION SETS, DEEP FREEZERS, ELECTRIC RANGES, AND REFRIGERATORS, 
AND MONTHLY PRODUCTION OF AUTOMOBILES AND FURNITURE 
JANUARY 1949 THROUGH MAY 195l# 


Expressed in Standard Deviation Unite 


(Adjusted to eliminate seculer trend and to equalize amplitudinal variations) 
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# Data for television sales and automobile production available through May 1951; 
all other series avaiiable only through March 1951. 
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(Schedule for exhibit 2) 


EXPLANATION OF STATISTICAL PROCEDURE USED IN DERIVING DATA SHOWN ON 
CHART B 


The data shown on chart B have been adjusted to equalize amplitudinal and 
secular variation among the several series in order to make them comparable for 
the purpose of analyzing their patterns of movement. The adjustment method is 
identical for all six series and is explained below. 

In order to equalize amplitudinal differences among the series the long-term 
average for the period January 1949 through March 1951 was computed for each 
and the individual data were then expressed in terms of deviations from their 
respective averages. These deviations were then translated into standard de- 
viation units. 

To eliminate differences in secular trend a straight line was fitted to the standard 
deviation units for the period January 1949 through March 1951, and the values 
computed therefrom were then subtracted from the corresponding actual standard 
deviation units. 


Television set and deep freezer factory sales: Actual and adjusted to eliminate secular 
trend and to equalize amplitudinal variation—January 1949 through May 1951 








Television sets Deep freezers 
| Adjusted | | Adjusted 
Year and month ; ; (standard | sone | (standard 
Actual |  Goviatian Actual | deviation 








| units)! | | units)! 
(1) (2) (3) (4) 
Units | Units | 
$000—Jentiary on. <2 2-- 129, 000 +0.14 27, 200 | +0. 60 
a Ee 132, 000 +. 04 24, 200 | +. 33 
MS eo ee 193, 000 | +,17 | 27, 200 | +.38 
) SRE ELA 194, 000 | +. 07 21, 400 | —.04 
See eis 197, 000 | —.04 | 20, 100 —. 22 
June... aks 136, 000 —. 40 | 27, 700 | +. 07 
, AOS eee a sal 98, 000 —.67 | 31, 000 | +.13 
August... we r j 212, 000 —.31 | 35, 400 | +. 25 
September. _____. Juss : ee 306, 000 —. 04 | 31, 200 | —. 08 
ae 435, 000 +.37 20, 500 | —.75 
November... ee! 452, 000 | +, 33 23, 800 | 69 
December : E 401, 000 | 00 | 24, 200 | —.78 
1950—January ...___.- : 427, 000 | 00 | 31, 900 | —.49 
February. -.....--- ; 196, 000 +.17 | 39, 200 | —.22 
March... ie 687, 000 +-.83 | 52, 000 | +.3 
oS .  EeS aee 521, 000 +. 04 | 42, 500 | —.27 
May... ia lad sf 376, 000 —. 67 | 36, 900 | —. 68 
June..... sr : J 464, 000 | —.42 52, 800 +. 04 
July a 346, 000 | —1.02 76, 700 | +1.18 
August__- eoaee 796, 000 | +.71 76, 800 | +1. 07 
September. - ‘ | 868, 000 | +. 89 62, 000 +.19 
October Late : 874, 000 | +. 80 } 63, 500 +.16 
November. . --- 708, 000 | +.01 | 50, 000 | —. 66 
December ; 793, 000 | +, 24 | 61, 000 | —, 20 
1951—January ; ai : 621, 000 | —. 57 | 71, 700 | +. 25 
February... .__- lie ent ee 667, 000 | —. 50 | 64, 000 | —. 26 
SSE Peery rene : 774, 000 | —.17} 77, 900 | +.35 
April Riera ery wie ae a8 346, 000 | aS ay Aaa 
May..-- Ege a 101, 000 | —3.15 |_- 


1 Adjusted to eliminate secular trend and to equalize amplitudinal variation. 


Source: (1) Radio-Television Manufacturers Association. (3) National Electrical Manufacturers Asso- 
ation, 
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Electric range and refrigerator factory sales: Actual and adjusted to eliminate secular 
trend and to equalize amplitudinal variation, January 1949 through March 1951 
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Electric ranges Refrigerators : 
Y d month eonetet 4 teedard 
Year and mont standar standar 2 
Actual deviation Actual deviation 4 
units) ! units)! x 
(1) (2) (3) (4) ‘ 
Units Units ¥ 
RT TELE LE a TE Mek 190, 900 +1.32 396, 300 +0. 83 4 
OIE 5 ss tin 64d cause tags aedanewes 88, 300 +. 58 348, 500 +. 2 : 
RE ORE Oe ey Loe Lee 88, 900 +. 50 382. 900 +.54 
po aR a an a a aE aca: 60, 700 —.44 335, 100 .00 4 
Ws cb ie chs USC aks oleae 52, 900 —.7 341, 900 —.01 vi 
Meee ‘ ; 69, 100 —.38 310, 800 —.39 5 
ESE aes 63, 200 —. 66 327, 400 —.31 : 
ok oe es ee 66, 800 —.65 314, 800 —.61 : 
sone anes ah EC an rE Re 93, 000 +.04 326, 100 —. 48 . 
CRS iia ccc dnc aha~ anceps aaa 73, 300 —. 65 265, 600 —1.14 % 
fn eg RES AE IRE E: 60, 500 —1.13 230, 300 —1. 56 2 
WOME xdess settee cers 77, 000 —.7 272, 600 -LZB 
RE rs al cn cdeaeeh cgbiinmement 97, 900 —.21 375, 900 —.30 
i, ke RD EIS. a Fig seeds 119, 000 +.32 461, 300 +.45 
MOD. oscccccccusz 145, 400 +1.01 586, 300 +1. 59 
EB, 2. sch Gilat hore taie gd mine 132, 900 +.54 546, 300 +1.12 4 
| ey ee 145, 500 +. 81 542, 900 +1.01 
| Ee. 158, 500 +1.10 549, 700 +1.00 
July K 130, 500 +.17 507, 000 +. 51 
ee RRS RR ante os: ast 132, 200 +.12 518, 400 +. 54 
September. .......--- aie 156, 200 +.74 535, 000 +. 62 
ME ix dccemawumuacis Bacon | 130, 500 —.12 420, 400 —.57 i 
x eS EP een 129, 400 —.25 411, 200 —.74 t 
LO ee 124, 400 —. 50 394, 300 —. 98 
1951—January--.-.--.- | 132, 400 —.36 488, 600 —.14 
PROUUREY 4. <o.n=- estes 124, 100 -.71 423, 400 —. 85 
NONE a oases ce cas eh wiengacndsena baie 162, 300 | +.33 | 591, 400 +.70 3 
{ 





1 Adjusted to eliminate secular trend and to equalize amplitudinal variation. 


Source: (1) and (3): National Electrical Manufacturers Association. 
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Indices of automobile and furniture production: Actual and adjusted to eliminate 
secular trend and to equalize amplitudinal variation, January 1949 through May 1951 
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Automobiles Furniture 

Adjusted Adjusted 

Year and month Actual (standard Actual (standard 

(1935-39=100); deviation (|(1935-39=100); deviation 

units)! units)! 

() (2) (3) (4) 

I ii 2s so wredncienennning eutse 209 +0. 57 154 +0. 73 
IS en ce a a ie 206 +.39 154 | +.61 
204 | +.B 150 | +.29 
203 +.11 144 | —.13 
184 —.59 139 —.51 
211 +.20 | 139 —.62 
225 +. 56 136 —.89 
225 +.47 | 148 —.41 
231 | +.58 158 | —.02 
216 4 165 | +. 21 
175 —1.42 163 | —.01 
| 181 —1.31 170 +.23 
gL! pees tt ee Se | 224 —.01 | 166 —.09 
Epic wf RE Re SORES RAI ai doe | 182 —1.46 | 173 +.14 
OS Ro eae | 189 —1.32 176 | +.17 

Pn, Bey cence a Sak | 204 —.92 17 | 0 
S| ER RR AG DER Se eee | 249 | +. 45 | 175 | —.12 
RAS ORRRIL Os otis SSS | 268 | +.98 | 178 | —.08 
EES mi SOS aR Sa ea | 262 | +. 69 | 174 —.40 
pS SS Oe 273 +.96 192 +.39 
OMI 6 oes ek esti webendwks- 265 +. 61 196 | +. 47 
RE SS SS ete 71 +.72 198 +. 45 
ME Se 249 | —.08 197 | +. 28 
Devermper. 65.6... ok. Sc Oeaparne 261 +. 22 194 | +. 01 
pS EE Es ee 247 —.33 189 | —.36 
| AES. ER Seer 262 | +.07 194 | —.23 
— i ote eS Sa tae 250 —.41 199 | —.09 

ER le a a Pa 209 | set, ieee Sere 

i Sa SES ONE Se Se ee 218 | —1.62 | 








! Adjusted to eliminate secular trend and to equalize amplitudinal variation. 


Source: Board of Governors of the Federal Reserve System, Federal Reserve Bulletin, and Standard & 
Poor’s Corp. 


(Schedule for exhibit 4) 


Percentage distribution of prospective buyers of television sets by income groups, 1949 
and 1950 











1949 1950 
(1) | (2) 
Income group: Percent | Percent 

Under $2,000__...........- nid os SAREE AEC kta a ee Fo SON SR ES, A OS | 2 | ¢ 
ION eis ne pes eee el ee 6 | 10 
ee NR RE Ye 20 | 21 | 26 
pte pra EI EE LT EINE EST UN AMI IE | 23 | 20 
Total under $5,000._..........--- 2-2-2. TC CRON TET RR Scere 52 65 
SN ii es NOE SE Se Se, Si ct ne | 48 35 








Source: Board of Governors of the Federal Reserve System, Federal Reserve Bulletin, July 1950, p. 786. 
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Exursit 6 
Size of replacement market for television sets and automobiles, 1950 


1. Television sets: 
(a) Total television homes, end of 1949___________._____-- 3, 497, 000 
(b) Total television factory sales, 1950___....._._-_------ 7, 355, 100 


(c) Size of replacement market: Ratio of 1949 total television 
homes to 1950 factory sales_...-......-.......----- 0. 48 





2. Automobiles: 
d (a) Total 1949 passenger-car registrations____.__._..-___--- 36, 292, 703 
(b) Total passenger car factory sales, 1950_-_-__-_- pes aie 6, 665, 628 





(c) Size of replacement market: Ratio of 1949 registrations 
Sai Pere SI RI to es eo eee ee 5. 44 
Source: (1) National Broadcasting Co. and Radio-Television Manufacturers Associations. (2) Anto- 
mobile Manufacturers Association and U. 8. Department of Commerce, Bureau of Foreign and Domestic 
= Commerce, Survey of Current Business. 


Exuipit 7 
Size of replacement market for homefurnishings in 1950 
I. 1989 MARKET 


A. Total=$99,000,000 (actual monthly average home furnishing retail sales in 
1939 adjusted by consumers’ price index of homefurnishings on index base 
1935-1939 = 100: $100, 000, 000+ 101.3) 

B. New market= X 

C. Replacement market= Y 

D. Equation: X+ Y=99 

II. 1950 MARKET 


A. Total=$181,000,000 ($344,000,000-- 190.2) 
B. New market=X times percent growth in new dwelling units started (1939 
dwelling units started =515,000, 1950 dwelling units started= 
1,396,000; ratio of 1950 to 19389=1,396,000-—-515,000= 2.71) 
=2.71X 








C. Replacement market= Y times percent growth in total dwelling units in exist- 
ence (1940 total dwelling units= 37,325,470, 1950 total 
dwelling units= 45,875,000; ratio of 1950 to 1939= 
45,875,000 37,325,470= 1.23) 

; =1,23Y 

3 DD. Equation: 2.71X+1.23Y=181 

ey 

5 Il]. ESTIMATED 1950 REPLACEMENT MARKET 
t A. Solution of equations: 


X+ Y= 99 
: 2.71X +1,23Y=181 
# Y = 59,000,000 (replacement market in 1939) 
1.23 Y=73,000,000 (replacement market in 1950) 
B. Percent of replacement market to total market: 73--181=40% 

Source: (1) Retail sales of homefurnishings: U. S. Department of Commerce, Bureau of Foreign and 
Domestic Commerce, Survey of Current Business. (2) Consumers’ price index of housefurnishings: 
Council of Economie Advisers, Economie Indicators. (3) Dwelling units started: U. S. Department of 
Bs Commerce, Bureau of the Census, Statistical Abstract of the United States, and Council of Economic 
3 a Economic Indicators. (4) Total dwelling units: U. S. Department of Commerce, Bureau of the 
B ensus. 
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INDICES OF WHOLESALE PRICES OF TELEVISION SETS 
AND OF HOUSEFURNISHINGS GOODS 


JANUARY 1948 THROUGH MARCH 1951+ 
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Indices of wholesale prices of television sets and of housefurnishings goods, January 
1948 through March 1951 








Television sets 


Housefurnishings goods 














Year and month Dollars Index, Index, Index, 
per unit 1948=100 1926=100 1948=100 
(1) (2) (3) (4) 
DOR tek A ee, sss 263 110 141.3 98 
Sp RE ee SR Seer emt res 251 105 141.8 98 
| RCE REP ee ee ser me ee 248 104 142.0 98 
(SAS EEE NE Gap eee oie EB Ae eee a 245 103 142.3 98 
MS Pod GGG caadod <didet edbiedonqotouws 248 104 142.6 99 
NS it ie 8 iad Oe was piFewins adeleeneae 235 98 143. 2 99 
WR oC a he a ts 242 101 144.5 100 
anc as na dena kha kedaimmed 217 91 145.4 101 
PI SS ec jateddabes 228 95 146.6 101 
ee eure Eewedkws 225 4 147.5 102 
November... Se ie aa Se ake 232 97 148. 2 103 
egal IRS ENC SRR Seat Mel 230 96 148.4 103 
1949—January............-.....-- Sad icih beens 217 91 148. 2 103 
IE gk eh las deliaenme 220 92 148. 5 103 
(ORES EET a aneansn ete Same 219 92 148. 2 103 
Ces SPEER RRA IE SR aS ae ae 225 94 147.1 102 
MM ee Se ed esse sh eae 206 86 146.3 101 
(SS EEO STRESS Be REE SY ey SARTRE ery epee 193 81 145.3 101 
To nae 194 81 143.0 99 
ES en eg ee cake 173 72 142.9 99 
September. _ ae aap SS Sie Cae 181 76 142.9 99 
RN ss oc got 2), ty nn sctued eae nnis 175 7 143.0 99 
PII Si tr oe cuca ecdacceocnes 178 7: 143.4 99 
SEER cer te ee eo eS 173 72 144.2 100 
SO He hen ss bek Bie 164 69 144.7 100 
RN oe eo weeks 176 74 145. 2 100 
| |, SP as SaaS Ea 175 73 145. 5 101 
(os RS, NONI R Sac SSS ae A 169 71 145.8 101 
May... E ailird widlizeinesnis ba ow 170 7 146. 6 101 
June... _- - pace bt 165 69 146.9 102 
ANTS SEIS RRR MSU Rec ame ss ee 163 68 148.7 103 
Se ic A> pian nce CPA REA ae Be 177 74 153. 9 107 
September. - -..-- ee 191 80 159. 2 110 
COOCUGIOR SE. < c. b ccs nk AS Pye MOC See 198 83 163.8 113 
RS RS A a pee 200 84 166.9 116 
| iret Bat INI RSI ES Aire es 195 82 169.9 118 
1951—January_.__._......- 4 200 84 174.7 121 
Pobruary..........-. 206 36 175.3 121 
EEE ET AR ee Rae a Bs aia es EN = Sree eas 178.7 | 124 














Source: (1) Radio-Television Manufacturers Association. 


Labor Statistics, Wholesale Prices bulletins. 


Mr. Brown. Thank you very much for your statement. 





(3) U. S. Department of Labor, Bureau of 





The committee will stand adjourned to meet at 10 a. m. Monday. 


(The following statements were submitted for the record:) 


STATEMENT OF THE AMERICAN BANKERS ASSOCIATION TO THE House CoMMITTEB 
on Banxine anp CurRRENcY on H. R. 3871, To AMEND THE DEFENSE PRo- 


pDucTION Act or 1950 


The American Bankers Association is deep!v concerned with a proposed amend- 
ment to H. R. 3871 to amend the Defense Production Act of 1950 which would 
create a new organization, Small Defense Plants Corporation, with broad powers 


to assist small business. 


Congress already has enacted suitable legislation to 


enable small-business concerns to participate in the defense production program 
of the country and to assure them ample financing. 

The association is opposed to the creation of another Government corporation 
because it is unnecessary, it duplicates substantially. the objectives of other 
governmental agencies, and it increases the burden on taxpayers without any 


commensurate benefits, 


(1) The amendment to H. R. 3871 is unnecessary, for adequate funds are 


available for financing small business from private financial institutions. 
the voluntary credit restraint program sponsored by the Board of Governors of 


Under 
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the Federal Reserve System, banks are diverting their lendable funds primarily 
to the production, distribution, and servicing of goods needed for the national 
defense and for essential civilian requirements in this emergency. This proposed 
Corporation could impair the anti-inflation program now operating effectively. 

The existing RFC, now undergoing a reorganization, likewise is in a position to 
supply needed financial assistance to small business. 

To aid small business in obtaining the maximum credit needed for the defense 
program, Congress has passed the following helpful legislation: 

(a) Amendment to the Assignment of Claims Act of 1940 and provision in the 
Renegotiation Act of 1951, which clarify the position of a lender accepting an 
assignment of a prime contract or a subcontract as collateral for a loan. 

(6) Section 301 of the Defense Production Act of 1950, which made possible 
the reactivation of the V-loan program that proved so useful during World War 
II in helping banks supply needed funds, particularly to the smaller contractor 
or subcontractor, for performing Government contracts or subcontracts. 

(c) Sections 302, 303, and 304 of the Defense Production Act of 1950, which 
make available Government funds for the expansion of capacity, the development 
of technological processes, or the production of essential materials, now being 
— by certain designated governmental procurement agencies through the 

eC. 

(d) The Revenue Act of 1950, which makes possible for business concerns to 
charge off within 5 vears against earnings for tax purposes all or part of the cost 
of the acquisition or improvement of facilities and plants. 

(2) The amendment is unnecessary, for Congress in recent legislation has taken 
pains to safeguard the interest of small-business concerns. For example, in the 
Armed Services Procurement Act of 1947, it is stated that: “It is the declared 
policy of Congress that a fair proportion of the total purchases and contracts for 
supplies and services for the Government shall be placed with small-business 
concerns.”’ Asa result, the armed services are attempting at this time to channel 
business to small concerns. 

(3) The amendment is unnecessary because at this time the Office of Small 
Business of the Department of Commerce is doing an outstanding job in providing 
technical and managerial aids to small-business concerns. It also is helping small 
business through all of its field offices in securing contracts, subcontracts, and 
needed material. Under this amendment, it would be possible for the President 
to transfer this office from the Department of Commerce to the new Corporation, 
with possible detriment to its operation and danger of its being terminated with 
the expiration of the powers granted under the Defense Production Act of 1950. 

(4) The amendment would impose an additional burden upon the taxpayers 
of this Nation by creating a Corporation which would duplicate and compete 
with both governmental and private agencies. The association believes that 
economy should be stressed in the activities of our Federal Government. In the 
national emergency, it would seem unwise to set up another governmental agency 
which would drain a sizable number of employees from a tight labor market and 
create an additional expense to the Government. Existing facilities, if effectively 
used, can accomplish substantially the objectives of this amendment. This would 
be in conformity with admonitions given to the citizenry to use wisely and more 
effectively what they possess already rather than incur additional unnecessary 
expenditures. 

(5) The amendment would, in effect, concentrate in one governmental agency 
broad powers which are of such nature as to wield dangerous influence or control 
over an important segment of the Nation’s economy. The Corporation in part 
would be given the power to assist small business by extending credit for various 
purposes, by selling or leasing land, plants, machinery, materials, and supplies, 
by awarding subcontracts, by supplying technical and managerial aids, by cer- 
tifying small-business concerns to Government procurement officers with respect 
to their competency and their capacity and credit; or to withhold this assistance 
for justifiable, political, or other reasons. 

The association believes that such centralization of powers could have only a 
disturbing effect upon the economy of the country. The American Bankers 
Association is opposed to this amendment providing for the establishment of a 
Small Defense Plants Corporation as it is not needed, will duplicate substantially 
services performed by private and governmental agencies, add to the labor 
shortage, increase the expenditures of the Federal Government, and make pos- 
sible an undue concentration of powers over a large segment of the economy 
described as small business. 
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Present governmental agencies and private financing institutions are in a 
position to supply the constructive aid to small business needed to achieve the 
objectives of the Defense Production Act of 1950. 

The association, therefore, urges that this amendment to H. R. 3871 be not 
adopted. 





Wasuineton, D. ©., May 24, 1951. 
Hon. Rautpu A. GAMBLE, 
House Office Building, Washington, D. C. 

In behalf of independent business institutions of this Nation we urge your 
Committee on Banking and Currency now holding hearings as to the extension 
of the Defense Production Act of 1950 that your committee take under considera- 
tion amending the Defense Production Act of 1950 by adding thereto in the way 
of an amendment H. R. 1600 the Small Defense Piants Act. From the reports 
we are receiving from independent business institutions there is an ever-increasing 
need for the creation of the Small Defense Plants Act which will permit independ- 
ent business to share in Government defense efforts. May I request considera- 
tion. 

GeorcE J. BurGER, 
Vice President, National Federation of Independent Business. 





NATIONAL Savincs AND LOAN LEAGUE, 
Washington, D. C., June 8, 1951. 
Re H. R. 3871 
The Honorable Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington 25, D. C. 


My Dear Mr. Spence: The National Savings and Loan League is opposed to 
any proposal which would extend construction credit controls, or any credit 
controls, to existing houses. 

On May 17, 1951, our board of governors, meeting in Los Angeles, Calif., at 
the conclusion of our eighth annual convention, implemented the wishes of our 
delegates by adopting the following resolution: 

“Whereas credit controls on existing construction would be impractical, illogical 
and unnecessary; and 

“Whereas the extension of credit controls to existing houses would tend to cen- 
tralize the determination of property values in some Government agency to the 
detriment of private business, the welfare of the people and the national economy: 
Therefore be it 

“Resolved, That we the members of the board of governors of the National 
Savings and Loan League, meeting in the city of Los Angeles, Calif., this 17th 
day of May 1951, respectfully urge the Congress of the United States not to ap- 
prove any proposal that may be submitted which would seek to extend credit 
controls to existing homes; and be it further 

‘Resolved, That a copy of this resolution be given to the Senate Banking and 
Currency Committee and the House Banking and Currency Committee in 
Washington.”’ 

The foregoing resolution succinctly and adequately spells out the policy adopted 
by our organization. However, if there are any questions, we shall be most 
happy to answer them. 

Respectfully, 
Haroup P. Braman, 
Assistant Manager 





NATIONAL ASSOCIATION OF Mutua Savines Banks, 
New York 17, N. Y., June 4, 1951. 
Re: H. R. 3871 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
United States House of Representatives, Washington, D. C. 

Dear Sir: This statement is filed on behalf of the National Association of 

Mutual Savings Banks. This is a trade association whose membership comprises 
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549 mutual savings banks located in 17 States. The largest concentration of 
these banks is on the eastern seaboard but a few of the banks are located in the 
Middle West and on the Pacific coast. These institutions are nonprofit organiza- 
tions having no stock ownership and are operated under the supervision of trustees 
for the purpose of conserving the savings of their depositors, investing their funds 
in conservative securities and returning a small interest to the depositors. 

As of April 1, 1951, these mutual savings banks had slightly over $29 billion in 
deposits and slightly over $2244 billion in assets. Their mortgage holding totaled 
$8,428 million, representing about 37 percent of their total investments. 

Our interest in the bill before you, H. R. 3871, is confined to two sections, the 
section which would enact a completely new rent-control Jaw covering commercial 
properties as well as housing properties, and the section which would extend 
mortgage credit control to the field of existing housing. 

We are in accord with the principle of continuing those parts of the Defense 
Production Act which authorize Government control of mortgage credit for new 
construction and Government control of FHA and GI credit as anti-inflationary 
measures. 

The Federal Reserve Board has done an admirable job of formulating and 
administering the now familiar regulation X governing the extension of mortgage 
credit for new housing construction. The direct regulation of mortgage lending 
was a new field for the Federal Reserve. We were glad to see that the Board 
drew upon the experience of commercial banks, the life insurance companies, the 
savings and loan associations and savings banks at every important step in the 
formulation of mortgage credit regulations. 

Regulation X is working. Credit inflation in the new house field has come 
under stringent restraint. The housing starts for the first few months of this year 
were at a rate that might indicate another boom year for 1951——-but everyone in 
this business knows that these housing construction starts were mainly the result 
of applications for FHA and VA commitments filed prior to the institution of 
regulation X. These commitments were rapidly running out. Regulation X and 
the companion FHA and VA regulations along with the fear of further regulation 
or controls coupled with the new Federal Reserve Government bond policy have 
drastically contracted the mortgage credit market both for new construction and 
for existing housing. 

In this regard Chairman Martin of the Federal Reserve Board in his statement 
on this bill before the House Banking and Currency Committee on May 10, 1950, 
is quoted as follows: 

“There are tangible evidences that the availability of bank reserves has been 
reduced, that banks have become more restrictive in their lending policies, and 
that the over-all expansion of bank credit has definitely slackened despite ac- 
celeration of sending to finance defense production. Further evidences of the 
effects of the various measures of monetary and credit restraint may be seen in the 
markets for consumer credit, mortgages, and new capital issues. Consumer 
installment credit has ceased to grow. New commitments by insurance com- 
panies and savings banks to purchase mortgages have been reduced.’ 

It is our belief that there has been a definite change in the trend of mortgage 
credit. The direction at present and for the near future can only be for shorter 
and tighter credit. Historically, mortgage credit trends once established are of 
long duration and are not quickly reversed. 

The Bureau of Labor Statistics figures for home building activity in the months 
of March and April tell the story. Building starts for these 2 months are well 
below starts made during the months of March and April 1950, but more im- 
portant, they show that home building activity is declining contra-seasonally 
that is to say, building activity is decreasing during the time of year when it 
should be reaching its greatest volume. 

This bill would extend Government regulation of mortgage credit to the 
financing of the existing house without FHA insurance or VA guarantee. We 
are opposed to this extension on the grounds that it is unnecessary and unwise 
for the fotlowing reasons. 

The amount of loan to value in a conventional mortgage loan (a loan without 
Government insurance or guaranty) has always been lower than the amount of 
loan to value in a Government insured or guaranteed loan. That was one of the 
purposes of Government guaranties and insurance—to get the lender to make 
larger loans on lesser security. Since World War II the responsibility for the 
inflationary aspects of mortgage lending must be attributed to the continually 
expanding housing policy of the Government. Bill after bill in Congress has 
proposed steady extension of more liberal terms of mortgage credit. Permanent 
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5 mortgage lenders, constantly being criticized for not meeting the needs for financ- 
; ing of home buyers on greatly liberalized terms, accepted the various programs 
¥ 


as proposed, with constructive modifications, as an alternative to direct Govern- 
ment lending and greativ expanded public housing programs. The effect of 
regulation X and the companion Federal Housing Authority and Veterans’ 


Re Se aes 


é Administration limitations was to increase down payment requirements. 
4 Liberal terms for financing the sale of existing houses do not create any demand 


for building materials and in faet mav lessen the demand for new construction. 
7 They therefore neither tend to raise the prices of these materials nor take them 
away from defense uses. 

Furthermore, there is no danger of credit being extended too liberally in this 
field. Down payment requirements in conventional loans are now and always 
have been strict. The tendency is for credit extension policy to lag behind price 
rises, rather than to facilitate them as has been suggested. New selling prices for 
existing houses are not immediately recognized by lenders and loan value appraisals 
are generally established below such selling prices. There is no threat to our 
economy in this particular field and we think that no regulation is required. 

Under the auspices of the Federal Reserve Board a voluntary restraint program 
: is being initiated and there is no question but that it will receive the hearty sup- 
port of all lending institutions, large and small. The Board is to be congratulated 
on its foresight in handling the matter in this fashion. In essence, the program 
will reportedly involve a screening by the various divisions of the lending industry 
of loans with a view to weeding out and rejecting those loans which are inflationary. 
There is every reason why the voluntary program should be given a full oppor- 
tunity to be effective. In the meantime, credit restrictions should not be imposed 
in the field of old house financing. No real evidence has been produced to indicate 
the need for control in this sector of mortgage lending. 





RENT CONTROL 


‘ Residential rents—When the question of the extension of rent control was before 
the Congress last spring we expressed our view that the time was approaching 
| when all Federal rent control should be abolished. The end of these regulations 
q was in sight when the Korean situation came along and now this Congress is asked 
to enact a new rent-control law more stringent than anything heretofore known. 
In this bill it is proposed that the rents of any housing can be controlled or re- 
% controlled, regardless of when the housing was constructed. Heretofore Congress 
z has recognized that new housing facilities, whether for private ownership or for 
F rent, would not be constructed if they were to come under Federal rent control. 
Under Federal law prospective builders and owners of new rental properties were 
encouraged to go ahead with their plans on the assurance that their rents would 
not be subject to control by the Government. Thousands of rental units were 
built, many under section 207 and section 608 of the National Housing Act. To 
repudiate the exemption of this new rental housing construction brings into ques- 
tion the good faith of our own Government in relation to those who have relied 
upon Federal law. Undoubtedly we shall need some new additional housing and 
rental units, especially in defense manufacturing areas. It may be difficult to 
induce private enterprise to build new housing in the face of the threat of im- 
mediate Federal rent control. 

S There have been built over 3,000,000 housing units in the 3 years ending Decem- 
~ ber 31, 1950, exclusive of farm dwellings. We have read the testimony of Mr. 
Tighe Woods, Housing Expediter, before the House Banking and Currency 
Committee on the subject of this proposed rent-control law and we find nothing 
in his testimony that leads us to believe that there is not now an adequate supply 
of rental housing in this country, or that even under our curtailed building 
activities the country will not be able to maintain a reasonable supply of rental 
4 properties. If the supply is adequate, the price of rents will take care of itself. 
> Here again let us not have controls for the sake of experiment, but only when such 
' controls are strongly indicated by a threat to the economy, and when the law 
provides for gradual decontrol. It should be pointed out that involvement in a 
general war might change the whole picture and make the imposition of Federal 
rent controls a real necessity. We have not reached that stage and if we do, 
Congress can act expeditiously to plug the hole, as it did last summer in the rapid 
passage of the Defense Production Act following the Korean outbreak. No great 
geographical shifts in the labor force are contemplated as the result of this present 
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emergency except in the case of atomic and other unusual installations where the 
Housing and Home Finance Agency and VA have already removed credit restric- 
tions. During the defense period prior to World War II, savings banks were a 
factor in financing necessary housing for defense workers. 

Most of the workers engaged in defense work will be employed at the places of 
their regular employment, in many cases at the very same machine. Our defense 
installations grew to their present great capacity during World War II and their 
locations are set by the existence of those great enterprises which will shoulder 
the principal burden of production. 

Commercial rents.—The proposed rent-control provisions of this bill would cover 
commercial rents, an area never before controlled under Federal authority. 
Commercial rent control is absolutely unnecessary, regardless of the fluctuation 
in our economic conditions. It is a popular misconception that commercial rent 
enters into the cost of the goods sold. Commercial rent is self-controlled. It 
is paid only out of profit. A merchant will pay the rent asked only if he thinks 
he can pay it out of his profit and he will pay it, regardless of rent control. He 
will only pay the rent asked as long as he can pay it from his profits. If the 
merchant’s rent is raised to some figure which, in his opinion, his business cannot 
stand, he moves or goes out of business. We see it every day in our large and 
small cities. The great proportion of all retail commercial rents are today paid 
as a percentage of gross sales or, in effect, the rent is based on the profits expected 
to be derived from the business at a specific location. Under such circumstances, 
commercial rents are self-controlling and need no controls. 

Very truly yours, 
Rospert M. Morgan, 
Chairman, Committee on Mortgage Investments. 





STATEMENT OF THE MortGAGE BANKERS ASSOCIATION OF AMERICA, SUBMITTED 
BY Mauricre R. Massey, Jr., CHAIRMAN, FepeERAL LEGISLATIVE COMMITTEE 


Mr. Chairman and members of the committee, I am Maurice R. Massey, Jr., 
chairman of the Federal legislative committee of the Mortgage Bankers Associa- 
tion of America. Our membership consists of about 1,700 mortgage companies, 
commercial banks savings banks, life-insurance companies, and other lending 
institutions of all types. 

I am president of Peoples Bond & Mortgage Co. of Philadelphia, Pa., which has 
been engaged in the business of making and selling loans on all types of properties 
for many years. 

I am submitting this statement on behalf of the Mortgage Bankers Association 
of America in conformance with your written request. We understand it will be 
incorporated in full in the record. 

We welcome the opportunity to appear before your committee. 

We have reviewed carefully the provisions of H. R. 3871, a bill to amend the 
Defense Production Act of 1950. We do not feel sufficiently qualified to make 
comments and recommendations with regard to many of the sections of this bill, 
however we have very definite views concerning two specific sections of the pro- 
posed legislation and we would like to record these comments and recommenda- 
tions with your committee. 

1. Title LV of the bill extends and increases the authority of the Federal Govern- 
ment to control rents. We are opposed to the enactment of this title of the bill 
as well as to the continuation of any form of rent contrel. We believe thai 
experience has shown that rent controls in operation have actually worked to 
decrease substantially the volume of housing accommodations offered for rent, 
and it has definitely reduced the incentive to produce new rental accommodations. 
We know that other witnesses who have testified before your committee have 
offered factual evidence that in those areas where rents have been decontrolled, 
rents have not risen as much as was predicted by housing officials, and where 
rents have advanced, the increases have been substantially less than the increases 
in the prices of other commodities. Therefore, we recommend that the subject 
of rent control be left as a matter of local jurisdiction entirely. 

Further to the best of our judgment and experience, the extension of rent con- 
trol to commercial facilities as provided in the bill would only impede the national 
defense effort. In many of our large cities, there are so many vacancies in desir- 
able commercial space that it would seem thoroughly purposeless to extend rent 
control to these types of buildings. For example, in Philadelphia, vacancies in 
commercial buildings total nearly 64 percent of the total available commercial 
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space. In New York, commercial space totals almost 5 percent of the total 
available business and industrial available space. It is confusing, to say the least, 
as to the reasons for the objectives of the administration in the proposals to extend 
a system of rent control to commercial accommodations. 

On the one hand, our Government proposes the extension of rent control in 
critical defense areas because of housing and commercial space shortages; on the 
other hand; by the adoption of Federal credit controls, it restricts the building of 
new housing and commercial accommodations in these same areas. The Govern- 
ment says—in effect—space is short, both housing and commercial, in defense 
areas, therefore rent control is needed. In the next breath, the officials say new 
building has inflationary tendencies, therefore you should not build in defense 
areas. 

2. Section 106 of the bill extends the authority of the Federal Government to 
control credit on real estate transactions to existing properties. Our association 
is opposed to this section of the bill. 

If this section is enacted the real-estate and mortgage business will be placed in 
great jeopardy. Federal credit restrictions have already applied the brakes 
sharply to the volume of new building. The home building industry is grinding 
to a sharp stop because of credit controls and the lack of mortgage money at 
presently fixed, artificially low rates of interest. If these same credit restrictions 
are applied to existing properties, mortgage money will be further withheld from 
existing real estate and this will adversely affect the acquisition of existing indus- 
trial properties by defense plants and the sale or rental of existing residential 
properties to defense workers. 

In our opinion there are no adequate statistical data which demonstrate any 
reason why existing properties should be put under credit controls. 

The committee should realize that mortgage loans on existing properties either 
guaranteed by the Veterans’ Administration or insured by the Federal Housing 
Administration are under credit controls. Therefore, the only loans which are 
not controlled are so-called conventional loans and these loans that are by custom, 
practice and tradition limited to 50-66% percent of the appraised value of the 
property. Further, the present acute shortgage of funds for investment in 
mortgages will assure the continuance of conservative lending policies without 
the necessity for Government intervention. 

In our opinion the committee should also realize that to impose controls on 
existing houses would immediately make it more difficult for defense workers to 
move from one defense area to another. The ability of the defense worker to sell 
his own house and to buy a new one at the site of his new employment would be 
seriously curtailed by imposing further restrictions on the mortgage financing 
available to him. 

In conclusion, we would like to point out to the committee that far from 
indicating a need for additional controls, the conditions which we are presently 
experiencing in the mortgage market as a result of Regulation X and the other 
allied credit controls seem to indicate the possibility of the need for relaxing 
present controls if we are to maintain even a fairly even flow of mortgage funds 
to the building industry 


(At 12:42 p. m., the committee adjourned to meet at 10 a. m. 
Monday, June 4, 1951.) 
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MONDAY, JUNE 4, 1951 


Howuse oF REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to call, at 10 a. m., in room 1301, 
New House Office Building, Hon. Brent Spence, chairman, presiding. 

Members present: Messrs. Spence, Brown, Patman, Multer, Me- 
Kinnon, Dollinger, Talle, Cole, Nicholson, Buffett, Betts. 

The CuarrmMan. The committee will be in order. 

You may proceed, Mr. Snyder. 


STATEMENT OF CALVIN K. SNYDER, SECRETARY, REALTORS’ 
WASHINGTON COMMITTEE OF THE NATIONAL ASSOCIATION 
OF REAL ESTATE BOARDS 


Mr. Snyper. Thank you, Mr. Chairman. I have associated with 
me Mr. John C. Williamson, who is counsel to the Washington com- 
mittee of our association, and Mr. Albert A. Payne, my associate. 

Mr. Chairman and members of the committee, I am Calvin K. 
Snyder, secretary of the realtors’ Washington committee, National 
Association of Real Estate Boards. Our offices are located at 1737 
K Street NW., Washington, D. C., and 22 West Monroe Street, 
Chicago, Ill. Our membership consists of 1,124 local real-estate 
boards and 44,655 individuals and firms of realtors. Our member- 
ship is engaged in every phase of the real estate and construction 
industry. 

We deeply appreciate this opportunity to appear before your 
committee. 

The National Association of Real Estate Boards endorses and sup- 
ports the national defense program against communism at home and 
abroad. We also recognize the need to maintain a sound national 
economy if we are to achieve a lasting peace. 

We offer the services of the Nation’s realtors in all matters in 
which they can be helpful using their special knowledge and skill in 
the field of real property. 

With your permission, Mr. Chairman, we should like to present 
our testimony with respect to four sections or portions of sections in 
the bill. 

A. Section 102 (b) and (c). Authority to requisition and condemn. 

B. Section 103 (ec). Expansion of productive capacity and supply. 

C. Section 105, title TV—A. Rent stabilization. 

D. Section 106 (a). Control of credit. 

In studying the testimony presented to this committee by wit- 
nesses representing the Federal agencies, we find these two factors as 
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the motivating forces behind the Government’s request for this 
legislation. 

(1) Notwithstanding the fact that the broadening of the produc- 
tive base of our national economy is proceeding at a satisfactory rate, 
there exists an apprehension that somehow or some way, not alto- 
gether clear to us, something will “give” in our economic structure to 
the detriment of the common defense; and such apprehension is 
further predicated upon what these Government witnesses gloomily 
predict might happen in 6 months or more, certainly no sooner. 

(2) Fear of continued inflation appears to be a more formidable 
enemy, according to some witnesses, than fear of lack of production 
or the general control of prices and wages. 

It has been said that history is prologue. A number of members 
of this committee were here in the Congress in early 1941 when the 
Emergency Price Control Act was first proposed. You will recall 
the mounting apprehension over the international situation from 
September 1939 through December 1941. Hitler had been running 
amuck in Europe. England, France, Italy, Russia, Belgium, Hol- 
land and Norway, all were involved in the international conflagration. 

Until Pearl Harbor we did not declare war but we were engaged in 
supplying materials to our future allies. The great productive ma- 
chine that is American industry went to work with a will. 

We thus found ourselves in a position of supplying materials to our 
future allies, to gearing our economy to a world war. we found 
ourselves in the midst of inflation. We also found our national 
productive capacity 75 percent less than it is today, according to 
testimony offered before this committee within the past few weeks. 

Many of you will recall these things generally, but it is not until 
our tricky memories are refreshed by reviewing the hearings on the 
Emergency Price Control Act do we come up with these facts. 

(1) The Congress determinedly fought against enacting a price- 
control program which extended for a period of more than 1 year. 

(2) It was not until after Pearl Harbor and the subsequent declara- 
tions of war that the grave issues endangered by the President’s 
request for broad economic controls were resolved in order to meet 
the exigencies of grave and immediate public danger. 

We respectfully recommend that the committee give full considera- 
tion and attention to these facts. Witnesses for the Federal agencies 
have indicated that not more than 20 percent of our national economy 
will be affected by their present requests or their foreseeable demands. 
In view of this, certainly the constitutional inhibitions of the Execu- 
tive have not diminished in 10 years to a point where the Congress is 
compelled to grant powers which heretofore have been granted only 
after a declaration of war. 

A. Section 102 (b) and (ec). Authority to requisition and condemn: 
Our industry opposes sections 102 (b) and (c) which amend title II of 
the Defense Production Act by adding a new section, 202. 

These sections grant the President in his discretion the right to 
acquire by purchase, donation, or condemnation, any real property, 
including its facilities, together with any personal property located 
thereon, or used therewith, which he may deem necessary for the 
national defense. He can also improve any property as he deems 
best in the national defense. 
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This is a wide open request for powers which should be challenged 
by this committee and the Congress. It is a request for power the 
constitutionality of which is in serious doubt and is certainly far beyond 
anything which is needed to further our defense effort. 

The Congress last year in the basic act established certain criteria 
governing the President’s exercise of authority to requisition property. 
This authority is extended under the proposed bill. Section 201 (a) (b) 
of the act of 1950, therefore, provides ample safeguards to prevent 
abuse of power to seize real and personal property. An equitable 
formula is also provided for disposal of such property when retention 
of the property is no longer in the public interest. 

However, section 102 (b) of H. R. 3871 eliminates these safeguards 
by striking the word ‘title’ and inserting in lieu thereof “section” in 
section 201 (b), title II of the Defense Produc ‘tion Act of 1950. Thus, 
the safeguards would apply only to section 201 of the existing law and 
not to the new section 202 ,which, as we have stated, gives unlimited 
authority to condemn, occupy, use and improve property with none of 
the previously mentioned criteria for exercise of this authority or 
procedure for disposal. 

The general counsel for OPA in 1941, testifying i in behalf of a com- 
prehensive price-control law, cited the Supreme Court decision in 
United States v. Russell (13 W all. 623), as a justification for the taking 
of property during time of grave national emergency. However, the 
opinion in this case provides a very telling argument against the grant- 
ing of the authority requested in section 102 (c) of H. R. 387 as well as 
other provisions of the bill at the present time. The Supreme Court 
in this case advanced this criterion for authority to take real and 
personal property as is contemplated by this section of the bill: 

The public danger must be immediate, imminent and impending and the emer- 
gency in the publie service must be extreme and imperative, and such as will not 
admit of delay or a resort to any other source of supply. 

It is significant to note that the power requested by the President 
in section 102 (c) was not granted the President during World War II 
until March 27, 1942, nearly 4 months after the attack at Pearl 
Harbor and our declaration’ of war against Germany and Japan. 
On the other hand, on October 16, 1941, a period of time and cir- 
cumstance analogous to that which confronts us today, the President 
was given authority to requisition materials, machinery, real property, 
personal property, and so forth, to further the interest of national 
defense but with ample constitutional safeguards. I refer to Public 
Law 274, Seventy-seventh Congress. It is significant that the Presi- 
dent today is asking for a power which has heretofore never been 
granted except after a declaration of war. 

We respectfully recommend that instead of a new section 202, 
section 201 (a) of the Defense Production Act of 1950 be amended 
to read: 

Whenever the President determines in the interest of national defense (1) that 
the use of any equipment, supplies, or component parts thereof, or materials, 
facilities, or real property necessary for the manufacture, servicing or operation 
of such equipment, supplies, or component parts thereof, is needed * * *, 
And pick up the remainder of this section starting with (2). 

By so doing, we maintain and keep the safeguards already i in the 
Defense Production Act of 1950. 








1578 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


B. Section 103 (e). Expansion of productive capacity and supply: 
We also wish to enter our objection to section 103 (e) which permits 
the President, if he believes that it will help national defense, to 
acquire not only real property but industrial facilities for the purpose 
of manufacturing, producing, and processing materials necessary in 
the national defense, and to engage in the marketing, transportation, 
and storage of such materials. 

This language would authorize the President to take over the entire 
steel industry if he thought best, or any other industry, or all of them. 
We believe this language should be modified so as to include only 
those things which are for a highly specialized use. 

We recommend that this section be amended to limit the Federal 
Government’s authority to construct and operate only those types 
of plants with such special and unusual characteristics that financing 
by private or existing Government credit sources is not available. 

Here is another example of a bid for extreme power, an unnecessary 
and unwarranted interference with individual property rights. 

C. Section 105. Residential rent control: The real-estate industry 
believes that no Federal controls over rents should be enacted when 
the present controls expire on June 30, 1951, for the following reasons: 

1. Federal rent control is not essential to the national-defense 
economy which the administration seeks to create. 

(a) In spite of the fact that the majority of rents are not federally 
controlled, rents are a smaller factor in the family budget than they 
were 10 years ago. 

(6) Local decontrol of rents authorized by the Congress has proven 
most successful. 

(c) Despite our involvement in the Korean War local government 
is continuing to decontrol rents under the existing law. 

2. Rent control restricts and reduces the supply of rental housing. 

3. The removal of rent control will not contribute to inflation and 
would have only a negligible effect on living costs. 

4. Rent control will not prevent another round of wage increases 
no matter what spokesmen for labor may say concerning the effects 
of rent decontrol. 

5. Rent control will not provide defense housing where needed. 

6. Rent control is a vicious form of economic class legislation. 

7. Documentary evidence proves the income of rental property 
owners is not higher than tenants’ average income. 

I should like to take each of those points separately. 

1. Federal rent control is not essential to the defense economy 
which the administration seeks to create. 

(a) In spite of the fact that the majority of rents are not federally 
controlled, rents are a smaller factor in the family budget than they 
were 10 years ago. Here are the figures to prove it. 


Consumers’ price index 
[1935-39= 100] 
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This represents an advance over the 10-year span of the following 
number of points in each category. 
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| 
Advance | 52.2 | 0} -5] 9. 86.3 | 41.4 | 90.3 





Source: Bureau of Labor Statistics, Department of Labor. 


This table shows the relative position of rents to the over-all position 
of the Consumers’ Price Index commodities and the average weekly 
earnings, giving a very concise and clear picture of the relative position 
of rents to the total of all other commodities. 

The following is an excerpt from Miles L. Colean’s The Postwar 
Rental Housing Situation: 

Rents paid by various income groups: Nonfarm tenant families paid, on the 
average, only 12 percent of their cash income for rent in early 1948, according 
to the Federal Reserve Board Survey of Consumer Finances. This average ratio 
of rent to income in 1948 for all nonfarm tenant families may be compared with 
results of other comprehensive governmental surveys which reported average 
rent-income ratios of 17.6 percent in 1935-36, 15.8 percent in 1941, and 13.2 
percent in 1944. 

This represents a substantial reduction in the family’s budget for 
rent. 

I might say that Mr. Foley in testifying before this committee, and 
the Senate committee, indicated that FHA considers that 20 percent 
of the average family’s income is budgeted for rents. 

(b) Local decontrol of rents authorized by Congress has proven 
most successful. Decontrol has been accomplished by local option 
through the action of local government, without upsetting the local 
economy, creating hardship or any public disturbance. Here are the 
facts. 

More than 40 percent of the 231 largest cities in the country have 
freed themselves from rent control under local option in spite of the 
wishes of the Federal Housing Expediter. 

The States of Alabama, Arizona, Nebraska, New York, Texas, 
Utah, Virginia, and Wisconsin are completely emancipated from 
Federal rent control. Arkansas is decontrolled except for Pine Bluff 
and Stuttgart; Idaho except for Latah County; Kansas except Finney 
and Pratt Counties; Mississippi except Biloxi; Nevada except Elko; 
Oklahoma except Garvin and Carter Counties; Oregon except Uma- 
tilla and Columbia Counties, a total of 15 States. 

While these decontrol actions are continuing to take place, members 
of decontrolled communities testify that decontrol was a healthy and 
desirable action. Mayor Burton W. Chace, of Long Beach, Calif., 
says: 

Most certainly there has been no upset of any kind in the economic stability 


of our city. Our office has had very few complaints on abusive increases of 
rents, and those we have had have been of a minor nature and quickly adjustable, 


Mayor Allen Street of Oklahoma City, Okla., reports: 


May I say that to my knowledge there has never been a complaint registered 
since decontrol became effective. 
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Former Mayor Wallace Savage of Dallas, Tex., who testified before 
this committee last year, says: 


The rent condition in Dallas has tremendously improved since the removal of 
rent control. 


Mayor Arthur Meehan of Spokane, Wash., reports: 

Would absolutely not advise return to control. There are no complaints and 
there is no reason for rent control here. 

City Manager Randall M. Dorton, of Santa Monica, Calif., makes 
this statement: 

To my knowledge there have been no cases involving hardships. 

Mayor Potter P. Howard, of Boise, Idaho, says: 

No case of an excessive rise in rents has been reported to us. 


These are but a few of many that we have. 

Mr. Brown. Would you oppose an extension of the present rent 
law? 

Mr. Snyper. As presently existing? 

Mr. Brown. Yes. 

Mr. Snyper. We do not believe it.is necessary. If in the wisdom 
of Congress it was necessary, we would offer no opposition. 

Mr. Brown. If you have controls on commodities and credit, you 
may have to have some type of rent control. 

Mr. Snyper. If there is no Federal control, States and localities 
can handle it, Mr. Brown, as I will try to prove to you in just a 
moment. 

Mr. Brown. Very well. 

Mr. Snyper. The Housing Expediter has stated publicly that the 
stage is set for “skyrocketing” rents of 100 percent or more. This 
is the type of propaganda that has confused and frightened the public. 
Mr. Woods was forced to admit when testifying before this committee 
that the average increase in nine decontrolled cities that have been 
studied by the Government was only 19.8 percent. ‘This increase 
is not out of line, when it is remembered that the general rent level 
was frozen as of 1942 and that the average rise in other living cost 
items was 58 percent, and the wage rise 75 percent since 1942, In 
other words, rents even after decontrolled have risen less and remained 
at a lower level than other prices consumers pay. 

The Bureau of Labor Statistics has a new basis for the rent index. 
It now considers rents of new construction as well as existing housing. 
This new basis became effective early in 1951. Since all of the rents 
in a community are the basis for computation for the average rent 
increase within that community, the same yardstick must be applied 
when considering a decontrolled community. 

The rent increases reported by the Housing Expediter in his state- 
ment cover only those units within a decontrolled community that 
have had increases. The BLS reports that the increase for all units, 
and I quote 
including those dwellings which had no rent changes range from 4 percent in 
Mobile to 23 percent in Birmingham, 

What is sauce for the goose must be sauce for the gander. If 
BLS uses one formula for reporting the increases in rents which, inci- 
dentally, is presently being used by the President’s Council of Eco- 
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nomic Advisers, the same formula must be used in making reports to 
Congress. 

Of course, Mr. Chairman, I need not point out to you or to this 
committee that even these percentages mean nothing standing in 
midair. It is a standard practice through all the Government agen- 
cies lobbying against freedom for rental property owners to deal only 
in percentages. But the percentage must be percentages of something. 
We must have the from-what-to-what in dollars to get rents into true 
perspective. 

The following figures for three of the cities listed in the BLS report 
will help to bring into focus the size of the rent increases reported. 
| 


Rent aver- | 








BLS reported | 
| average increase Probable 
i age der | | ¥ ' 
gine "| Date since decontrol | average 
December | decontrolled rent at 
1949 | present 
ai Increase 





zy 
Birmingham - -- | $25.05 | May 25, 1950 | : $5. 76 | 
Richmond | 39.10 | June 25, 1950 | 12 | 4. 69 | 
Norfolk 35. 45 Mar. 23, 1950 | 7 2. 48 | 





The projected probable averages are not out of line with the 
figure of $39 which is reported as the average urban and rural non- 
farm monthly rent in the 1950 census preliminary report on housing. 

New York State, the State of largest population in the Union, is 
handling its own rent-control problem. New York City, the largest 
city in the world, is also handling its rent-control problem. Los 
Angeles, the third largest city in the United States, has been decon- 
trolled and is successfully operating without any type of rent control. 
The State of Wisconsin removed Federal control by action of its 
legislature and substituted State control. Upon expiration of that 
law, the State legislature decided that no further controls were neces- 
sary in Wisconsin. We are quite sure that if the legislature in Wis- 
consin felt that to terminate rent control would jeopardize the 
economic position of their citizens, they would have taken adequate 
action to protect them. 

The great industrial city of Flint, Mich., has never been under 
Federal rent control. Flint had its own local rent ordinance. Labor, 
industry, and business cooperated with the result that Federal con- 
trols never were imposed in Flint. What these cities and States 
have done can be done anywhere in the United States. 

The local option features of the present law have been successful 
even when action under them has been vigorously opposed by the 
Housing Expediter. Renting of residential accommodations is not a 
national industry like steel or coal, or oil production. It is neces- 
sarily a local industry. Rental property is not shipped across State 
lines or city limits. Seller and buver are fellow townsmen. Any 
grievance or controversy has all the parties concerned in range of 
one’s local courts or city council. The government closest to the 
situation is the government that is most competent to deal with 
any problems that may arise. The Federal Government in my 
opinion has no obligation or responsibility in this picture. 

The nature of the national emergency does not call for junking 
our local governments and local responsibilities. When every decision 
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has to be made in Washington, then our Government will be weaker, 
not stronger. We can expect more justice close to home than we can 
at the hands of far-away political manipulators. Our cities and 
States can take care of any future rent problems just as they have in 
the past without generating a national rental housing shortage as 
happened under Federal rent controls. 

(c) Local government is finding it wise to continue decontrol of 
rents under the 1949 law even since we entered the Korean War. 
Here are the facts: From July 1, 1950, through May 11, 1951, during 
the Korean War, the OHE reports that there have been 279 decon- 
trol actions. Certainly we cannot point a finger at any community 
in the United States and charge that even though we have a national 
emergency that city is legislating against the best interests of its own 
citizens. 

2. We know that rent control restricts and reduces the supply of 
rental housing. Here are facts to prove this point: 

The reports from the 1950 census indicate that the total number 
of tenant-occupied units in 1940 was 19,659,000. The total number 
of tenant-occupied units in 1950 was 19,136,000, a net loss of 523,000 
rental housing units since 1940. However, the net loss of 523,000 
units does not reflect the true picture of the number of rental housing 
units that were actually forced from the market by rent control. 
Estimates using BLS data, NAREB surveys, and computations by 
Miles L. Colean, housing economist, show that a total of 3 million 
rental units were added to the market through new construction and 
conversions in that period. Thus, the actual gross loss of rental units 
from the market is $315 million. 

According to census reports we have increased our total housing 
supply by 23 percent since 1940. This means that we have added a 
total of 8,550,000 units to the total supply. The result is that we 
now have more housing, more in volume and more per capita, than we 
ever had before. 

This is true because in the last decade the increase in the number of 
houses exceeded the increase of new families by $2,000,000. 

The population increase was only 14.5 percent, the second smallest 
10-year percentage gain in the Nation’s history. The number of 
vacant dwellings increased from 2,500,000 to 3,400,000. The num- 
ber of dwellings occupied by owners increased 8,200,000 until today 
53 percent of all families own the homes they occupy. 

Further proof that rent control restricts and reduces the supply of 
housing is found in the fact that in the period 1947 through 1950 we 
added 4,200,800 dwellings to our supply through new construction. 
Significantly, Federal controls over rents on new construction were 
removed in June 1947. 

The vacancy ratio in 1950 has increased to 6.8 percent. In 1940 
before controls it was 6.2 percent. 

These census reports indicate that Americans are better housed than 
ever before. The quality of housing as a whole has risen and there is 
less crowding in both tenant- and owner-occupied units. There is 
an abundance of housing in the United States and an adequate supply 
of rental space. 

3. The removal of rent control will not contribute to inflation and 
would have only a negligible effect on living costs. 
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The index of living cost or consumer prices as compiled by the 
United States Department of Labor now stands at a level equal to 
185 percent of its 1935-39 average level which equals 100. Most of 
this rise of 85 points in living costs, since before the war, has resulted 
from higher prices for things like food, clothing, automobiles, and so 
forth. ents have accounted for only 4 points out of this rise of 85 
points in living costs. 

If rent controls should be removed, the index of living costs would 
rise barely 2 more points from its present level of 184.5 to 186.1, so it 
is evident that those who claim that removal of rent controls would 
lead to a big rise in living costs either are misinformed or have not 
taken the time actually to consult the figures as to what would 
happen. 

In terms of figures, removal of rent control would affect the living- 
cost index in the following ways: 

(a) The index of living costs or consumer prices is based on 34 cities. 

(6) In 24 of these cities, which have rent controls, the index of 
rents averages 131.7 percent of the period 1935-39 equaling 100. 

(c) In the other 10 of these cities, which are free of rent control, the 
index of rents is 151.9 percent based on 1935-39 equaling 100. 

(d) In other words, removal of rent controls in the 24 cities would 
cause the rent index for these to rise by about 20.2 points. That is 
the index increase. 

(e) These 20.2 points may be translated into their effect on the cost- 
of-living index by first multiplying them by 71 percent, because they 
are to be applied to 71 percent of ‘the cities in the index. This means 
the over-all rent index for 34 cities would rise by 20.2 points times 
71 percent which equals 14.3 points. 

(f) However, in the adie: of total living costs, rents have a weight 
of only 11.6 percent, so the total index of living costs would rise by 
only 1.6 points (or 14.3 times 11.6 percent), which gives the actual 
rise in index figures of 1.6. Using that seale and that balance, it is 

“asy to indicate to you that the removal of rent controls will not 
contribute to inflation, and would have only a negligible effect on living 
costs. 

A paper written by professor of business economics at the University 
of Michigan, Dr. Cine KE. Griffin, appears in the January 1951 Mic ~ 
gan Business Review, which is published bimonthly by the university 
school of business administration. Dr. Griffin has this to say on the 
subject of rent control and inflation: 

Inflation is not to be checked by the control of individual prices. The people 
of this country at any moment have a certain amount of money to spend for the 
goods and services available at that moment, and if we artificially reduce the 
amount which they need to spend on housing that means that more dollars are 
left to bid for other products in the market. In prewar days we considered that 
the normal expenditure for housing was approximately 20 percent of income for 
the mass of the people in the United States. 

If now you create a situation in which it is necessary for them to spend only 
10 to 15 percent of their incomes, larger amounts are obviously available for all 
of the other things, and the inflationary effect in these other lines will be enhanced. 
The relation is suggested by the analogy of a number of tin cans floating in a tub 
of water. If we tried to depress the level of any one of these cans, especially if 
it is one of the larger ones, there will be a noticeable effect of raising the level 
of all of the others. 
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4, Rent control will not prevent another round of wage increases no 
matter what spokesmen for labor may say concerning the effects of 
rent decontrol. 

This has been proven over the last 10 years. During that period 
we have had at least nine rounds of wage increases, while rents in the 
larger industrial centers have been frozen or have been increased only 
slightly in proportion to the wage increases granted. There is to our 
industry no discernible relationship between wage increases and rent 
control. 

With the chairman’s permission I would like to refer to this chart 
which shows the relative position based on the living index of all 
items having to do with the cost of living. Rent is represented by 
the red line, and it has gone up to this position; 100 is found here, 
which is the 1939 figure. These figures are taken from Economic 
Indicators of November 1950, prepared by the Council of Economie 
Advisers. The black line indicates the rise in all cost-of-living items. 
The green line represents a parallel increase, the blue line represents 
food increases. 

Now, note that down here rents conspicuously were in relative posi- 
tion in 1939, but conspicuously higher than all of these other items. 
But now we find that rents are held in this level while all these other 
items are up to this level. 

Now, what is the relative weekly earnings in relation to these cost- 
of-living items? The brown line, using again the 100 1935-39 from 
the same source, BLS, we find now that wages to keep on this chart 
would have to go clear to this point. So the position of the earner 
to the position of rents is considerably out of line. And the ability 
to pay is there. 

Dr. Griffin, whom we have previously quoted, has this to say on 
the subject of the relationship of rent control to wage increases: 

It is possible that any increase in rentals which might follow such abandon- 
ment of control (rent control) might inspire new wage demands which in turn 
would increase costs. It is my impression, however, that organized labor is 
likely to carry the demand as far as possible with or without this stimulus and 
therefore that the actual effect can be easily exaggerated. 

I have read of testimony before the committee where it is charged 
that wage increases will be asked if rents are not controlled. I might 
point out that recently, as recent as the last 3 days, the Wage Stabili- 
zation Committee has announced that there will be a new wage in- 
crease, and that there will be a new method of stabilizing or con- 
trolling wages. That stabilization will be to permit increases to go 
up. So I can’t see that there is anything at all to the claim that 
labor will stop asking for increases in wages if rents are not controlled. 

5. Rent control will not provide defense housing where needed. 
This can only be provided by construction of housing, and for this 
normal incentives are needed, a freedom to go ahead and build. 

6. Rent control is a vicious form of economic class legislation. 
For this reason it is the cause of disunity among our people at a time 
when we need unity. Administrators of rent control have in the 
past boasted over the radio and otherwise that they have reduced the 
expenses of tenants many millions of dollars at the expense of owners 
of rental propertv. This action arbitrarily takes from one group in 
order to give to another. 
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7. Documentary evidence proves that the income of rental property 
owners is not higher than tenants’ average income. 

Rent control advocates claim that rent control is of paramount 
assistance to tenants of low income. Documented facts prove other- 
wise. 

Two outstanding economists in papers independent of each other 
conclude that the transfer of real income from the rental property 
owner to the tenant has not been effected through the medium of 
rent control. 

Prof. D. Gale Johnson of the University of Chicago in a paper on 
the subject of “Rent control and the distribution of income”’ presented 
before the American Economic Association last December, reached 
this conclusion: 


Our analysis of the relative income positions of tenants and landlords is subject 
to numerous qualifications, largely due to the nature of the available data. * * * 
I do not want to argue that the evidence presented indicates that landlords are 
poorer than tenants. But the data certainly do not indicate the contrary, that 
landlords have significantly higher incomes than tenants. Thus, if one of the 
objectives of rent control is to aid low income people—and I can find no other 
important objective that rent control does achieve—it does not achieve that 
objective. 

With your permission, Mr. Chairman, and for the purpose of saving 
time, I should like to offer for the record at this time this text from 
Dr. Johnson’s paper, which I think the committee will find very 
interesting and illuminating. 

The CHarrmMan. How long is it? 

Mr. Snyper. It runs four pages. 

The CuarrmMan. It may be printed in the record. 

(The document referred to follows:) 


[Excerpts from the papers and proceedings of the sixty-third annual meeting of the American Economic 
Association, Chicago, I1., December 27-30, 1950] 


RENT CONTROL AND THE DISTRIBUTION OF INCOME 
By D. Gale Johnson, University of Chicago 


In mid-1950 it appeared that rent control in the United States was on its way 
to temporary oblivion. We were to avoid the silly nonsense of the French, 
who had retained rent control over more than three decades and permitted many 
tenants to obtain housing of a kind for 2 or 3 percent of their income during recent 
vears. The French were not alone in perpetuating inequities and inefficiencies 
on so vast a seale; other European countries, including England, had controlled 
rents since World War I. But France, Italy, and certain other countries had had 
such a strong shot of inflation that controlled rents had not the slight relevance 
of existing realities. Among the more enlightening possibilities that can occur 
under rent control is the following statement of what could happen in England 
today: “If a house was last let in 1815, then the rent paid at the time of the Battle 
of Waterloo is the standard [ceiling] rent today.’’! 

But it now appears that we may be faced with further rent controls, their exact 
nature and duration not yet certain. If true, it is certainly time that as economists 
and citizens we evaluate more carefully than we have the longer-run implications 
of rent control. If rent control is only a temporary phenomenon (is 8 years 
temporary?) many of its inequities and imposed inefficiencies can be ignored, or 
so we have believed. But if it is to be with us for as long as two decades, we must 
consider its important implications in a more serious light. And if rent control 
is with us for two decades, can we ever rid ourselves of it? The vested interests 
of several million tenants will be so great, assuming continued inflation, that 
political pressures for it may be irresistible. 

My assignment is to deal with the income effects of rent control. Some of 
the effects cannot be ascertained from available data and any of the effects can 


1F, W. Paish, The Economics of Rent Restriction, Lloyds Bank Review, April 1950, p. 4. 
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be ascertained only imperfectly. This paper started from a very simple proposi- 
tion: If rent control has been effective in reducing rents, there has been a transfer 
of real income from landlords to tenants where rents have been controlled. This 
transfer has been an indiscriminate one, made without regard to the income 
position of individual tenants and landlords nor without much attention to the 
relative economic status of tenants and landlords as a group. It seems to be an 
acceptable assumption that most people—and especially those who advocate 
rent control—look with some favor upon the transfer of income from the relatively 
rich to the relatively poor and look with strong disfavor upon the transfer from 
the relatively poor to the relatively rich. The question which I have attempted 
to answer is this: Is there any important difference in the income position of 
tenants and landlords? (The term “‘income position” is a loose one, but useful 
refinement seems out of the question due to the data available to us.) In general, 
it is believed that if the median or mean incomes of the two groups are roughly 
the same and if the income distributions (as measured by Lorenz curves) are 
not very different, it can be said that the income positions are approximately 
the same. 

Before turning to the above question there are certain other categories of 
income inequities that have grown out of rent control that should be noted. One 
relates to the relative changes in the asset and income positions of various cate- 
gories of holders of real property. During the last decade holders of farm real 
estate have made substantial capital gains as have holders of nonresidential non- 
farm properties. Owners of nonrented residential property have also been per- 
mitted to realize much greater capital gains than owners of rent controlled resi- 
dential property. On the basis of equity, if housing rents were to be controlled, 
why not the prices of all residential property? A second relates to inequities 
among tenants. The less mobile elements of the renting population who have 
stayed in the same controlled units have fared well very indeed. New families 
and families disrupted by the war, both groups including many veterans, have 
suffered real hardships by being forced to double up, to rent uncontrolled units 
at rents higher than would have otherwise existed, or to purchase housing at 
prices increased because of impacts of rent controls. 


I. INCOME OF TENANT FAMILIES 


Tenants apparently have somewhat lower incomes than do home owners. At 
least this appears to be true from inspection of incomes data comparing the 
mean or median incomes of the two groups. In 1945 owner families in urban 
areas had a median income of $3,338 and primary tenant families $2,782.2 In 
1946 the medians were $3,416 and $2,909.3 These estimates exclude secondary 
families and individuals not in families. In 1946 individuals not in families consti- 
tuted 30 percent of the total number of tenant units, while individuals not in 
families were roughly 8 percent of all owners. The median incomes of individuals 
not in families, due in general to their youth or relative old age, is much below 
that of primary families. In 1946 the median incomes of tenants who were 
individuals not in families was $1,310 and for owners in the same status the median 
was $830.3 Tf all owners and all renter incomes are compared for 1945 in urban 
areas the medians were $3,165 and $2,476. 

Surveys covering 1947 and 1948 incomes of home owners and tenant nonfarm 
families (defined to include single-member families) by the Federal Reserve Board 
indicate roughly the same differences.‘ 

Available data indicate that tenant families tend to be younger than owner 
families. However, the relative youth of tenant families is offset by the high 
proportion of older families in the owner group. Rough caleulations indicate 
that the age distributions of heads of tenant and owner families would generate 
about the same level of income. Thus it appears that median income of tenant 
families after adjustment for age differences has been about 15 pereent below that 
of owner families in recent vears; or, put another way, about 8 percent below the 
national median for all families. 

However, our interest is in the relative income status of tenants and landlords. 
The United States does not have a landlord class—any important segment of its 
population dependent largely upon income from real property. Thus it is not 
possible to find any significant numbers of persons or families whose principal 


2 Bureau of the Census, Series P-60, No. 2, Table 9. Owner families refer to families living in the dwelling 
they own and not to landlords alone, 

3 Tbid., No. 3, table 6. 

4 Federal Reserve Bulletin September 1949, p. 1040. 
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source of income is from real property. The income distribution of such a group 
would be pertinent in the present instance, but apparently it would include a 
rather small fraction of total rental income. 

In what follows we have tried to determine one of two things: Is rental income 
divided among the various income groups in roughly the same way as total in- 
come? (2) Does rental income go to and do rent payments come from each of 
the income groups in roughly equal proportions? These two are not equivalent, 
Rent paid by tenants in the lower-income groups is generally a larger proportion 
of income received than is true in the higher-income groups. Estimates for 1948 
indicate that nonfarm rent paying families with incomes less than $2,000 received 
10 percent of the total income received by all renters and paid 17 percent of the 
rent. The families with incomes over $5,000 received 36 percent of the income 
and paid 26 percent of the rent.6 Thus if the second proposition is supported by 
the evidence, it implies that rent receipts are relatively more important in low- 
income groups than in high. If the first were supported, it could imply that 
persons having rental income from housing had an income distribution similar to 
the economy as a whole. This implication is valid (if anyone receiving any rent 
is called a landlord) only if about equal proportions of the members of every income 
group are landlords. 

II. INCOMES OF LANDLORDS 


We know relatively little about the owners of tenant-occupied nonfarm resi- 
dential property. So far as I know, there is not even a reasonably accurate esti- 
mate of their number. An estimate from the 1950 Survey of Consumer Finances 
indicates that about 9 percent of all families had income from rent other than 
roomers and boarders in 1949.6 But some of these received all or part of their 
rent from nonresidential property. Yntema has estimated for 1944 that only a 
little more than half of the individual income from rents is from residential prop- 
erty, about a sixth from farms, and about a third from other, presumably com- 
mercial, property. The same source indicates that about 77 percent of all resi- 
dential rents accrue to individuals. However, this proportion probably varies a 
great deal from area to area, with corporate holdings being a much larger propor- 
tion of the total in Manhattan or the North Shore, than in Peoria.” 

In the data presented here it has not been possible to separate residential from 
nonresidential rents. Where the data refer to urban areas, it seems reasonable to 
assume that farm rents are unimportant. Of necessity it has been assumed that 
residential and nonresidential incomes are distributed in a similar way, though I 
would hazard the guess that nonresidential rents accrue in greater proportions to 
the higher-income groups than is the case of residential rates. Data on the dis- 
tribution of spending units owning real estate other than homes for early 1949 
seems to bear this out. Of the spending units owning such real estate about one- 
quarter in the $7,500-or-over income group owned commercial or rental property 
while for all income groups only one-eighth held such property. However, there 
were ne data on the proportion of this property that was rented.’ In tables 1 
through 5 the sources indicated that rental incomes exclude income from roomers 
and boarders. The original source for table 6 does not reveal how income from 
roomers and boarders was classified. In come cases, adjustments have been made 
to include an estimate of residential rent paid to corporations and received by in- 
dividuals as dividends or interests. This has been distributed in the same way as 
interests and dividends were distributed by all corporations and as estimated in 
the particular study in question. 

A national study of rural nonfarm families’ incomes in 1941 indicates that 13 
percent of the families in the lowest money income group ($40 to $499) had an 
average rental income of $115, while in the next lowest group ($500 to $999) 15 
percent of the families had an average rental income of $200. In the lowest money 
income class, which contained 24 percent of the sample, over 5 percent of the 
money income was income from rent. This percentage was not exceeded except 
in the highest income group (over $3,000) which included 5 percent of the sample. 
In this group less than 8 percent of the money income was from rent. (See table 
1.) 

The 1935-36 Consumer Purchases Study collected data on money income by 
sources. Some of the published data have been tabulated and brought together 


5 Federal Reserve Bulletin, September 1949, p. 1050. 

6 Ibid., August 1950, p. 958. 

7 Dwight B. Yntema, Rents in the United States, 1929-44, Survey of Current Business, March 1946, p. 19. 
81949 Survey of Consumer Finances, Federal Reserve Bulletin, October 1949, p. 1190. 
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in table 2. These data indicate that in the lowest-income groups rent income was 
a more important source of income than in the middle-income groups and usually 
more important than in the highest-income groups. In the north central small 
cities no income group received a larger proportion of its income from rent than 
does the lowest-income group. The same was true of Pacific small cities. Among 
Chicago white families onlv the $1,000 to $1,249 income group received more from 
rent than the lowest two income groups. It should be noted that the mean income 
was $1,892. In New England small cities (not shown in the table) the lowest 
income group ($0 to $249) included only 4 out of 1,000 families, none receiving 
any rental income, but rent was a more important source of income in the $250 to 
$499 income group than in any other income group.® 


TABLE 1.—Rental income by income class, with percentage of families with rental 
income, rental income per family, and percentage of income in each income class 
from rental income, rural nonfarm families, United States, 1941 
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1 Based on all families in income class, 
2 Includes a few families with incomes of $5,000 or over, not shown separately. 


Source: Rural Family Spending and Saving in Wartime (USDA Mise. Pub, No. 520), tables 4, 5. 


TABLE 2.—Rent income as a percent of money and total income, north-central small 
cities, Pacific small cities, and Chicago, 1935-36 
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See footnotes at end of table, p. 1590. 


® Consumer Purchases Study, Family Income and Expenditure, Middle Atlantic, North Central and 
New England Regions, pt. 1, Family Income, Urban and Village Series (USDA Misc. Pub. No. 370), p. 362. 
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TABLE 2.—Rent income as a percent of money and total income, north-central small 
cities, Pacific small cities, and Chicago, 1935-36—Continued| 
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| 1} 1 
| Average | Average 
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| rent as 
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Money income class and Average Brae hl Money income class and | Average sercent of 
city net rent yoo city | netrent | ! rst, sao 
(money) | } (money) 
CHICAGO 2 | CHICAGO *—continued 

Under $250 z $2 2.0 || $2,500 to $2,999__ $22 | 0.8 
$250 to $499 14 3.7 $3,000 to $3,499 ‘ 31 1.9 
$500 to $799. - 10 1.6 || $3,500 to $3,999 — 37 | 1.0 
$750 to $999 9 1.0 || $4,000 to $4,499 34 | 8 
$1,000 to $1,249 6 5.4 $4,500 to $4,999 _ ; 66 | 1.4 
$1,250 to $1,499 10 .7 || $5,000 to $7,499 tas 55 1.0 
$1,500 to $1,749 11 .7 | $7,500 to $9,999 73 | 9 
$1,750 to $1,999 S .4 $10,000 or over 12) | 9 
$2,000 to $2,249 12 6 ~— we 
$2,250 to $2,499 ll 5 All families... _._- 14 8 


! Based on all families, whether or not they.received income from rent. 

? White, nonrelief families that include a husband and wife, both native born. 

Source: Consumer Purchase Study, Family Income and Expenditures, Middle Atlantic and North 
Central and New England Region, pt. I, Urban and Village Series (USDA Mise. Pub. No. 370), p. 248; 
Family Incomes and Expenditures, Pacific Region, pt. I, Urban and Village Series (USDA, Mise, Pub. 
No. 339), p. 214, and Family Income in Chicago, 1935-36, Study of Consumer Purchases, Urban Series (BLS 
Butletin No. 642), vol. I, pp. 72 and 149. 


In the plains and mountain small cities the general pattern in the other areas 
discussed was repeated. In the lowest-income range about 13 percent of the 
income came from rent, while in the second lowest group ($250 to $499) more 
than 7 percent did. In the highest income group ($4,000 or over) slightly more 
than 6 percent of the income was derived from rent. In the next to the highest 
group 3 percent was so earned.!” 

(As was the case of New England small cities, it is necessary to estimate average 
total incomes within each income class in the Southeast small cities as these data 
are not given in the source. For both whites and Negroes the situation seems 
to be somewhat different than in the other regions noted above. In the highest 
white income class rent probably constituted about 7 percent of the total income, 
while in the next two highest groups ($3,000 to $3,499 and $3,500 to $3,999) 
about 3 percent.!! Rent was not an important source of income at any income 
level below the median. Negro families had very little income from rent 
about $3,200 in total for 798 families. Of this $150 was received by one of the 
two families with over $3,000 income included in the sample. Almost half of 
the rental income was received in $1,000 to $1,499 income group. (Median 
income was a little less than $500.)! 

The data for New York City for 1935-36 are not very revealing. Less than 
half as large a proportion of the families received any rent from property as 
in Chicago, which is probably indicative of the greater importance of corporate- 
owned rental property. For native white complete families in the native area 
rent was most important as a source of income in the next to the lowest-income 
group ($250 to $499) and generally more important in the four lowest groups than 
in any higher group." Rent income was of little significance to Negro families 
in New York. Only 14 of 710 families received any rent and the total was about 
$2,000.13 

The Wisconsin income-tax returns for 1936 and their subsequent analysis and 
extension to include all income receivers in the State by the National Bureau of 
Kconomic Research provide data useful for present purposes. In table 3 the 
cumulative distribution of net rents is compared with the distribution of total 
money income. In addition, an attempt has been made to distribute to indi- 


viduals the rents received on corporate-owned residential properties. 


Consumer Purchases Study, Family Income and Expenditures, Plains and Mountain Region, pt. 1, 
Family Income, Urban and Village Series (USDA Misc. Pub. No, 345), p. 170. 
11 Consumer Purchases Study, Family Income and Expenditure, Southeast Region, pt. 1, Family In- 
come, Urban and Village Series (USDA, Misc. Pub. No, 375), p. 211 
12 Thid., p. 288-289. 
13 Study of Consumer Purchases, Family Income and Expenditures in New York City, 1935-36 (Bureau 
of Labor Statistics Bull@tin No. 6%),‘vol. I, p. 87. 
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Considering only the rents received directly by individuals, about 64 percent 
of the total net rents were received by persons in the group with incomes under 
$2,000. This group received 70 percent of the total income. The income groups 
with less than $5,000 income received 88 percent of total income and 86 percent 
of net rents. 

The adjustment of the data to include rents received via corporations changes 
the results somewhat, but not radically. About 53 percent of the adjusted net 
rents go to groups with incomes less than $2,000 and 73 percent to groups with 
less than $5,000. The cumulative distribution of dividends may be indicated 
only 16 percent to groups with incomes less than $2,000 and 30 percent to groups 
with incomes less than $5,000. 


TaBLE 3.—Cumulative distributions of total income, income from rents and 
dividends, Wisconsin, 1936 


Net rents 


| | 
| 
| Income Net rents 





Income group Recipients | adjusted Dividends 

RCE SS eer te eer oe Seen UALMGRK. tiie WaeneItbal sil chee suit ipseopalcSide~actgnpa 

Percent | Percent Percent Percent Percent 
oN | Se es 91. 99 | 69.87 | 63. 69 | 52. 56 15.91 
$8000 Go $7,000... 2.2... 2...... : 97.09 | 81.43 | 77. 08 | 64. 26 | 22. 06 
$3,000 to $3,999... __- ‘ | 98. 40 | 85.71 | 82. 86 | 69.71 26. 45 
$4,000 to $4,999. __ . ; 98.93 | 87.97 86. 22 | 73.13 | 30. 04 
$5,000 to $5,999... ____- 99. 22 | 89. 49 88. 55 75. 64 33.15 
$6,000 to $7,999_____ ; 99. 52 | 91.45 91.57 | 79. 14 38. 23 
$8,000 to $9,999 ptt i : Z 99. 67 | 93. 54 | 81. 54 42. 04 
$10,000 to $14,999. __ | 99.83 | ; 3 | 9.19 | 85. 58 50. 68 
$15,000 to $19,999... sasegyey 99. 89 | 95. 63 | 97.36 | 87. 83 56. 49 
$20,000 to $24,999_____ ey $ sone 99. 92 96. 28 97.71 | 89. O1 60. 39 
$25,000 to $49,999 ro : 99.97 | 97.89 | 99. 05 93.33 | 74. 50 
$50,000 to $99,999... | 99.98 | 98. 85 | 99. 41 96. 21 | 85. 67 


ES ae ee =e 99. 99 | 100. 00 | 100. 00 | 100. 00 100. 00 
i | | 


Source: Analysis of Wisconsin Income (NBER). 


A special report on Kentucky income-tax returns indicates the distribution of 
income from net rents and royalties— a figure assumed to be synonymous with net 
rents for our purposes. Since the data reflect only the position of persons filing 
income tax returns, the results are presented in terms of the percentages of income 
from rents, adjusted rents, and dividends (table 4). The lowest income group 
included in the table ($1,000 to $2,000) received 3.4 percent of its income from 
rents, while the highest income group (over $100,000) received only 0.6 percent. 
Adjusting the rents to include corporate property did not change the relative 
positions. The lowest income group received about 4.5 percent of its income from 
dividends, while the highest received 14 percent. It is, of course, not impossible 
that the selective process in filing income-tax returns included in the lowest 
income groups a disproportionate share of the low-income individuals in the 
state with any rental income. 

Table 6 indicates the result obtained from an analysis of Federal income-tax 
returns for 1946— the year for which the Federal income tax probably included the 
largest proportion of the total population. The income range of $10,000 to 
$19,999 had the largest proportion of income from net rents and royalties. Two 
other income ranges had a higher proportion than did the lowest-income group. 
These data reveal another limitation of the available data on rental income; 
namely, the large element of underreporting. The Department of Commerce 
estimated that rental income of persons (excluding imputed rent on owner- 
occupied houses) was about $3.96 billion in 1946." This is more than twice the 
rental income reported to the Internal Revenue Bureau. Thus the true distribu- 
tion of rental income could be quite different than that revealed by income tax 
data or, for that matter, by survey data, 


144 National Income, Supplement to Survey of Current Business, July 1947, pp. 14 and 19. 
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TaBLE 4,—Percentage of total income, by income classes, derived from net rents, 
adjusted nei rents, and dividends, Kentucky, 1942 







































Percentage of income Percentage of income 

from— | _ 

, | ‘ 
Income class Mean Net | | Income class Mean Net 

income | Net | rents | Divi- || income | Net | rents | Divi- 
rents | ad- | dends 1 rents | ad- | dends 

| justed | i justed 
$1,000 to $2,000__ - $1,537 | 3.44 | 4.02 | 4.67 || $12,000 to $17,000__| 15,37 3. 27 4. 82 12. 54 
2,000 to $3,000. _ - - 2,774 3. 49 | 4.08 | 4.76 || $17,000 to $25,000__| 21,970 4.22; 5.98 14.14 
$3,000 to $4,000....| 3,720 | 2.86 | 3.28] 3.36 || $25,000 to $35,000__} 31,319} 278 | 4.77 | 16.06 
$4,000 to $5,000___ 4,785 | 3.46) 4.10] 5.13 || $35,000 to $50,000--| 43,580} 2.08} 4.35 | 18.37 
$5,000 to $6,000_ __- 5, 901 4.40 | 5.26 6.88 || $50,000 to $70,000. _| 61,075 1.63 | 3.67 16. 49 
$6,000 to $8,000. __ 7,436 | 3.87 | 4.82 7.69 || $70,000 to $100, 000 89, 104 1.00 | 2.64 9. 99 
$8,000 to $12,000. - -| 10,542 | 4.11 5. 34 | 9.90 || Over $100,000__._. -| 197, 512 -61 |} 2.34 14.00 

{ ' ! t 


! 





Source: Kentucky Incomes (Department of Revenue, Commonwealth of Kentucky, 


No. 5), table A-1. 


Special Report 


Norte.—Income group of less than $1,000 was deleted because returns can hardly be representative of the 


population in any sense. 


ce a man and wile. 


The exemptions established by law were $1,000 for a single individual and $2,500 
The $1,000 to $2,000 class must include mostly single-member families. 


TaBLE 5.—Cumulative distribution of total income, rents received, and rents paid 
Minnesota, for State and for cities over 100,000, 1938-89 





























| Cumulative | | Cumulative 
| | percentages || | percentages 
Cumu-|Cumu-| of — i] |Cumu-)Cumu- of— 
Income class and | peat | oly ens = Income class and | ar = 
—— | in- |nomic| Net | | — in- |nomic} Net | rents 
| come | units | Tents | Rents || come | units | rents aid 2 
| |} ree | paid? || | re- |P 
iceived!| {| | ceived! 
| i | 
| | | 
STATE | Per- | Per- || CITIES OVER 100,000 | Per- | Per- 

cent | cent | | | cent | cent 
Negative......--.--- | 0.25] 0.75 | 1.41] 0.23 || Negative......-..... 0.11 | 0.16} 5.66} 0.03 
$0 to $249 es Be | 4. 96 . 46 2.02 || $0 to $249............ . 07 2. 24 3. 92 1, 35 
$250 to $499........- 3.29 | 16.02 | 11.93 7.79 || $250 to $499__.....__- 1.65 9. 33 4.73 5.71 
$500 to $749__...._-- | 10.26 | 31.07 | 26. 57 19. 38 || $500 to $749__._..__-- 5.48 | 19.25 | 18.30 13. 97 
$750 to $999_.......-- | 18.45 | 43.88 | 38.34 30. 57 || $750 to $999____._..--| 11.50 | 30.74 | 30.11 24, 72 
$1,000 to $1,249. ___.- | 28. 55 56.05 | 48. 46 44. 82 | $1,000 to $1,249 .____- 19.75 | 42.95 | 38. 59 37. 40 
$1,250 to $1,499. ___._| 38.71 | 66.11 | 60.96 56.05 || $1,250 to $1,499____..| 28.85 | 53.97 | 50.44 48. 07 
$1,500 to $1,749__.__- 48.70 | 74.54 | 67.34 66. 53 || $1,500 to $1,749.___..| 38.77 | 64.24 | 57.18 | 59.54 
$1,750 to $1,999_..... 58.68 | 81.76 | 73.67 76. 82 || $1,750 to $1,999. _._.- 49. 28 | 73.59 | 64.80 70. 90 
$2,000 to $2,249. __- 66. 64 | 86.87 | 81.09 83.41 || $2,000 to $2,249_.__..| 57.89 | 80.38 | 74.52 78. 54 
$2,250 to $2/499- ..---| 72.78 | 90.38 | 84.08 87. 84 || $2,250 to $2 499____..| 65.06 | 85.42 | 76. 26 84. 25 
$2,500 to $2,749. ___._| 77.59 | 92.87 | 88.75 90. 80 || $2,500 to $2,749. ___.- 70. 29 | 88.74 | 80. 28 87. 80 
$2,750 to $2,999____.- 80.89 | 94.43 | 93.43 92. 88 $2,750 to $2,999__...-| 74.42 | 91.15 | 85. 64 90. 40 
$3,000 to $3,499___...| 86.12 | 96. 64 | 95, 25 96. 48 $3,000 to $3,499__..-.| 81.38 | 94.77 | 87.92 95. 53 
$3,500 to ge aad 89. 54 | 97.89 | 99.47 | 97.72 || $3,500 to $3,999. ___._| 85.07 | 96.42 | 95.03 7.18 
$4,000 to $4,499____._| 91.68 | 98.59 {101.07 | 98.41 || $4,000 to $4,499. ____| 87.51 | 97.39 | 97.60 98. 02 
$4,500 to $4,999____.-| 93.03 | 98.97 {101.54 | 98.70 | $4,500 to $4,999. ____. 89. 64 98.14 | 99.16 98. 54 
$5,000 and over__--.-|100. 00 |100. 00 |100. 00 | 100. 00 || $5,000 and over__---- 100. 00 a 00 |100.00 | 100,00 

j | 
| | 














1 Rents received mi 


nus rent losses. 


2 For one income Class for State and for three for cities over 100,000 it was necessary to estimate rent paid. 
Number of economic units for which estimates were made was less than 1 percent of total in either case. 

Source: Minnesota Incomes, 1938-39 (Minnesota Resources Commission), vol. I, p. 13, vol. II, pp. 203, 
209, 255, 256. 
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TaBLE 6.—Individual income-taxr returns for 1946, by adjusted gross income class, 
adjusted gross income, and net rents and royalties as percent of adjusted gross 


income 
{Money figures in thousands of dollars} 





} l | 

| | \Net rents and 
| royalties as 
percent of ad- 
| justed gross 
income 


| 
Adjusted gross | Net rents and 


Adjusted gross income class ; : 
justed gross income class inoome | royalties 


| Sean. es a is scala abiakhin ebi SaSS blas eras oe 














i eR SS EIST PR a ae as ip ee Talo, a OP 2.19 
$1,000 to $1,909............-.-. eden PR Bs helsing | 1.04 
$2,000 to: $2,000... -... 2.5.22. aN RANT fechas } 71 
SS EGRESS SC Eevee Pek any Oe ait eee ne See ee fe et | } 79 
$4,000 to $4,9 cape 07 
$5,000 to $5 o . | | 17 
$6,000 to $9,999__ 2. 22 
$10,000 to $19,999. _......._- : ‘ “ | 2. 53 
$20,000 to $99,000_........_- sire ak ancien ahah ae 7 nndeaciche oason } 2. 36 
$100,000 and over__.__- ‘ c J | 1.78 

jig On ee ee apd ad re be ee ae eS | 134, 082, 800 1, 693, 529 1. 26 








Source: Statistics of Income for 1946, pt. 1. Preliminary Report of Individual Income Tax Returns and 
Taxable Fiduciary Income Tax Returns Filed during 1947 (U. 8. Bureau of Internal Revenue), pp. 16-20, 
table 2. 


Thus far our data have shown the significance of rent receipts at each of several] 
levels of income. The estimates have indicated that rental income is not distrib- 
uted, in some rough sense, more unequally than total income. To the extent that 
it is distributed differently than total income, more seems to go to lower-income 
groups, less to middle-income groups, and in some but not all instances, more to 
higher-income groups. 

From the study of Minnesota incomes for 1938-89, it is possible to estimate the 
cumulative distributions of rents paid and net rents received. This has been done 
for the State as a whole and for cities of 100,000 or more. Net rent includes roy- 
alties from mining as well as rents from nonresidential property. 

The data for cities over 100,000 are most significant for our purposes. The 
cumulated percentages of rent receipts and rent payments cross at some point 
between $1,500 and $1,749. At any point in the cumulative distributions below 
the point of crossing the accumulated rent receipts exceed rent payments; in other 
words, the lower-income groups received more as rent payments than they paid 
out as rent on housing. The inclusion of negative incomes distorts the presentation 
somewhat, as can be seen by inspection. 

The data available have not made it possible to reflect the declining relative 
significance of rental incomes in the national income since the early thirties. 
Sample studies and income tax data underestimate rental income more than total 
income and the underestimation varies from study to study. Our conclusions 
require only the assumption that the degree of underestimation in each study of 
rental income is about the same for every income group. 

Data are available indicating the distribution of rental units by size of the struc- 
ture. Though these data do not tell us anything directly about incomes of land- 
lords, certain inferences can be made. It seems unlikely that many individuals 
in the lower third of the income distribution would own structures containing ten 
or more apartments; it also seems unlikely that the highest income groups would 
generally invest in small structures of two to six units. Our data have indicated 
that the middle-income groups do not hold a very large fraction of rental income. 
In all urban areas in the United States, about 75 percent of ali rented housing units 
were in structures with four or less units and only 15 percent were in structures 
with 10 or more units in 1940.5 Even in the New York-New Jersey metropolitan 
area, only 40 percent of the rental units were in structures with 10 or more units. 
In the Chicago metropolitan area, roughly a quarter of the rental units were in 
such buildings.'45 These data indicate to the writer that rental housing is not the 
type of investment that is likely to attract the funds of the higher-income groups 
to the same degree as stocks, bonds, or direct investment in enterprise providing 
for greater ease of control and management. Obviously exceptions exist in the 
development by one firm of communities of small structures most or all rented, 


15 Sixteenth Census of the United States: 1940, Housing, vol. II, table 4 of the relevant parts. 
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but these developments do not as yet constitute more than a minor fraction of total 
rental units. 


Ill. RENT DECONTROL AND LOW-INCOME TENANTS 16 


Some of my friends who are not economists have not been swayed in their 
favorable attitude toward rent control by the evidence presented above on the 
income-distribution effects of rent control. They have resisted because they 
believe, even if what these figures reveal is true, that it would be the lowest- 
income tenant families that would be harmed most by removal of rent control. 
This viewpoint has been strengthened by revelations of BLS studies of rent 
increases after decontrol. These surveys have indicated that the largest relative 
rent increases have occurred in the low-rent group. Out of 14 cities surveyed in 
early 1950, this was true in 12. But does this mean that the rents paid by low- 
income families have risen much more than rents paid by higher-income families? 
Not necessarily. Because of choice or the inability of tenants to find a new rental 
unit, many fairly high-income tenants now live in low-rent units. As a result, in 
only 2 of 10 cities in which the BLS classified rent increases by income groups 
was the lowest-income group (under $2,000) subjected to significantly greater 
rent increases than other income groups. Dallas was the most extreme case. 
Tenants with incomes less than $2,000 and living in units free to rise had an aver- 
age rent increase of 32 percent. The highest-income group (over $5,000) has a 
rent increase of 10 percent. Spokane was the other city in which rent increase (11 
percent) for the lowest-income groups (under $2,000) was considerably above that 
of the highest-income group (5 percent for incomes over $4,000). Salt Lake City 
occupied an intermediate position—8.7 percent increase in lowest group, 4.2 
percent in the highest group. but with increases in the middle-income groups being 
roughly the same as in the lowest. In the remaining 7 cities, the consistency of 
the relative increase by income groups is remarkable.” 


IV. SUMMARY 


Our analysis of the relative income positions of tenants and landlords is subject 
to numerous qualifications, largely due to the nature of the available data. Most 
of these limitations have been noted earlier and need not be repeated. A further 
one should be noted. The data relate to income received in a given vear. This 
may be not be an adequate measure of consumption (welfare) if income fluctua- 
tions from year to vear are important or if the age distribution of the contrasted 
groups differ significantly. 

This paper has not attempted to deal with the general desirability of rent control 
as a device for redistributing income. But it should be noted that if the relative 
income position of landlords was superior to that of tenants in each and every 
instance, there are valid objections to rent control as a means of trans- 
ferring income. 

I do not want to argue that the evidence presented indicates that landlords 
are poorer than tenants. But the data certainly do not indicate the contrary— 
that landlords have significantly higher incomes than tenants. Thus if one of the 
objectives of rent control is to aid low-income people—and I can find no other 
important objective than rent control does achieve—it does not achieve that 
objective. Undoubtedly there are relatively poor tenants renting from relatively 
rich landlords, but the converse must also exist. The income transfer that is 
involved in rent contro! is not one that can be justified on the usual grounds used 
for supporting prozressive income taxes or free public education. It has, in my 
opinion, at least, no justification except the political one that there are 
more tenants than landlords. 


Mr. Snyper. Prof. W. R. Knight, Michigan State College, made a 
survey of families in Lansing in the year 1949. By means of personal 
interviews from a scientifically drawn sample of the total population, 
Professor Knight found that the median income of tenants was 
$3,275 while the median income of rental property owners was $3,093. 


i6 As an aside, it may be noted that home-owning families with incomes below $2,000 in 1948 paid out 21 
percent of their income as housing expenditures while renters in the same income range spent 23 percent of 
their incomes for rent. Federal Reserve Bulletin, Sept. 1949, pp. 1049-1050. 

17 All data from BLS reports reprinted in Extension of Rent Control, Hearings, Committee on Banking 
and Currency, House of Representatives, 8Ist Cong., 2d sess., pp. 483-498. The other cities for which 
comparable data were obtained were Topeka, Beverly Hills, Eugene, Madison, Milwaukee, Omaha, and 
Wichita. 
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He commented that the income of rental property owners and 
tenants hinges on whether they were employed or not. He said that 
employed landlords, which represented 55 percent of the total, had 
adequate incomes but those without jobs constituted one of the poorest 
groups in Lansing. He observed that on the average, rental payments 
comprised about 70 percent of the total incomes “of rental property 
owners without employment. He concludes: 


Since a much larger proportion of landlords were found in the lowest income 
brackets, and in view of the fact that the median income of tenants exceeded that 
of the landlords, it is difficult to believe that rent control has diverted income 
from the rich to the poor. * * * Landlords without employment constitute 
one of the poorest groups in Lansing, and few of them could live comfortably on 
rental income alone. * * * holding the incomes of one group of investors at 
an arbitrarily low level amounts to a confiscation of their wealth; this does not 
jibe with our standards of justice. 


For the committee, I should be glad to submit excerpts from Dr. 
Knight’s paper. 
(The matter referred to is as follows:) 


Excerpts From Conrrot—Fo.ikitorE Versus Economic REALITY 
W. R. Knight, Michigan State College 


* %* * For one thing, holding the incomes of one group of investors at an 
arbitrarily low level amounts to a confise ation of their wealth; this does not jibe 
with our standards of justice. Paice 

Because the repercussion on supply comes slowly there is an inclination to face 
the problem of rent control with only a short-term perspective. Experience here 
and abroad reveals, however, that rent controls, presumably temporary, fre ‘que ntly 
become permanent by de fault. Hence it is imports aunt how, when another ‘‘tem- 
porary” program must be devised, to think seriously of the long-rur n implic ations 
one of which is a shrinkage of the supply of re ntal housing. * 

* * * keep in mind that about 70 percent of the urban population of this 
country is found in cities of less than 500,000 population. * 

In Lansing the total number of rental units declined 37 percent between 1941 
and 1949. Between 1945 and 1949, a period in which nearly everyone talked of 
the acute rental housing shortage, the number shrank 15 percent. (See table 1.) 


TABLE 1. Rental housing units in Lansing, 1941, 1945, and 1949! 


Rental units in ; 1941 1945 1949 
Single-family dwellings. ; 5, 586 5, 023 2, 950 
Two-family dwellings 4, 008 2, 955 3, 031 
Multiple-unit dwellings : 3, 371 1, 827 2, 036 
Over stores. __ 582 204 515 
cE A Ne SR ren es : 13, 547 10, 069 8, 5382 
! A unit is defined as any residence of a householder but does not include trailers. Also excluded are 


units in the suburb of East Lansing and on streets lying wholly outside the city limits. 


Source: Lansing City Directory, 1941, 1945, and 1949. 


* * * This type of housing is better suited for families with children than 
any other type and has been in great demand; the wholesale disappearance of 
these units since 1945 has been a matter of special social concern. * * * 

Actually most of the people who bought second-hand homes since 1945 
appeared reluctant to do so. The complaints about the high price tags on houses 
were almost universal. Many people who bought said, ‘‘We paid too much but 
were forced to do it. We just could not find anything to rent.’’ In general, 
people who rented units under control held on to them as long as possible, though 
some had enough liquid assets to make down payments on homes of their own. 
In short, we cannot explain the shift to owner occupancy on any mass urge to 
own; if there was any mass urge it was to find homes which could be rented for 
controlled prices. Nor was this shift due to the upward trend of wages. * * * 
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Pertinent in this connection is the actual level of rent allowed landlords under 
rent control since 1946. In Lansing the most common ceiling price (established 
in March 1942) for a typical single-family home was $35 per month.? Although 
this figure appears low, it is not proof of inadequacy. Did not the law pro- 
vide for increases? The amendments to the Rent Control Act made in 1946 
allowed for a 15 percent increase if the tenant gave his consent, and eventually 
such inereases affected about 20 percent of the units under control in the United 
States. In addition to this type of increase there was provision for “hardship 
cases.”” This meant little or nothing to landlords, however, because of the way 
hardship was defined. Until the amendments of 1949 were put into effect, with 
few exceptions, a landlord was entitled to no increase as long as his out-of-pocket 
costs were being met. 

How have property owners fared since 1949? The amendments made in that 
year (more liberal than any others) provided that a landlord was to be allowed 
rentals sufficient to yield him a ‘fair net operating income.” The Housing 
Expediter determined that a net operating income was fair when, in the case of a 
small structure, it did not fall below 25 percent, and for a large structure 29 per- 
cent, of the annual income. To many people this seemed most generous. Upon 
further examination, however, one finds that a net operating income is something 
quite different from a net profit; a property may show a substantial net operating 
income yet yield no net profit at all. Furthermore, the rent control agency had 
a unique way of its own of computing expenses. In effect, it calculated some of 
them on a prewar price level basis which, of course, meant lower figures. In 
many (if not all) instances, the expenses of operation as figured by the rent control 
agency’s methods come out less than when calculated by ordinary accounting 
methods accepted, for example, by the Bureau of Internal Revenue. Hence the 
law was not as generous as some might think. 

In practice, what increases were allowed under the 1949 amendments? On the 
average the increases granted lifted the ceiling figures 18 percent over the 1942 
level both in Lansing and in the Nation as a whole.’ Landlords considered an 18- 
percent increase far from adequate in view of the fact that between 1942 and 1950 
real-estate taxes had risen 35 percent (in Lansing) and building supplies and labor 
for repairs had risen from 75 to 100 percent. Many units never re eoeived any 
increases at all because their owners did not apply for them. * * 

* * * In any event they do not indicate that 10 pere ent Was a sia pre- 
war rate, the average for the ‘period 1935 to 1939 being 2% percent. Vacancies 
have been somewhat less than this in the past 5 years, but the additional income 
therefrom would not have caused landlords’ revenues to rise by more than 2 
perce nt. wns taeaind 

* Furthermore, delaying repairs has meant living off capital to some 
extent. * * 

* * * Occasionally one hears it said that because of the ways to get around 
rent ceilings landlords fared well enough, and no relaxation of the law itself was 
needed. Policy based on this attitude is questionable for it penalizes those who 
are honest and want to respect the law. When people are forced to violate the 
law in order to survive financially they cease to regard law as the expression of 
justice, and governments lose their ability to govern—a serious matter. * * 

* * Ts not the crucial question this, Were the returns adequate to seein 
capital, or was capital repelled from the industry? Ultimately, the only way to 
have good rental housing available to all who want it at rentals considered rea- 
sonable is to increase vastly the supply of it; that is, to attract a huge volume of 
investment to this field. Any policy that results in a shrinkage of the supply 
really aggravates the basic problem. It makes little difference whether some 
government agency or economist or landlord says earnings are sufficient if the 
judgment of investors is otherwise. * * * 

Though the overwhelming tide of capital was going out, some for building and 
alteration was flowing into the rental housing field after the war, lured by the 
provision that new units were exempt from control. The evidence for Lansing 
indicates that about 20 percent of the rental units fell in this category by 1949. 
This should not ne interpreted as indicating a large volume of new construction, 
for of that there was hardly any at all. Most of the additional units arose from 
the alteration of older homes. 


2 This information was supplied the writer by the Lansing rent-controi office. No information was 
given for apartment rents because, it was said, such a wide variation existed that no typical figure could 
be given. 

3 This is figured on the basis of the number of units which have received increases, not on the total number 
under control. It does not mean 18 percent in addition to the voluntary 15 percent increase mentioned 
earlier. 
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‘In summary, the flight of private capital from rental housing in Lansing 
suggests an eventual crisis in its supply. Although one cannot prove it from 
earnings’ statistics it seems apparent that the basic cause of this exodus of capital 
was r rent control (and the fear of it in the future). * * * 

* * Inthis Nation since the last war, the construction (public and private) 
of gM h has run only about 25 percent, and of multifamily units about 50 
percent, of the level achieved in the 1920’s. On the other hand, the rate of build- 
ing of single-family homes in recent years has been 50 percent above that of the 
1920’s. 

Of the recent construction of rental units, private risk capital accounts for 
much less than it appears. About 60 percent of that built since 1945 (more 
recently 80 percent) has been covered by FHA mortgage insurance under whose 
terms the value is insured up to the on-site construction cost; in other words 
the Government has assumed nearly all the risk. This program is only one 
short step from a clear-cut Government housing venture. It reveals to what 
length policy must now go in order to get any considerable volume of new rental 
building. * *.* 

* * * Tt can be said in favor of the present program that it has encouraged 
the creation of Many new units at little cost to the Government. 

* %* * In particular, the construction of two-family buildings has been dis- 
appointing. For example, in Detroit in the middle 1920’s, duplexes were built 
at the rate of about 3,000 per vear, whereas in 1949 less than 10 percent of that 
number were erected. * * #* 

* * * All of the private construction of new rental units in the Lansing 
area since the end of the war has amounted to less than 3 percent of the total 
number of rental units in use. In other words the volume has been very low 
and probably has not kept up with the rate of physical depreciation. 

Why did the construction of rental units under private enterprise bn gage any 
guaranty in the 1920’s exceed by so much the volume achieved today? Capital 
by the billions has been invested in other industries since the end of World War IT; 
Why has it not gone into rental housing? The answer to this question must be 
related to the level of expected return since there is no reason to believe that 
capital would shun the field if it were lucrative. * * * 

* * * However, this argument oversimplifies the matter. Those who be- 
lieve that rent control has deterred new investment (of whom this writer is one) 
argue along this line. Investors must look ahead many years when weighing the 
feasibility of putting their money into new rental housing because a long time is 
required in which to get it back. The reason why little private risk capital has 
gone into this field is simply because prospective investors could not expect the 
real incomes from such ventures to remain favorable over the next generation. 
They reached this conclusion in view of these considerations: The possibility of 
another national emergency which would bring price ceilings for the new units; 
the low degree of liquidity for this type of investment; the treatment given land- 
lords under the last period of control; and the strength of the political appeal for 
rent control once established. 

* * * If it has held back investment it serves to illustrate Schumpeter’s 
thesis that capitalism will stagnate, not be cause the economy is “mature,” but 
because of anticapitalist public policies. * * 

The influence of rent control was apparent in several respects. It has been a 
major cause of the rise in home ownership; of the increase in the number of units 
occupied by owners in essentially rental-type structures; and in the rise in the 
number held by one and two people. Its influence was also obvious in the low 
rents prevailing in the cities of America. The census showed that about 13 per- 
cent of the urban rental units had gross monthly rents between $20 and $29; 
20 percent between $30 and $39; and 22 percent between $40 and $49. Gross 
monthly rent includes the cost of heat and all utilities as well as the payment to 
the landlord. 

* * * At present small units arising from the subdivision of old homes in 
lower value neighborhoods appear to be the only type of permanent rental unit 
which can be brought on the market at low investment cost. This source of 
supply will dry up some day since the homes built during the past 30 years have 
been relatively small and will never offer the possibilities for subdivision that the 
older ones did. * * 

* * * Jn the Midwest, at least, few people will pay the price required to 
supply the quality of rental housing they desire. As owners they will pay as much 
or more (without realizing it) to get what they want. 

Another thing in favor of home ownership is its stimulus to personal saving. 
A home out of debt is a source of great comfort to older people especially. Buying 
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a home is a system of forced saving; it also causes an extension of the workweek of 
the owner. The fact that so few tenants are able to accumulate wealth means that 
they have time and money for activities outside their homes; also that they are 
unable to save on a voluntary basis. 


The vicious real estate lobby and rent control 

Many people assume that because real estate brokers (a part of the so-called 
“vicious real estate lobby’’ consistently fought rent control since 1946 that their 
financial interests were hurt by the extension of rent ceilings. In reality they 
prospered wonderfully from this program because it resulted in a mass selling of 
homes. It takes only a short exercise in arithmetic to show that the additional 
brokerage fees which arose from the high volume of sales offset manyfold whatever 
losses realtors may have suffered on their possession of rental housing structures. 
The official position of the real estate brokerage firms has been, of course, to leave 
housing to the operation of the free market, and their resolutions indice ate opposi- 
tion to rent control. Their fear has been that in the long-run the Government 
will assume the ownership and/or control of housing which will mean the end of the 
brokerage business. In the short-run however, their financial interests were 
served by rent control, and this was clearly understood and stated by Lansing 
realtors. 

II, INCOME REDISTRIBUTION 


One of the common beliefs concerning the effeet of rent control is that it has 
redistributed income from the rich to the poor. A survey of family incomes in 
Lansing for the year 1949 has thrown light on this interesting question.’ Since a 
much larger proportion of landlords were found in the lowest income brackets, and 
in view of the fact that the median income of tenants exceeded that of landlords, 
it is difficult to believe that rent control has diverted income from the rich to the 
poor. Table 4 shows the relative income positions of landlords, tenants, and 
home owners not landlords. 


TABLE 4.—Family disposable incomes of landlords, tenants, and home owners 
not landlords, Lansing, 1949 


} Home own rg 
Dollars Landlords Tenants not 
landlords 









Percent | Percent | Percent 

$10,000 or more . ; ai ai 0.8 | 1.1 2.6 
$7,000 to $9,999 2.4 Rad 3.8 
$5,000 to $6,999 11.7 11.9 | 16.5 
$4,500 to $4,999 4.7 | 6.3 | 8.4 
$4,000 to $4,499 7.8 | 8.0 9.4 
$3,500 to $3,999 11.7 | 9.0 | 11.5 
$3,000 to $3,499 8. 6 14.9 | 16. 1 
500 to $2,999 7.8 | 11.2 | - ee 
$2,000 to $2,499 : 3.9 10,6 | 5.6 
$1,000 to $1,999 | 17.2 10.3 | 5.4 
$999 and under 15.6 1.7 3.4 
Didn’t know or refusal 7.8 1.9 | 10.0 
Total 100.0 | 100.0 | 100. 0 


Median ak 3, 093 3, 275 | 3, 814 


How does it happen that so many landlords were in the lowest income brackets? 
This matter hinges on whether they were employed or not. Employed landlords 
(55 percent of the total) had adequate incomes, but those without jobs constituted 
one of the poorest groups in Lansing. (See table 5.) On the average, rental 
payments comprised about 70 percent of the total incomes of landlords without 
employment. 


* The income figures were secured by means of personal interviews from a scientifically drawn sample of 
the total population. There is little reason to believe that landlords purposely under ‘eported their incomes 
since no mention was made of the rent control issue, nor was it on the minds of the people who did the 
interviewing. 

In this study a landlord is defined as anyone who h d net rental income in 1949. It includes not only 
owners of rental housing but also owners of business rental property (though the number of the latter in this 
sample is believed to be small). _ Corporations as landlords are not included, but this omission is not serious 
since they probably account for less than 5 percent of private units in Lansing. 

* D. Gale Johnson, on the basis of aggregate income data, could find no evidence that landlords had higher 
incomes, on the average, than did tenants. See his paper, Rent Control and the Distribution of Income, 
delivered at the American Economic Association meeting in December 1950, 
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TaBLE 5.—Comparison of employed and not employed landlords’ disposable incomes, 
Lansing, 1949 











| | > | | 3 pe 
PPS ar eta I | Em- Not em- || EAS ML EAN | Em-_ | Notem- 
Total income ployed | ployed Total income ployed | ployed 
| 
} | 
| Percent | Percent |} | Percent | Percent 
$10,000 and up_._.-------_-_-| 2.8 | 0 || $2,500 to $2,999... 11.3 | 3.5 
$7,000 to $9,999... | 2.8 | 0 || $2,000 to $2,499... | 1.4 | 7.0 
$5,000 to $6,999. .......---.- | 18.3 | 3.5 || $1,000 to $1,999___. | 5.6 | 31.6 
$4,500 to $4,909.......-.-..... 8.5 | 0 || $999 and under. --__. 4.2 | 29.8 
$1,000 to $4,499... ---.--------| 8.5 | 7.0 || Didn’t know or refusal - 2.8 | 14.0 
$5,000 t0:$3,000.............--..} 21.1) 0 |} $< |—__——_ 
$3,000 to $3,499......----.---..| 12.7 | 3.5 || eee ia 100.0 | 100.0 





The clue to the poor situation of many landlords is their age. As may be seen 
from table 6 nearly 60 percent of them fell in the two oldest age groups; obviously 
many were too old to have regular employment. Tenants, on the other hand, 
were younger people. 


TABLE 6.—Age of homemaker in families of landlords, tenants, and home owners not 
landlords, Lansing, March 1950 


Home owners, 





Age Landlords | Tenants not landlords 

: Percent | Percent | Percent 
Naas cn iae oinesusecepeaeon te ap as sean aaaiceesemesea’ 28.9 | i es 6.1 
NS eee PE ee ae SRC ee. eee en alas | 28. 1 9.5 12.1 
ot ae RL IOI, ERT ONAL LID Mag 18.8 14.9 20.1 
ME Ao ooGs cdot a tedorkosunaghcihh condasasaecincuanee 9.4 20.0 | 26.7 
GER L i R Caaae FTeay Saey ae Deer ae Nae Meee epee Spur ae 13. 3 25.9 | 25. 6 
25 and under ak A ca Sig chan tie ane abies a wal ia 22. 2 8.7 
Didn’t know or refusal... _- SE Sa de in SOA ai ty .4 Mg 
1 SEERA ay oaths a ae ee ee eR Re ssintarioklein dee abtiahh | 100. 0 100. 0 100. 0 





Judging by the occupation of many landlords one suspects they are the ‘‘handy™ 
man”, type—that is, men who can install plumbing, do repairing and painting’ 
Supposing they should become discouraged with the rental housing field, could 
they shift their time and money readily into other types of investment? There 
is reason to believe that the rental type of investment is better suited to many of 
them than would be any other kind of program. 

The largest single group of tenants was in the semiskilled group (most of whom 
belong to unions) and this explains in part why the CIO has pressed so hard for 
rent-control extension. 

Landlords were found to control an average of four units each, and their rental 
incomes were typically small. Twenty-five percent of them reported net rental 
incomes for 1949 under $300; 36 percent between $301 and $600; 16 percent 
between $601 and $900. Only 7 percent reported over $2,100, indicating that 
few landlords could live comfortably on their rentel incomes alone. Undoubtedly 
in many eases these income figures represent not only returns on investments 
but also indirect payments for the owners’ services applied to the upkeep of the 
properties. 

In summary, the rent-contro] issue is not a struggle between the rich and the 
poor but rather between the voung and the old. Landlords without employment 
constitute one of the poorest groups in Lansing, and few of then could live com- 
fortably on rental income alone. 


lil. POLICY BY FOLKLORE 


The treatment given the landlord under our public poliev has been remark- 
able. It has placed a drastic ceiling on his earnings, given him no protection such 
as parity price or unemployment insurance in case his income fails, denied him 
the right to strike, and has subjected him to Government competition which is 
heavily subsidized. How do we account for such treatment? Is the landiord 
a monopolist? Actually the rental housing business is highly competitive. Do 
landlords receive excessive incomes? There is no evidence that they do; they 
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present more of a social problem as a low income group rather than as a high one. 
Are returns on capital large in rental housing? There is no reason to believe they 
are; in recent years capital has been fleeing this field, and new capital will hardly 
enter without a Government guaranty. Surely economic facts or analysis do 
not explain the treatment given landlords. 

* * * Following the First World War rent control was continued in France 
and other European countries. In Paris a generation of this control, amidst 
otherwise general inflation, resulted in virtually no rental payments at all; 
private investment dried up and the housing structures fell into a state of critical 
dilapidation. Recently French policy has been redirected allowing for substantial 
rent increases in the hope that private efforts may be attracted to provide more and 
better housing. In England the results of continued rent control have not been 
happy either. Speaking before the members of the American Economic Associa- 
tion at their annual meeting in December 1949, Sir Henry Clay of Oxford Univer- 
sity said that “a generation of rent control and subsidies in housing’’ in England 
had resulted in a situation wherein “no one expects or is expected to pay in rent 
more than half the cost (interest and amortization) of the house he occupies.’’ 
His fear was that England might slip into a position over food analogous to that 
of rent as a result of long-continued food subsidies. 

* * * If a period of deflation should occur after the war; offsetting the 
earlier inflation, the controls could be abolished easily. Actually, however, in 
Europe and now in America little (if any) deflation occurs after the shooting 
stops, and the arrival of peace does not lessen the public demand to keep rents 
down. As later inflation carries prices to new neights the public feels it more 
urgent than ever to hold the line on rents. The subsequent collapse of private 
enterprise in this field makes it necessary for Government to build rental structures 
if any are built at all. If the rents on the Government units are to be kept low 
there must be provision for heavy subsidies. * * * 

By no means is the popular demand for continued rent control limited to periods 
of actual economic crisis. Even when enjoying unprecedented prosperity, as in 
America siace 1946, workers insist sincerely that they cannot pay rent at the free 
market level. What does economic policy have to cope with regarding this 
problem? Is it fact or fiction? What underlies the popular demand that rents 
be held low? Perhaps at the basis of it all lies this belief: No matter how little a 
landlord is paid it is enough. Books, movies, and comic strips have all pictured 
the landlord as a well-to- do, greedy, and generally distasteful person. * 


, 


The ‘‘ shortage’ 

The confusion over the matter of the rental housing ‘“‘shortage”’ is evidence of 
the publie’s ignorance of the function of prices. It does not grasp the idea that 
all economic goods are short in supply relative to consumers’ wants and that some 
sort of rationing system must be devised." Public leaders seem baffled as to why 
after several years of vast housing construction the demand for rental housing 
units under price control continues to exceed the supply. Just as baffling is the 
fact that after the removal of price contro! there suddenly appears to be a housing 
“surplus.’’ For example, see what happened to the ‘‘wanted to rent’ and ‘“‘for 
rent”? columns in Lansing after the removal of rent control as compared with the 
situation during the two preceding years. 

* * *. Tf the 1942 level of rent is assumed there is no point in holding hearings 
because demand doubtless exceeds supply in all cities and will continue to do so 
indefinitely. Secondly the proposition suggests that, if a ‘“shortage’’ does exist, 
rent control is needed and will somehow alleviate the situation; actually it will 
aggravate it. When rents are held at an arbitrarily low level, a wasteful use of 
units arises (illustrated by the rise in the number occupied by one person). 

The confusion exhibited by Government officials and by the public over the 
scarcity of vacant housing units is further evidence of their ignorance concerning 
the function of prices. Much is made over the fact that there is so little vacant 
housing, yet the census reveals that the vacancy rate in America in 1950 was almost 
the same asin 1940. The record in Lansing indicates that the only times vacancy 
rates have increased noticeably have been during periods of rapidly falling employ- 
ment. (See table 3.) In other words a low level of vacancies is normal because 
prices adjust so as to equate supply and demand. ‘This is eaxctly what prices are 
supposed to do. 


1! The 1959 Census of Housing in the United States revealed that Americans were better housed than 
ever before in history. The quality of housing as a whole had risen and there was less crowding in both 
owner and tenant-occupied units. Yet in the popular mind quite a different concept seems prevalent, 
namely, that there exists a desperate shortage (as compared to prewar conditions). 
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The CIO and rent control 


The position of the CIO relative to rent control is deserving of much considera- 
tion from economists, social psychologists, and others. This union has been one 
of the main lobbies for rent-control extension, yet it was the group which first 
broke the line of general price control in 1946 when it demanded an end to ceilings 
on wages. Subsequently the CIO and the rest of organized labor took this posi- 
tion: ‘‘Price control is a wonderful thing for everyone but us.’’ We should not 
impute dishonesty to labor because of this contradictory position for there is no 
doubt that it has been sincere. 

The explanation to the thinking of the CIO member on this problem seems to 
lie in an underdog psychosis (an important segment of union folklore), a feeling 
of being poor and somewhat exploited by landlords and others in society. At 
the rent-control hearing in Lansing late in 1950 sincere CIO members expressed 
the idea that the poor struggling factory worker could hardly make ends meet as 
it was and surely could pay no more rent. Labor representatives implied that 


Ficure 1. AVERAGE NuMBER OF Houses AND APARTMENTS FOR RENT AND 
Wantep To Renz, Lanstnc Area, NOVEMBER 1948-Marcu 1951 
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Source: Sunday issues of the Lansing State Journal. 


the shop workers needed financial assistance which well-to-do landlords could 
easily afford to give them. 

The feeling of inferiority (considered very important by some students of the 
labor movement) has had solid basis in the past and still has today in some 
respects. It is basically a good thing that working people have been unwilling 
to accept a position of inferiority. In regard to earnings, however, times have 
changed; shop workers have risen both absolutely and relatively—for which we 
should rejoice. In Michigan’s 18 leading industrial counties in the second 6 
months of 1950, production line factory workers’ earnings were about $70 per 
week (41 hours); in addition, they received important fringe benefits. Such 
incomes compared very favorably with those of other groups. The really poor 
city people are the old people, not the members of the CIO, Of course union 
members have had low incomes during periods of prolonged unemployment, but 
these have not constituted a serious problem for many years. 

In another way (besides price control) the union man seems to have a double 
standard. He insists on an adequate wage for his own service and will go on strike, 
even when the social consequences are serious, to get what he considers for himself 
a fair deal. When it comes to rent, however, he feels that it should be based on 
what he is willing to pay—a low figure indeed. Supposing landlords through 
concerted action should refuse to let people occupy their properties at the low 
rentals allowed under control; that is, supposing they should go on strike. Would 
organized labor defend their right to strike? Judging by the comment in the labor 
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press in January 1949, when there was talk of such a strike, unions would demand 
strikebreaking action.” 
Council of Economic Advisers on Rent Control 

From its birth until the present, the Council of Economic Advisers has advo- 
eated the extension of rent control. Its attitude may be found in the annual 
Economic Reports of the President and in the accompanying Reports on the 
Economie Situation. On studying these documents the economist finds much 
wanting since there is little evidence that the Council has weighed the economic 
problems posed by rent control extension. The key to the Council’s attitude 
since January 1948 has been its continual preoccupation with the problem of 
pacifying organized labor. Year after year it has expressed concern that labor 
should exercise moderation in wage demands. Presumably rent increases would 
render moderation impossible; therefore property owners must be sacrificed. 
The Council appears to regard landlords as comfortably fixed people to whom 
extra income would simply mean more saving. It seems unaware that continued 
control causes a shrinkage of the supply of rental units; it expresses no concern 
for the future of truly private investment in this field (and what this means to the 
employment problem); and it seems to exaggerate the importance of rent in the 
cost of living. One wonders if the Council’s position on this issue represents a 
victory for folklore and political pressure over economic science. 


IV. CONCLUSIONS 


Research results have never been presented to support the contentions which 
have been used to justify rent control since 1946. These contentions are that 
tenants have been particularly the victims of inflation; that rent control will ease 
the housing ‘“‘shortage’’; that rent control redistributes income from high to low 
income groups. Such research results as are now available refute all of these 
contentions. Therefore it is difficult to escape the conclusion that folklore ideas 
about landlords (that they are greedy, disagreeable people who collect more than 
they need) provide the key to explain the policies which have been adopted. 

Experience here and abroad suggests that unless rent ceilings are allowed to 
follow the trend of other prices private capital will be driven out of the field, 
finally precipitating a supply crisis. The curtailment of private investment in 
this industry would be unfortunate not only because of its implications for living 
conditions; it would also complicate the matter of maintaining full employment 
during normal times. Another unfortunate result of artificially depressed rents 
is the hardship this brings to many old people who rely on small rental incomes for 
their livelihood. 

Current policy recommendations.—It will be hard to construct an equitable and 
economically justifiable rental policy for the current period of national emergency 
engendered by the Korean War. Asa general principle it is clear that when other 
prices are controlled rents should also be regulated. Property owners should be 
subject to the same regulations as any other group in society, and they ought to 
have the same opportunities as others for price adjustments. Specifically, a rent 
ceiling should be adjusted periodically to keep pace with the general trend of 
prices. In the administration of this principle an inspection of a property should 
be made to see if it is kept in good condition before an increase is granted. 

Particularly difficult will be the task of arriving at the basic ceiling figures from 
which to build a rent-control program. It would not be fair to adopt the existing 
rent structure because it is a source of confusion and inequity with some prices 
high and others artificially depressed. For a unit that has never been under 
control the matter is not so difficult; its rental as of June 1950 may be used as 
the basie ceiling figure. For an older unit which as been under continuous 
control since 1942 the problem is harder. One approach which merits considera- 
tion is to allow the ceilings on these units to rise enough to offset the decline in 
the value of money which occurred between March 1942 and June 1950. 


nigel hapatetaegelecls 

'2 Because they considered the conditions of operation imposed on them by rent control very unjust, 
Tulsa landlords threatened to go on strike (withdraw their properties en masse from use by evicting tenants) 
early in 1949. The CIO through its national housing committee protested vehemently and needled the 
Housing Expediter to do everything in his power to stop this strike. The CIO demanded that injunctive 
relief be secured from the courts to prevent such action and said the announced plans of the Tulsa landlords 
constituted a conspiracy against the law of the land. Ironically, at this same time the union was conducting 
an all-out campaign against the Taft-Hartley Act (the ‘‘slave labor’’ bill) whose provisions were mild indeed 
compared with the C10’s program for landlords. (See the CIO News, January 31, 1949, p. 9.) Regarding 
the Tulsa threat the Housing Expediter announced he would take action to prevent moss evictions if lond- 
lords were not withdrawing their units in ‘‘good faith.””, To withdraw a unit in ‘“‘gooa faith’’ was internreted 
by the Housing Expediter to mean withdrawing it permanently. That is, landlords could strike if they 
would remain on strike ever afterward. 

13 If all rents under control in March 1951 were to go up 50 percent, it would cause an increase in the cost- 
of-living index of about 3 percent. 
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SECTION 105. COMMERCIAL RENT CONTROL 


Mr. SnypEer. Witnesses who have appeared before the committee 
advocating imposition of Federal rent control on business accommo- 
dations have offered absolutely no factual information to support the 
demands for commercial rent control. 

As a matter of fact, the report of the Senate Small Business Com- 
mittee on a survey they made indicates that the increase of commercial 
rents is not out of line with the cost of living index. The Senate 
Banking and Currency Committee has unanimously agreed to hear 
no oral testimony on the subject of commercial rent control, because, 
as the chairman stated, there has been insufficient time to make a 
study of the situation and obviously no evidence to support the need. 

Witnesses have claimed that commercial rent control will assist in 
the over-all problem of preventing spiraling inflation. This statement 
is farthest from the truth. In all instances where percentage leases 
are used, the ratio of the rents paid to the total cost of doing business 
(and therefore the effect of rents on the prices of goods and services) 
is automatically adjusted by the lease contract. Whether the volume 
of business increases or declines, the prices of commodities are not 
influenced by changes in the rentals. The ratio of rent to the total 
cost of production or the total cost of goods sold is an extremely low 
percentage in almost all lines of business. 

Mr. Brown. Mr. Wolf, who testified here, said he and his associates 
paid an annual rent of around $2,000,000, and they were not com- 
plaining about the rents. His stores are in every section of the 
country. 

Mr. Snyper. Thank you, sir. 

Administration of commercial rent control would be next to im- 
possible because commercial properties are of every imaginable type 
and description and exhibit individual differences far greater than 
are evident in residential or any other kind of real estate. An attempt 
to establish a rent appraisal process would be immeasurably difficult. 
It would involve the establishment of criteria for determining which 
of the innumerable services rendered to tenants are considered to be 
“rents”? subject to regulations. 

It is difficult to imagine how the Federal Government could estab- 
lish fair and adequate machinery to handle hardship cases, existing 
inequalities between tenants, and other standardizations which would 
be proper and fair to all business interests involved in transactions. 
These difficulties are intensified by the fact that the negotiation or 
renewal of commercial rental contracts cannot be unduly prolonged 
without great hardship to both tenants and owners. 

Rent freezing could scarcely, with any equity, be applied only to 
leases which provide for fixed rentals. And if an attempt were made 
to freeze rents or rental rates under precentage leases, there would 
obviously be unfair discrimination in the treatment accorded the 
tenants and landlords operating under the two different kinds of leas- 
ing practice. 

A survey conducted by the National Association of Real Estate 
Boards covering 152 cities reveals that in cities with population of 
more than 100,000 a median of 20 percent of retail business space is 
under percentage leases. In cities of 50,000 to 100,000 percentage 
leases represent a median of more than 10 percent of the total. In 
cities of 10,000 to 50,000 the median is about the same, 10 percent. 
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There is no way to establish a satisfactory device for removing any 
regulation of commercial rents once it is imposed. The very process 
of regulation would prevent the building of new space required to 
bring the market into equilibrium. 

The whole point is that the use of commercial property constantly 
changes, and there are hundreds of factors changing from month to 
month that enter into the determination of rent for such properties. 
Residential property is put to one constant and single use, that of 
occupancy by a family or families. Commercial property is subject 
to any one of a hundred different uses. For example, right here in 
Washington, D. C., on Fifteenth Street there is a bank building which 
was used later as a brokerage office, still later as a night club and is 
presently a motion-picture theater. It was remodeled each time to 
meet the needs of the tenant. 

With the change of type of business in commercial property comes 
the demand for change of interior, and frequently exterior, to suit the 
property to the type of business. New fronts may be added, improved 
lighting fixtures, entirely different type of store fixtures. Obviously, 
the fixtures for a meat market are entirely different from the fixtures 
needed for a haberdashery shop. One type of commercial enterprise 
may use a basement, another may not want the basement. With these 
changes falling on the property owner, an increased rental is the only 
way to compensate the owner of the property. The tenant wants the 
changes to enable him to do business. Such changes are written off 
over the period of the lease. 

Municipalities depend to a great degree upon ad valorem taxes for 
local government operation. Ninety-one percent of the cities report- 
ing in our survey indicate an increase in taxes over 1940, with a 
median increase of 25 percent. The assessed valuation of commercial 
property has increased by 30 percent over 1940 in 98 percent of the 
cities. 

The following table represents the increased costs of operation 
reported by the 152 cities based on the estimate of the change since 
1940 in cost per year to the lessors of commercial property: 
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SRR SIE PRS bP 99 100 I aia winieg pana 1 





In conclusion, there is one general observation I would like to make 
in behalf of our industry, prompted by the far-reaching powers 
requested in this bill, to only some of which we have taken exception. 

The Congress faces a situation which may last for many years, 
when the resources and the manpower of the Nation are not com- 
mitted to war, but the personal and property rights of individuals 
are so committed. 
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The Congress may be legislating into existence a pattern of control 
that might very well become part of our social fabric in our lifetime. 
Bit by bit economic controls, although servicing temporary exigencies, 
do so at the expense of fundamental law. Rent control is almost a 

perfect case in point, serving at intervals since its inception different 
temporary” exigencies, thereby breeding a Constitution-ignoring 
spirit which is a serious menace to our future. 

I ask the committee to recall and give fresh thought to the con- 
sidered judgment in the 1949 case on the constitutionality of rent 
control (Woods v. W. Miller Co., 333 U.S. 138). | Mr. Justice Jackson 
in a concurring opinion merely andaraowed the reasoning of the 
majority opinion when he said: 

No one will question that [the war] power is the most dangerous one to free 
government in the whole catalog of powers. It is usually invoked in haste and 
excitement when calm legislative consideration of constitutional limitation is 
difficult. It is executed in a time of patriotic fervor that makes moderation 
unpopular. And, worst of all, it is interpreted by judges under the influence of 
the same passions and pressures. Always, as in this case, the Government urges 
hasty decision to forestall some emergency or serve some purpose, and pleads that 
paralysis will result if its claims to power are denied or their confirmation delayed. 

As Mr. Justice Douglas said in the same case, any power is subject 
to abuse, but the Supreme Court could not assume that the Congress 
is not alert to its constitutional responsibility of invoking the war 
power only for purposes reasonably and directly related to the war 
effort. 

We respectfully recommend that— 

A. The existing Federal rent-control law be permitted to expire 
June 30, 1951, and 

B. No new Federal rent controls on either residential or commercial 
property be imposed. 

We suggest that the matter of rents be left to local and State de- 
cisions. 

SECTION 106 (A). CREDIT CONTROLS 


Our industry also wishes to protest against the extension of credit 
controls to embrace all real-estate credit. 

There is no need of such legislation, and similar proposals have been 
rejected by the Congress in the past as recently as last summer when 
the Defense Production Act of 1950 was approved. The need for 
such control is no greater today than it was last summer when the 
Congress decided it was unnecessary. The prices of existing housing 
have not increased as alarmist proponents of more rigid credit con- 
trols would have had us believe. 

Present controls on real estate cover FHA-insured and VA-guar- 
anteed loans on new as well as existing houses and conventional credit 
on new construction loans. The only segment not under control is 
conventional loans on existing houses. Such loans are, in the majority 
of cases, already limited to 66 percent of the purchase price by law, 
custom, or supervisory practice. We submit that a case has not 
been made for the changing of the present law on existing houses 
and all real property; but, on the other hand, the evidence is over- 
whelmingly against it. 

During a period of great economic change our people must be free 
to move about where change of employment and necessity may compel 
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moving. To freeze the real-estate economy by controlling all home 
sales or all real-estate sales will retard and not increase production 
and will weaken and not strengthen our economy. 

Under present credit control, great stimulus could be given to 
defense housing in critical areas if the various Government agencies 
involved will act intelligently and expeditiously in the matter. 

Senator Maybank recently had inserted in the Record a list of 
areas designated by the Army in which housing might become critical. 
Only a few of these have so far been designated as critical areas. 

With your permission, Mr. Chairman, I[ should like to submit for 
the record this list of 94 different areas in the United States that have 
been submitted by Senator Maybank as areas of the Army where 
there might possibly be some need for housing. 

(The document referred to follows:) 


{Excerpts from remarks of Senator Burnet R, Maybank, on S, 349, national-defense housing and com- 
munity-facilities and services bill, Congressional Record of April 5, 1951, pp, 3443-3444 


Hovusine AND Home Finance AGENCY, 
Washington, D. C., March 27, 1981. 
Hon. Burnet R. MaysBank, 
United States Senate, Washington, D. C. 

Dear Senator Maysank: In accordance with your oral request, we have 
obtained information as to (1) installations which have been reactivated by the 
Department of the Army since July 15, 1950, (2) industrial plants under the 
jurisdiction of the Department of the Army which have recently been reactivated 
or augmented, and (3) private corporations which have received contracts 
from the Department of the Army in connection with the current-production 
program. 

In this connection, the Department of the Army has informed us as follows: 

“The activation or expansion of private facilities as well as Government-owned 
plants creates a tremendous housing problem. The Department of the Army is 
currently faced with this situation at all of its activated facilities, since it is not 
possible to construct housing at these stations under the Wherry Housing Act, 
inasmuch as they are of a temporary nature.”’ 

The detailed information requested (which the Department of the Army has 
informed us is not “‘restricted”’ information) is as follows: 


I. Army posts reactivated since July 15, 1950 


Fort Jackson, Columbia, 8. C. 

Camp Breckinridge, Morganfield, Ky. 
Camp Atterbury, Edinburg, Ind. 

Camp Cooke, Lompoc, Calif. 

Camp Picket, Blackstone, Va. 

Camp Polk, Leesville, La. 

Fort Leonard Wood, Newburg, Mo. 
Camp Edwards, North Falmouth, Mass. 
Camp McCoy, Sparta, Wis. 

Camp Roberts, San Miguel, Calif. 

Camp Rucker, Daleville, Ala. 

Camp Kilmer, Stelton, N. J. 

Camp Stewart, Hinesville, Ga. 

Fort McClellan, Anniston, Ala. 

Camp Crowder, Neosho, Mo. 

Indiantown Gap Military Reservation, Pa. 
Fort Huachuea, Ariz. 

Norfolk Army Base, Hampton Roads, Va. 


II. Industrial plants under jurisdiction of the Department of the Army 


Kingsbury Ordnance Plant, La Porte, Ind. 
Towa Ordnance Plant, Lurlington, Iowa. 
Radford Arsenal, Radford, Va. 

Nebraska Ordnance Plant, Waboo, Nebr. 
Ravenna Arsenal, Apco, Ohio. 

Red River Arsenal, Texarkana, Tex. 
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Joliet Arsenal, Joliet, Ill. 

Ordnance Assembly Plant, Edgewood, Md. 
Louisiana Ordnance Plant, Shreveport, La. 
Redstone Arsenal, Huntsville, Ala. 

Kansas Ordnance Plant, Parsons, Kans. 
Nilan Arsenal, Nilan, Tenn. 

Springfield Armory, Springfield, Mass. 
Elwood Ordnance Plant, Joliet, Ill. 

Kansas Ordnance Plant, Parsons, Kans. 
Lone Star Ordnance Plant, Texarkana, Tex. 
Radford Ordnance Works, Radford, Va. 
Ravenna Ordnance Works, Apco, Ohio. 
Twin Cities Arsenal, Minneapolis, Minn. 
Lake City Arsenal, Independence, Mo, 
Detroit Arsenal, Center Line, Mich. 
Rockford Ordnance Plant, Rockford, Ill. 
Niagara Falls Plant, Niagara Falls, N. Y. 
Badger Ordnance Works, Baraboo, Wis. 
Hoosier Ordnance Plant, Charlestown, Ind. 
Indiana Ordnance Works, Charlestown, Ind. 
Sunflower Ordnance Works, Lawrence, Kans. 
Holston Ordnance Works, Kingsport, Tenn. 
Kankakee Ordnance Works, Joliet, Ill. 
Wabash River Ordnance Works, Newport, Ind. 
Cornhusker Ordnance Plant, Grand Island, Nebr. 
Redstone Arsenal, Huntsville, Ala. 

Jefferson Proving Ground, Madison, Ind. 
Watertown Arsenal, Watertown, Mass. 
Frankford Arsenal, Philadelphia, Pa. 
Holston Ordnance Works, Kingsport, Tenn. 
Rock Island Arsenal, Rock Island, Ill. 
Chemical Corps, Marshall Plant, Natrium, W. Va. 
Watervliet Arsenal, Watervliet, N. Y. 


III. Private corporations having contracts with the Department of the Army 


Studebaker Corp., South Bend, Ind. 

Reo Motors, Inc., Lansing, Mich. 

International Harvester Co., Chicago, Ill. 

Food Machinery Corp., San Jose, Calif. 

Lycoming-Spencer division, Aveo Manufacturing Corp., Williamsport, Pa. 

American Car & Foundry Co., New York, N. Y. (plant located Berwick, Pa.) 

Massey-Harris Co., Racine, Wis. 

Pacific Car & Foundry Co., Renton, Wash. 

Allis-Chalmers Manufacturing Co., La Porte, Ind. 

American Steel Foundries, Chicago, Ill. (plant at East Chicago, Ind.) 

ye bre! ae Detroit, Mich. (Higgins plant, New Orleans, La., planned as site 
of project 

Buick Division, General Motors Corp., Flint, Mich. 

Continental Motors Corp., Detroit, Mich. 

Remington Arms Co., Bridgeport, Conn. 

Western Cartridge Co., division of Olin Industries, Inc., East Alton, IIl. 

— Repeating Arms Co., division of Olin Industries, Inc., New Haven, 

onn. 

Bridgeport Brass Co., Indianapolis, Ind. 

Western Electric Co., Inc., 195 Broadway, New York City, 

National Tube Co., McKeesport, Pa. 

Ohio Steel Foundry, Lima, Ohio. 

Cleveland Tank Plant, Cleveland, Ohio 

Oldsmobile Division, General Motors Corp., Lansing, Mich. 

Firestone Tire & Rubber Co., Akron, Ohio 

Chain Belt Co., Milwaukee, Wis. 

Vander Horst Corp. of America, Olean, N. Y. 

‘hlorine Caustic Plant, Muscle Shoals, Ala. 

Western Electrochemical Co., Henderson, Nev. 

Dickson Gun Plant, Houston, Tex. 

American Steel Foundries, Plancor 269, East Chicago, Ind. 

Chevrolet Shell Plant, St. Louis, Mo. 

National Tube Co., McKeesport, Pa. 
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St. Louis Core Plant, St. Louis, Mo. 
Michaud Plant, Plancor 1539 (Higgins Aircraft, Inc.), New Orleans, La. 
Midvale Co., Nicetown, Pa. 
General Steel Castings Corp., Granite City, Il. 
St. Louis Core Plant, St. Louis, Mo. ; 
Cameron Iron Works, Houston, Tex. 
Ternstedt Manufacturing Division, General Motors Corp., Detroit, Mich. 
Otis Elevator Co., New York, N. Y. 
If, at any time, I can be of further assistance to you, please let me know. 
Sincerely yours, 
B, T. Fitzpatrick, 
Acting Administrator. 

Mr. Snyper. We sent this list to Mr. Ralph R. Kaul, Chairman of 
the Critical Areas Committee, Defense Production Administration, 
suggesting that similar lists for the Navy and Air Force must be 
available. We urged that such areas be declared defense areas and 
that regulation X be removed to stimulate production. 

We were quite surprised to learn that the Department of Defense 
apparently had not initiated action to have some of these areas 
declared defense areas for the purpose of housing. Mr. Kaul indi- 
cated that some action was being considered by the Critical Areas 
Committee on some of the communities included in the list. He 
commented, however, that he had sent the list to the Defense Depart- 
ment with the request that the Department initiate “action on any 
additional areas where defense activity is being seriously delayed or 
threatened to be delayed due to a shortage of permanent housing in 
the area.” That was on May Ist. This is June 4th and still no 
critical areas. 

We recommend, Mr. Chairman, that regulation X and FHA and 
VA credit controls be removed if there is or threatens to be a housing 
shortage in areas which any of the armed services have reactivated as 
military installations, where the Federal Government is or antici- 
pates operating a defense plant, or where private industry has been or 
will be assigned defense contracts. 


SUMMARY OF RECOMMENDATIONS 


A. We respectfully recommend that instead of a new section 202, 
section 201 (a) of the Defense Production Act of 1950 be amended to 
read: 

Whenever the President determines in the interest of national defense (1) that 
the use of any equipment, supplies, or component parts thereof, or materials, 
facilities, or real property necessary for the manufacture, servicing, or operation 
of such equipment, supplies, or component parts thereof, is needed * * * 
and the remainder of this subsection be continued as presently writ- 
ten, starting with (2). 

B. We recommend that section 103 (e) be amended limiting the 
Federal Government’s authority to construct and operate to only 
those types of plants with such special and unusual characteristics 
that financing by private or existing Government credit sources is not 
available. 

C. We recommend that the existing Federal rent-control law be 
allowed to expire June 30, 1951, and that no new Federal rent controls 
be imposed on either residential or commercial property. We respect- 
fully recommend that the matter of rents be left to the discretion of 
local and State governments. 
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D. We recommend that regulation X and FHA and VA credit 
controls be removed if there is or threatens to be a housing shortage 
in areas which any of the armed services have reactivated as military 
installations, where the Federal Government is or anticipates operat- 
ing a defense plant, or where private industry has been or will be 
assigned defense contracts. Intelligent and expeditious action by the 
various Government agencies involved can insure speedy and eco- 
nomic construction by private enterprise of the housing that may be 
needed. 

The CuatrMan. Does your organization advocate that all controls 
be removed; that is, wage control, price control, and rent control? 
Do you think we need any of those controls? ; 

Mr. Snyper. Mr. Chairman, we have not so testified. I do not 
think we are qualified in the field of economics, wages, and prices of 
all other commodities to offer arguments either pro or con. On our 
own subject, I think we can qualifiedly say “Yes.” 

The CuarrMan. You say that wherever the local communities have 
decontrolled there has not been any great rise in rents? 

Mr. Snyper. No, sir. 

The CHatrman. Of course, there are a great Many communities 
that have not decontrolled rents. 

Mr. Snyper. The Congress said it wanted the local communities 
and States to do it last vear. 

The CuHarrMan. In many of those local communities they have 
taken no action, which means that they want controls to continue. 

Mr. Snyper. They did not indicate that that was the case. 

The CHatrMan. They indicated it by having the power to decon- 
trol and they have not decontrolled. So, I assume they are satisfied 
with the present conditions. 

Mr. Snyper. Mr. Chairman, by the same token they have the 
right and power and authority to ask for continued controls, which 
they did not do. 

The CHarrRMAN. Yes. 

Mr. SnyprER. So you can assume on both counts they did not want 
any further controls or they would have asked for them. 

The CHatrMan. They have let the controls remain and they could 
have taken them off immediately if they so desired, and they did not 
do it. 

Mr. Snyper. That is right. That is why I say the State and local 
governments are perfectly capable of taking care of their own problems. 

The CuatrmMan. What do you think of the necessity of controls 
because of the shifting population by reason of the defense effort? 
There is going to be a great shift in population to certain areas where 
the defense effort will be great. Do you not agree that rents are 
based on the supply and demand with respect to housing? Where 
there is a shortage of housing—and I imagine there will be in a great 
many cases where there is an increase in population—do you not 
think there should be control in those areas? 

Mr. Snyper. Mr. Chairman, even the Housing Expediter admitted 
that controls will not be the answer. The problem is production, and 
if you remove controls you will get production. 

There was a ‘watchdog committee,’ I believe, Mr. Chairman, 
which you said before the Rules Committee at one time had rubber 
teeth, and up to the present time the “‘watchdog committee” has not 
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been able to smoke out the critical defense areas. There have been 
only 9 or 10 designated so far. 

We have urged removal of controls in those critical defense areas, 
or that at least the areas be so designated so that housing could be 
constructed there. I count here 10 areas in the United States that 
thus far have been declared critical areas since October of last year. 
We have lost all that time simply because of the tremendous volume 
of people saying, ‘‘We need more controls, we need more controls.” 
At the same time we need more housing. But the industry is not 
free to build it. You have tied our hands in knots. If you untie 
our hands, Mr. Chairman, we will give you the housing when and 
where you want it. We said that last year and we say it again. 

The CHAIRMAN. But it takes a while to build a house. 

Mr. Snyper. Whose fault is it? The industry’s, which wants to 
build, or the planning agencies which have not told us where the 
houses are needed. 

The CuHarrMan. If we are going to prosecute the defense effort, we 
cannot wait until they build these houses; we must make the best 
use of the houses in these areas. 

Mr. Snyper. That is precisely what we have been saying since 
October. 

Mr. Brown. I might say, Mr. Witness, that this committee is not 
responsible for it. 

Mr. Snyper. Absolutely not, sir. 

Mr. Brown. We passed a housing bill—H. R. 2988—in this com- 
mittee, which was not considered by the House. Unless that housing 
bill is passed, you and all your associates are tied down. 

The CHatrman. I might say, too, about the housing bill that the 
housing bill stimulated private housing, or so we thought. By reason 
of the defeat of that bill, if they are going to construct these defense 
plants such as in South Carolina and Kentucky, all of the housing 
built inside these reservations will be built by the Government and 
owned by the Government and rented by the Government under the 
present law. 

Mr. Snyper. I do not think that the housing bill had any effect at 
all on the designation of critical areas where housing could have been 
constructed right now. 

The CuarrMan. It will have on the houses that are going to be con- 
structed unless some adequate power is given. 

Mr. Snyper. There will be snow in the mountains if they do not 
hurry up. 

The CHatrman. Now, on another point, you express some appre- 
hension about the powers that are granted to the President; that is, 
to take over defense plants which he has ordered to prosecute the 
defense effort. You have talked about the taking of these things. 

Of course, the Constitution of the United States will prevent the 
taking of any private property except by due process of law and not 
without compensation to the owner. I do not think you have any 
need for apprehension that the President will use this power for the 
purpose of aggrandizing his own power and authority. 

Mr. Snyper. Mr. Chairman, he has the power to delegate and 
redelegate again and redelegate some more, and that is the cause for 
our apprehension; plus the fact that the very safeguards that this 
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committee and the Congress wrote into the bill in 1950 are thrown 
out insofar as this new section 202 is concerned. 

All we say is, “let him have the powers, but put in the safeguards 
applicable to this one section that you want to add to the bill, section 
202.” That is all, Mr. Chairman. 

The CuarrMaNn. A good many of the witnesses who have come here 
have expressed great apprehensions about the power being misused. 
But the Constitution still governs the President and every action of 
the President and no property can be taken away from any indiv dual 
in violation of the provisions of the Constitution because the indi- 
vidual can go to the courts and assert his rights and maintain his 
interest under the Constitution. 

Mr. Snyper. Mr. Chairman, I have already quoted from the 
Supreme Court. I am not in disagreement with your point at all. 

The CuarrMan. You believe an emergency exists, do you not? 

Mr. Snyper. The President has already declared one. 

The CuarrMan. But vou believe it exists anyhow, do you not? 

Mr. Snyper. Certainly. With the Korean War, of course. 

The CHArRMAN. We are at war now, are we not? 

Mr. Snyper. We have not declared war. 

The CHarrRMAN. We have not declared war, but the same condi- 
tions confront us as though we had declared war. 

Mr. Snyper. Then I think we ought to follow the line that we did 
the last time. I am not saying that the powers and authority should 
not be given to the President. I merely say, “put the safeguards 
there.” Just apply the safeguards to real property under 201 (a) (b) 
that are presently in the law to section 202, as we have suggested in 
this amendment. That is all. We are not saying he should not have 
the right to take the property. 

The CHarrmMan. But the argument*here is that the President can 
go in and ruthlessly take the property of private citizens. 

Mr. Snyper. I did not make that argument, sir. 

The CuarrmMan. I know you have not, but we have heard witnesses 
say that he takes the property of private citizens and uses it for public 
purposes, and that there is nothing to prevent him from exercising that 
power. However, there always is. The Constitution governs the 
President as well as it governs the Congress. The President must act 
in conformity with the principles of the Constitution. 

There is very little chance of the President misusing any power that 
is granted to him for the purpose of protecting the Nation and the 
future of our Government and the happiness of our people. 

Mr. Snyper. Mr. Chairman, if this committee would take the same 
action with respect to the safeguards as the House did when it overrode 
the President’s veto on a bill for acquisition of real property and apply 
it to this section, there would be no problem. 

Mr. Mutter. In other words, you want the Congress to administer 
thelaws. You want Congress not only to enact laws but to administer 
them. 

Mr. Snyper. That is what you are here for, sir. 

Mr. Mutrer. Then, I think, you better read the Constitution. We 
are not here for that purpose at all. We are here to enact the laws. 
Our Constitution imposes on the executive branch of the Government 
the duty to administer the laws. 
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Mr. Snyper. I did not say that I wanted you to administer the laws, 
sir. You suggested that. 

Mr. Mutrer. I do not go along with that at all. You are suggest- 
ing now that the Congress administer the laws it enacts. 

Mr. Snyper. Mr. Multer, I did not say that, nor do I wish to say it. 
If I did make that statement, I retract it, and | want to say I am sorry. 

Mr. Mutrer. Did you not say that we should take the same action 
we did in overriding the President’s veto about 2 weeks ago? 

Mr. Snyper. I do not interpret it that way. 

The CuarrMan. You are opposed to any control of rents anywhere, 
is that right? 

Mr. Snyper. No, sir. I did not say that, sir. 

The CuarrMan. Where do you think there might be controlled rent? 

Mr. Snyper. Mr. Chairman, we are offering our opposition, and 
the proof, to show that the need for Federal rent control is gone. It 
never worked in the first place and it will not work now. We suggest, 
sir, that the States and localities, as in New York State right now or in 
any other State or locality where they need the controls, are perfectly 
able to handle their own problems on the matter of rent control. 
They have proved that. 

The CHatrMan. Do you not think the Federal Government should 
have some control over the rents where they directly affect the 
defense effort, particularly in the defense areas where there is a shifting 
of population by virtue of the influx of employees to these defense 
areas? Do you not think the Government should have some control 
of the rents in those particular areas? 

Mr. Snyper. No, sir; I do not. I think the States are perfectly 
able to handle their own problems. I have always felt that way. 

The CuarrMan. But that is not a State problem; that is a Federal 
Government problem. 

Mr. Snyper. What has the Federal Government in Washington 
got to do with a man who is working in Atlanta, Ga.? That is a matter 
for the State of Georgia to take care of, or, for that matter, the city 
of Atlanta. 

The CuarrMan. With respect to some of these areas, such as the 
atomic-energy installation in Paducah, Ky., or the installation in 
South Carolina, do you not think there should be some control of 
the rent in those particular areas? 

Mr. Snyper. Under the Atomic Energy Act they can do it. They 
cannot only build the houses, but they can rent them for whatever 
prices they want to. 

The CuarrMAN. But the Government would have no power if you 
were to repeal the rent-control law. 

Mr. Snyper. Certainly they would, under the Atomic Energy Act. 

The CuHarrMan. The Government would only control the rents on 
the property that it had built and owned and rented. That is the 
ultimate result of the failure to pass the housing bill, to which the 
building industry was opposed, and the building industry has gotten 
itself in a bad situation by reason of that. 

Mr. Snyper. Mr. Chairman, rent control will not provide more 
housing in any atomic-energy installation. 

The CuarrMAN. Even if you were to repeal the rent-control law, 
there would not be any additional housing for a long time. It takes 
a long time to build a house. 
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Mr. Snyper. It is not relative to it at all. I think we will both 
agree to that. In the second instance, under the Atomic Energy 
Act the Federal Government can seize the property at any time, even 
though it is private property. The Congress has already given the 
Atomic Energy Commission the right to do that and to build houses; 
or, if the houses are there, to seize them and operate them and rent 
them for whatever rent they want to charge. 

Mr. Mutrer. Do you agree that they should use the authority? 

Mr. Snyper. If they feel it is necessary. I am not qualified to 
speak on that subject. 

Mr. Mutrer. J thought you did not want the Government in the 
building or renting business? 

Mr. Snyper. I did not say that, sir. I am trying to answer the 
chairman’s point on atomic-energy building installations. 

The CHarrMAN. You think there ought to be something done, I 
suppose, to control the inflationary tendencies that exist now, is that 
right? 

Mr. Snyper. Absolutely, sir. 

The CuarrMAN. You think it is very dangerous? 

Mr. Snyper. Certainly, sir. 

The CHarrmMan. And you think we are in an emergency now? 

Mr. Snyper. Definitely, sir. 

The Cuarrman. Notwithstanding what the President has said, 
I think it ought to be obvious to every American citizen that we are 
in an emergency. You believe that, do you not, sir? 

Mr. Snyper. There is no disagreement there, sir. 

The CuarrMan. There could not be any dispute as to that, could 
there? 

Mr. Snyper. We know we have inflation, sir. 

The CHarrMAN. These conditions are dangerous to the interests 
of every American citizen. Now, how far would you go in combating 
it? What would you do? 

Mr. Snyper. I am not an expert on economics, sir. I would like 
to give you my own opinion. I think one good way would be to 
start curbing nonmilitary expenses. Once we start curbing non- 
military expenses, we can do it. 

The CHairMan. If we were to rely on the advice of some of the 
interested people concerned, there would be po control at all. Every- 
one says, ‘‘We are in a bad condition, there is a grave danger con- 
fronting us, but we ought not to be controlled.” 

Almost every interest is opposed to controlling themselves. Now, 
you feel there ought to be some controls, do you not, to meet this 
condition that exists now? 

Mr. Snyper. Sir, I am not in a position to tell you where the 
controls ought to be. In my opinion, certainly the first place to 
start is where you supply the money. If you have inflation, there is 
only one thing to do—you have to cut off the flow of that money. 
There are only two sources for the money, the Federal Government 
and the commercial banks. When you start getting some kind of a 
balance between the two, then I think you have gotten to the root 
of it all. 

The Cuarrman. However, if we cut off the source of supply, cut 
off credit, cut off the money supply, there would not be very much 
building going on, would there? 
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Mr. Snyper. Mr. Chairman, we did not testify that we wanted 
to cut off all credit controls. 

The CHatrMan. I say that credit is the same as money as far as 
the inflationary effect is concerned. You would not believe in any 
curtailment of that? 

Mr. Snyper. We have already testified that certain credit controls 
apparently seem to be necessary. 

The CuarrMan. But do not credit controls affect your business? 

Mr. Snyper. Yes, sir. There are controls that already affect our 
business. What we are saying, sir, is that these credit controls should 
not be extended to every piece of real property in the United States. 
For example, Mr. Chairman, do you want farm lands to be under 
control? That is the backdoor to putting a sales price on every piece 
of property in this country, and I do not think that is what this com- 
mittee wants to do. 

The CHarrMAN. I am not opposed to your interest. I think housing 
is absolutely essential. I would like to see a great stimulation in 
housing production. I think it is essential. I do not want to do 
anything to prevent that, but I do say that there is a great emergency 
that exists now which must be met. 

If we were to rely on the interested persons who come here, we 
would have no controls. It seems to me we have to disregard some 
of the arguments made by some people in order to achieve the great 
purpose which we are trying to achieve. 

I do not want to do anything to prevent the building of homes. 
I think it is absolutely essential not only for the present but for the 
future welfare of the country and our institutions. But certainly we 
must have some restrictions on some of the inflationary tendencies or 
a great disaster is going to come on our people. We have to work it 
out and we have to have the cooperation of all interests in order to 
achieve our purpose. 

Mr. Snyper. Mr. Chairman, we have offered our cooperation. 

The CuarrMAN. I might say that I have always been in favor of 
doing what I could for the building interests wherever possible, and I 
think they know that. But we just cannot rely on every interest that 
comes in here because they are all taking a personal interest, it seems 
to me. 

Mr. Cote. They are a selfish lobby. 

The CuatrMan. We have to disregard that to a certain extent in 
order to achieve what we are trying to achieve. I imagine the tend- 
ency is natural. I would probably be the same way if I represented a 
certain industry. That is what we find everywhere. 

Now, Mr. Snyder, you do not express any opinion about any other 
controls except the rent control, is that right? 

Mr. Snyper. Mr. Chairman, I think we are qualified to speak in 
our own field, but I think when we get away from that we ought to 
have another witness speak. 

The CuarrmMan. Do you think there should be any controls on 
credit? 

Mr. Snyper. I did not say there should be credit controls across the 
board. 

The CuarrMan. You would not want the controls to affect your 
industry on credit; nobody does. 
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Mr. Snyper. It already does. We have not said that, Mr. 
Chairman. We have not said that at all. We have not said that we 
do not want controls to affect our industry. What we have tried to 
say is that there exists already credit controls on practically every 
form of real estate except the conventional loan on existing houses, 
and this control would extend not just to existing houses but to every 
piece of real property in the United States. In a period of time such 
as we are presently in, the emergency of which you speak, people have 
to be free to move from one place to another. If you tie up our 
industry entirely there will be no freedom of activity and there will be 
no desire at all to go ahead and build. Rent control has killed and 
removed from the rental market construction by the rental in- 
vestor. What we are saying is that we want to do the same job that 
you do, sir, and we believe we can provide that housing if you will just 
untie our hands. 

The CuarrMan. You know, sir, the law is made to have an effect 
upon those that are not public-spirited. Many a man lives all his life 
without feeling the effect of the law at all, while other men feel it 
every day. Now I realize that there are a lot of good men in this 
world and that there are a lot of bad men in this world. For instance, 
I think as a rule hotel owners are good people. I have traveled 
around and I do not think they have raised their rents very much. 
They are mighty good fellows as a rule, but there are some bad ones. 
I have seen them raise rents in Washington so that the people left the 
place like rats leaving a sinking ship. Those are the fellows we have 
to control. If we took the control off rents in Washington, a lot of 
people would not be hurt at all, but there would be a lot of people who 
would be in a very precarious situation because of that fact. What 
would you do about those people? Would you let the bad fellow take 
advantage of them? 

Mr. Snyper. I would let the local government make that decision, 
Mr. Chairman. I think the local governments are quite competent. 
They have done a pretty good job for these 150 to 160 years throughout 
the country. They have kept the cities going all right, and they have 
not let too many sink. 

The CHarrMAN. You are not in favor of that? 

Mr. Snyper. No, sir. I said, Mr. Chairman, Federal controls, no; 
local and State controls, if they are needed. Then that control can 
certainly be justified by the local people or the State people and they 
are perfectly able to handle their own problems. 

The CHarrRMAN. However, sir, national defense is not a State 
matter. National defense is a Federal matter. With respect to the 
matter of national defense, that involves the defense of our whole 
country which must be accomplished by uniform laws for a single 
purpose. If that is to be done, do you think the States will so operate 
to make it effective? 

Mr. Snyper. Mr. Chairman, they have done practically everything 
else you have asked. What is wrong with selective service? ‘That is 
admunistered locally, sir. 

The CuarrMan. In the last war we had a Federal rent law. Now, 
when it comes to the real issue, do you think the States will meet the 
condition? 
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Mr. Snyper. I do not think, sir, that we have the same kind of 
emergency now that we had 10 years ago, and I do not think that 
you believe so, sir. 

The CuHarrman. I think we have a great emergency, and one that 
is growing greater every day. 

Mr. Snyper. I think if it were, sir, we would have a declaration 
of war. 

The CHartrMan. | think the situation is the same. In other words, 
there is a little government out in Korea that is a symbol of our Gov- 
ernment and that is the reason they were attacked and for no other 
reason. If the Communists won there and got over to the Philip- 
pines, it would not be very long before they were on our own shores. 

Mr. Snyper. Mr. Chairman, I think that is exactly what Mr. 
Justice Jackson was talking about in the opinion that I quoted. 

The Cuarrman. Mr. Brown, have you any questions? 

Mr. Brown. Yes, Mr. Chairman, | would like to ask one question. 

I might say that I believe in private enterprise building all of these 
homes where it is possible for them to be built by private enterprise. 
You made a statement a while ago, sir, that they are not building 
any homes in any of these defense areas. I think that is brought 
about by this fact: You can get the money from FHA to build a 
home, but you cannot get the money to build the sewage facilities 
and other things of that nature. 

I might add that I went to see Mr. Foley some time ago with a 
group from the Savannah River project, and he said that there was 
no agency anywhere that could supply the money to build the facilities. 
There is a great need for a great many houses in that particular 
area. The population in that area is increasing rapidly due to the 
Savannah River defense project. 

You and your association can help us out a great deal. You can 
help us with the bill for that purpose. If not, we will have more 
Government towns which we do not want. 

We want to build them by private enterprise, but there is no way 
in the world to obtain the funds with which to build the facilities. 
FHA cannot give relief, and, as Mr. Foley said, there is no other 
agency that can supply the money. That is a field in which you can 
serve well. 

That is all I have, Mr. Chairman. 

The Cuarrman. Mr. Multer, have you any questions? 

Mr. Mutter. Yes, Mr. Chairman, thank you. 

Mr. Snyder, is your organization in favor of continuing FHA? 

Mr. Snyper. We have always supported FHA, sir. 

Mr. Mutter. And you think it should be continued? 

Mr. Snyper. Yes, sir. 

Mr. Mutter. What was your position on the defense housing bill 
that this committee reported out? Was your association in favor of 
that or opposed to it? 

Mr. Snyper. We were neither in favor nor opposed, sir. We offered 
a position where existing legislation could provide certain things and 
we made suggestions as to what other things might be provided by 
amendments. 

Mr. Mutter. What is the housing situation in this country as 
compared to what it was in 1940? 

Mr. Snyper. Excellent. 
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Mr. Mutter. It is much better, is it not? 

Mr. Snyper. Yes, sir. 

Mr. Mutter. And that was brought about by the fact that we have 
had so much new construction since the end of World War II? 

Mr. Snyper. That is right, sir. 

Mr. Mutter. Practically none during the war. 

Mr. Snyper. Well, sir, there was quite a bit. 

Mr. Murer. Comparing the war period with the postwar period 
we had a great deal more after the war, did we not? 

Mr. Snyper. That is right, sir. 

Mr. Murer. And during most of that time we had rent control, did 
we not? 

Mr. Snyper. During the war, sir. 

Mr. Mu rer. During all of the war we had rent control. 

Mr. Snyper. Yes, sir. 

Mr. Mutter. And we had rent control since the war? 

Mr. Snyper. Since 1947 you did not have it on new construction. 
That is when you got your construction, that is, when you lifted the 
rent control on new construction. 

Mr. Mutter. Does your association take the position against rent 
control on new construction or on all construction? 

Mr. Snyper. All construction, sir. 

Mr. Mutter. In other words, you say we should have no rent con- 
trol on the old buildings or on the new buildings? 

Mr. Snyper. No Federal controls, sir. 

Mr. Mutter. Are the people who take charge of and enforce the 
rent control regulations in Flint, Mich., any less politicians than those 
on the Federal scene? 

Mr. Snyper. I do not know, sir. 

Mr. Mutrer. Are they less bureaucratic in Flint, Mich., than on 
the Federal scene? 

Mr. Snyper. | do not know, sir. 

Mr. Mutter. How about the city officials in New York State and 
New York City? 

Mr. Snyper. I think the Congressman is in a better position to 
answer that than I. 

Mr. Mutter. What is your home State? 

Mr. Snyper. Pennsylvania, sir. 

Mr. Mutter. Do you have any rent control there? 

Mr. Snyper. Not that I know of. 

Mr. Mutrer. Wherever we do have rent control, whether it is on 
Federal level or the local level, it is enforced by officials of government, 
whether it be local, State or Federal, who are appointed to their jobs 
is that not right? 

Mr. Snyper. Yes, sir. 

Mr. Mutter. Do you appreciate, sir, that in the 1951 Joint 
Economic Report the committee was unanimous in recommending 
continuance of the existing rent-control law? ; 

Mr. Snyper. They were unanimous in a lot of things, sir. 

Mr. Mutter. Do you think they were wrong there? 

Mr. SnyprEr. I do, sir. 

Mr. Mutrer. You applaud, I think, in your statement the action 
of the Banking and Currency Committee of the other House in re- 
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fusing to take any oral testimony on the subject of commercial rent 
control. 

Mr. Snyper. I only used that as a notation to call it to the com- 
mittee’s attention. 

Mr. Mutter. You approve of it, do you not? 

Mr. Snyper. Yes, sir. 

Mr. Mutter. You approve of the refusal to take testimony? 

— Snyper. I think it is a good test, that is, until they have made 
a study. 

Mr. Mutrsr. How do committees of the Congress pass upon any- 
thing except by taking testimony? Is that not the method by which 
we study the subject? 

Mr. Snyper. The committee did not preclude any testimony, sir; 
only oral testimony. 

Mr. Mutter. I might say that it may be improper for a Member of 
one House of the Congress to criticize the other, but I want to say 
that I feel it is the duty of each House to take all the testimony on 
every subject, and that is the way we study the problem. 

Mr. Cote. That is what we thought in the Defense Production 
Act of 1950. 

Mr. Mutrer. I do not care if you are opposed to the bill or in favor 
of the bill; I think everyone who wants to be heard should be heard by 
every committee. 

Mr. Snyper. I agree, sir. 

Mr. Mutter. I do not care how the committee on the other side 
eventually decides the question, but I think they should take the 
testimony in the first instance. I think it is wrong for them to say 
that there has been no study made of the commercial rent problem, 
because that is incorrect. In New York State they have studied the 
problem every year, and I do not find fault because Republicans 
passed the commercial as well as the dwelling rent control laws 
in the State of New York. They studied the problem. They came 
up with an answer after having studied it. No one in Congress has 
a right to say that subject has not been studied and that they will not 
take any testimony on it until somebody studies it. 

Mr. Do.urncer. If the gentleman will yield for a moment, I might 
add that they could have done it with the commercial rent laws be- 
cause they are doing it in the State of New York. 

Mr. Mutter. That isright. Ido not think that any of the Repub- 
licans who voted for the bill were afraid that once the controls were 
established they could not be taken off when the time came to do so. 
I believe you make the point that once the controls are established they 
cannot be taken off. 

Mr. Snyper. That is true with respect to rent control, sir. 

Mr. Mutter. You make the point that once the controls are estab- 
lished they cannot be taken off. 

Mr. Snyper. Mr. Multer, no country within the last 100 years has 
ever imposed rent control and then removed it. 

Mr. Mutter. Have we not done that in this country? 

Mr. Snyper. No, sir. 

Mr. Mutter. You mean that we have not taken controls off 
throughout the whole country? 

Mr. Snyper. That is right. 








rent 


oOm- 


jade 


iny- 


hich 
sir; 


r of 
say 
ron 


tion 


ivor 
l by 


side 
the 
say 
lem, 
the 
ans 
aws 
ame 
has 
not 


ight 


be- 


yub- 
vere 
»> SO. 
chey 


tab- 


has 


off 








ss 


Been ee sre 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1619 


Mr. Mutter. But we have taken controls off in many areas of the 
country. 

Mr. Snyper. Yes, sir. 

Mr. Mutter. As a matter of fact, the very agency, operating under 
the Federal law, charged with the responsibility of enforcing the rent- 
control law is taking off rent control in every area where the situation 
permits. 

Mr. Snyper. And also imposing new controls. 

Mr. Mutter. I think you pointed out that Mr. Tighe Wood has 
decontrolled 279 areas. 

Mr. Snyper. That was decontrol action on a local level, sir. 

Mr. Mutter. How many did he take off? 

Mr. Snyper. He took off about 49 out of the 279. 

Mr. Mutter. So whether it is being done on the local level by the 
local authorities, or on the Federal level by the Federal authorities, it 
is being taken off wherever the situation warrants it being taken off, 
is that not so? 

Mr. Snyper. I would say that certainly it is as far as local author- 
ities are concerned; yes, sir. 

Mr. Mutter. How many of your local real-estate boards of your 
association have gone along with local rent control in their respective 
areas? 

Mr. Snyper. We did not advocate rent control, sir. 

Mr. Mutter. I know you did not. But your association is now 
telling us here, “‘Take it off so far as the country is concerned; take it 
off the Federal statute books. Whenever you need it, the locality 
will do it.”’ 

But in every locality your local board will oppose it on the local 
level, will it not? 

Mr. Snyper. That is up to them, sir. We are a federation of local 
boards, sir. 

Mr. Mutter. I know you are. But every one of your local boards 
have opposed and will continue to oppose rent control in their own 
areas. 

Mr. Snyper. IJ do not know, sir. 

Mr. Mutter. Tell me where the real-estate board has supported 
rent control. 

Mr. Snyper. In New York City, for instance. 

Mr. Mutter. The real-estate board did? 

Mr. Snyper. Yes, sir. 

Mr. Muvtrer. Which board? 

Mr. Snyper. The real-estate rent board. The Washington, D. C., 
Real Estate Board. 

Mr. Muursrr. There was only one group in New York City repre- 
senting the landlords which came in and advocated a fair rent-control 
law, and that was the group organized under the name of the Metro- 
politan Fair Rent Committee. 

Mr. Snyper. They are the spokesmen for the New York board, sir. 

Mr. Doturmcer. That was under Mr. William Russell. 

Mr. Snyper. That is right. 

Mr. Mutter. They did not act or speak for any real-estate board, 
and no real-estate board in the city took the same position with them. 
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Mr. Snyper. I do not know about the New York board, sir, but I 
know that they did through the metropolitan committee, which is 
their organization. 

Mr. Mutter. It is not their organization. The very gentlemen 
who organized that organization did so because they could not get any 
local real-estate board to go along with them to advocate a fair rent- 
control law. 

Mr. Snyper. You said they never supported the State control. 
They did support it at one time, sir, when it was first brought up. 

Mr. Murer. Perhaps in the early OPA days they said, ‘“‘We have 
to have controls.”’ However, ever since then they have opposed it. 

Mr. Snyper. My statement is that they did support it, did so in 
Washington, D. C., as early as 2 weeks ago. 

Mr. Mutrer. I have not seen that, and perhaps you are right. 

On another point, I think you take the position that the Govern- 
ment should not have the broad power to condemn because it may be 
misused. It may be misused in one respect, I suppose, if they went in 
and created large real-estate developments for rental purposes. 

Mr. Snyper. Public housing is one means; yes, sir. Also, sir, they 
could build golf courses. 

Mr. Mutrer. They could also build various community facilities, 
such as sanitary facilities and health facilities and schools. 

Mr. Snyper. You already have laws for schools and hospitals, sir. 
One was passed last year. 

Mr. Mutrer. You think those laws are adequate? 

Mr. Snyper. I do, sir. 

Mr. Mutrer. Without getting into detail on that point, it is suffi- 
cient for me to say at this moment that I do not believe that they are 
adequate for the purpose. Your position is that they are. 

Mr. McKinnon. | think Mr. Snyder will admit that while the law 
was passed for the schools and hospitals, the appropriation was so 
little that it is not applicable to many areas that need it. 

Mr. Snyper. I think that is correct. I think your appropriation 
problem is one that the Congress can take care of very nicely when 
there is need for those units. 

Mr. McKinnon. Will your organization go before the Appro- 
priations Committee and advocate a larger expenditure for that 
program? 

Mr. Snyper. I would like to study that, sir, before I make an 
affirmative answer. Ido not know what the situation is and what the 
need would be. 

Mr. McKinnon. But you would support expenditures for areas 
that have real need? 

Mr. Snyper. If they are needed and cannot be obtained through 
any other source; ves, sir. 

Mr. McKinnon. You would support such a program? 

Mr. Snyper. We have always supported such a program in the 
case of national defense. 

Mr. McKinnon. Do you mean that you have supported or that 
you offered no opposition? 

Mr. Snyper. | would say, sir, that we have not offered any oppo- 
sition. 

Mr. McKinnon. There is a lot of difference between the two. 
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Mr. Mutter. If every dollar that was appropriated for those schools 
and hospitals was used either in Paducah alone and in Aiken, S. C., 
for that purpose; if it were, you could not get enough schools and 
hospitals in either of the areas. 

Mr. Snyper. But the Atomic Energy Commission has the appro- 
priation to go ahead, and it has not only the authority to build, but 
also to staff. 

Mr. Mutter. That is not so. Do you know of any appropriations 
to build schools or hospitals that it has? 

Mr. Snyper. I do not know whether they asked for it in the new 
appropriation bill. 

Mr. Brown. If the gentleman will yield for a moment, I might say 
that I hope you, who represent the real-estate people throughout the 
country, will not advocate the building of another town controlled 
by the Government as in the case of Oak Ridge, where they are having 
so much trouble right now. 

Mr. Snyper. We are not doing that, sir. 

Mr. Mutter. Mr. Snyder, if you do not advocate that the Atomic 
Energy Commission build these houses in its areas, and also build 
these hospitals in those areas, why do you harp on the fact that they 
have the authority to do it? 

Mr. Snyper. What is the other reason? If you have the authority, 
that is all you need, is it not? 

Mr. Mutrer. You tell us that they have the authority. I think 
you are saying that you want them to use the authority. 

Mr. Snyper. No, sir; I did not say that. 

Mr. McKinnon. Going back to the two bills of last year that you 
referred to, which were passed by the Congress and signed by the 
President, those bills cite a historical need. They do not project 
themselves into a new situation such as you have in South Carolina 
or in Kentucky or in Idaho, or in many other impact areas. They 
are only a remedy for communities that have a historical need that 
dates back over a period of years. 

But now we are going into a defense period in which we are going to 
have certain new areas where there are needs for complete community 
facilities, and these two bills are not applicable to such a need. That 
is one of the reasons why Mr. Brown was referring to the fact that 
we need a certain section in the defense housing bill in order to make 
these towns operative. 

Mr. Snyper. I think the defense housing bill is very well put. 
But I believe the House Committee on Education and Labor is the 
committee concerned with the matter of schools. 

Mr. McKinnon. That is part of the whole need. 

Mr. Snyper. That is what I am speaking of. With respect to 
defense housing, we are in a position to talk about that; on the other 
facilities, we are not. 

Mr. McKinnon. But the bills you referred to are not applicable to 
the situation we now face in this defense period we are now in. 

Mr. Mutrer. Coming back to the other facilities without getting 
into an argument as to whether or not golf courses are proper—I 
might say I am one who thinks golf courses or any other recreation 
facilities are as important for the contentment of our people as any- 
thing else—how are you going to get the water and sewage and sani- 
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tary facilities into these areas if you do not provide for it on the Federal 
Government level? 

Mr. Snyper. Sir, I do not know of any area that does not have 
water and the other facilities you are speaking of. At least it has 
not been pointed out on the basis of the critical list to which I referred. 

Mr. Mutrer. | suggest that you read the testimony given to us 
by the Atomic Energy Commission when they were before this very 
committee on the defense housing bill, and also give attention to their 
statement that they do not want to build the houses. They have 
had the authority. They have had a very sad experience in Oak 
Ridge. They do not want to build or manage houses. They agree 
with us that the Government should not do that. They feel that 
private industry should do it, and they do not want to do it. 

Mr. Snyper. May I suggest one thing, Mr. Multer. Private in- 
dustry does want to do it, and we will do it. We have suggested 
ways by which it could be done, but until Congress rorces whoever 
it is who is holding up the designation of these areas and the removing 
of restrictions, private industry cannot do it. 

Mr. Murer. Permit me to amend your statement. If the Gov- 
ernment guarantees them against any loss of any kind from the 
beginning of the job and thereafter while the units are being rented, 
private industry would do it. 

Mr. Snyper. Private industry has always done so down through 
the history of this country without Government guarantees. 

Mr. Brown. If the gentleman will yield for a moment, I might say 
that this Savannah River project consists of 250,000 acres ‘of land, and 
there will not be a house there when it is complet ted. 

Mr. Snyper. Do they want houses, sir? 

Mr. Brown. Of course they do. Have you read the testimony? 

Mr. Snyper. Yes, sir. Up to the present time, do you know how 
they have relaxed the restrictions? 

Mr. Brown. They have bought the land and have the labor and 
materials and are ready to go, but they cannot build, because they 
cannot get any money for facilities. That is why it is being held up. 

The CuarrMAN. The reason for that is the defeat of the defense 
housing and community facilities and service bill that was defeated in 
the House. That would have stimulated in every way possible the 
building of these houses by private enterprise. 

Mr. Snyper. By Government, sir. 

The CuatrmMan. No, by private enterprise. That was defeated 
simply by the fact that the House refused to consider that bill by a 
vote of 219 to 170. The House recommitted the bill to the committee. 
In other words, it leaves the law as it was. 

Now, the only method by which those houses can be built is under 
the Atomic Energy Act. That means that the Government will 
build them, will hold them, and will rent them. 

I might add that a few days ago a delegation came up to my office 
and asked me to do what I could to see that their rents were reduced. 
They were employed by the Government. The Atomic Energy 
Commission rented the property to them, and established the rents. 
That is no function for the Government to be in; ; you admit that. It 
is wrong that the Government should build houses and rent them to 
people who are engaged in activities of that type. The housing 
ought to be built by private enterprise insofar as it can be done. Yet 











ral 


ve 
AS 
sd. 
us 
ry 
er 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1623 


I think that bill was largely beaten by the influence—perhaps mis- 
guided influence—of people who were interested in the building in- 
dustry. I just cannot conceive why they have done that. 

Mr. Corr. Mr. Chairman, I have made the statement before and 
at the beginning of this hearing, and I make it again, that this com- 
mittee can pass a defense housing bill in 20 minutes, and the House 
will pass it in 10 minutes, if this committee will only approve a 
defense housing bill for the purposes for which you and the gentleman 
from Georgia are talking about. ‘That is all that is necessary. The 
House is ready to pass that defense housing bill. We are ready to 
do it now. lowe said so at the very beginning. 

Mr. Mutter. If that were so, then you should have allowed the 
bill to be considered, and then offered your amendments. 

I say it is bad faith for anyone to come in here and say, ‘We will 
give you the kind of housing bill you are entitled to,” and then vote 
down the rule. 

The Cuarrman. I am glad to learn of the gentleman’s assurance 
inasmuch as the House has been quite unpredictable. 

Mr. Coxe. Mr. Chairman, the line of voting in the House has been 
very predictable. However, the gentlemen on the other side do not 
want to follow the majority. 

Mr. Brown. I might say that I am not criticizing anyone. 

Mr. Coz. The majority of this House is ready to pass a defense 
housing bill today. We would have done it last week when the House 
was in recess. 

The CuarrMan. I must say that it was unpredictable tome. I was 
astonished when they refused to consider it. But, perhaps, 1 was 
not on the inside, and did not know. 

Mr. Mutter. May I continue now, Mr. Chairman? 

The Cuarrman. Yes, of course. 

Mr. Muurer. Mr. Sny der, you have given us statistics and figures. 
I just want to call your attention to the fact that they are at variance 
with the figures of the 1950 Census of Housing as given to us by the 
Department of Commerce. 

Mr. Snyper. Which figures, sir? 

Mr. Muvtrer. Vacant dwellings. 

The figures, as reported by the Census of the Department of 
Commerce on housing, show that there are 3,263,000 vacant dwellings 
which include mostly units which were either dilapidated, seasonal 
or not offered for rent or for sale. According to these figures there 
were only 512,000 vacant units in the entire country which were not 
seasonal and not dilapidated and were offered for rent or for sale. 

In other words, throughout the whole country, vacant dwelling 
units that are being offered for rent, and can be rented, and are 
rentable, and can be occupied, total not more than 512,000, which is 
1.1 pere ent of the total dw ellings in this country. 

Mr. Snyper. Mr. Multer, may I ask how you defined dilapidated? 

Mr. Mutrer. Deteriorated to such an extent that the unit is not 
habitable. 

Mr. Snyper. That is not the definition, sir. The definition is 
that the unit needs one or more major improvements. 

Mr. Mutter. You say one or more major improvements? 

Mr. Snyper. Yes, sir. 

Mr. Mutter. Without that major improvement it is not habitable? 
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Mr. Snyper. It could be a bathroom or a hole in the roof that 
requires fixing. That is dilapidated. 

Mr. Mutter. Do you say that in this year, 1951, a house in an 
urban area is habitable without a bathroom? 

Mr. Snyper. | am sorry, sir, I did not quite understand your 
question. 

Mr. Mutter. Is a dwelling in an urban area habitable unless it 
has a bathroom in the house? 

Mr. Snyper. Certainly. I was born and raised in one. 

Mr. Mutrer. How long ago? 

Mr. Snyper. I am 42 now. 

Mr. Mutrer. I am talking about 1951. 

Mr. Snyper. | lived in it until I was 23 years of age. 

Mr. Murer. Do you want a man to live in a house in an urban 
area which house does not have a bathroom in it? 

Mr. Snyper. I did last summer. 

Mr. Murer. Well, the pleasure is yours, and you are entitled to 
it if you want it. 

Let us go on to the next set of figures. 

Mr. Snyper. May I also state that if you will read the rest of the 
breakdown of what dilapidated as against nondilapidated is, you 
will find that the total percentage is accurate. And it is also quoted 
in HHFA’s report on the preliminary census report. 

(The matter referred to is as follows:) 

Tue Hovusina Sirvation, 1950 
TABLE 6,—Vacant nonfarm dwelling units—perzentage of all units, 1950 
Percent 0 


all units 
Effective vacancies (year-round use, not dilapidated, available for rent or 








| ae ET SE ae cal ke OURS, Ae a Santee ay iver ay § 
For rent_. Moe peed a sae S Se Sse NS AIG se Sa ee 1.2 
POrwe Only ios 5 22528 SF en ae aN Te Eee BY © De MTOR ree Erne ce 5 
RD iii SS ed ca Sai a an eo acme arses Eis a leat “54 
Dilapidated,! year-round use__-------.---------- Sitka: tec bere cee ae a if 

Off the market,? not dilapidated, year-round use_.._.-.-.-.------.-- 1. 6 
Seasoral........ wallet yap AM Bape na PRES shin SRR 9 SR ef RLS 2.8 
Gee MII ki i Ss os we ee ee 68 


1A dwelling unit is dilapidated because of (a) 1 or more critical deficiencies, (6) a combination of minor 
deficiencies, or (c) inadequate original construction. 
‘Rented or sold, not yet occupied; held for settlement of estate for personal reasons of owner, etc. 


Vacancy rate-—The effective vacancy rate for nonfarm units was 1.7 percent 
in 1950, which is higher than the 0.8 percent recorded in 1947, but lower than the 
estimated rate for 1940. About one-fifth of these vacant units lacked a private 
flush toilet or a private bath, and they tended to be smaller than occupied units. 
Taking into account not only the effective vacancies, but also the units which 
were either dilapidated, held off the market, or designed for seasonal use, the gross 
vacancy rate was 6.8 percent. While not strictly comparabie, the gross vacancy 
rate in 1940 as reported by the census was 6.2 percent. (Source: Housing and 
Home Finance Agency, February 1951.) 

“321. Definition of dilapidation.—Report a dwelling unit as dilapidated when 
it has serious deficiencies, is run down or neglected, or is of inadequate original 
construction so that the dwelling unit does not provide adequate shelter or 
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protection against the elements or it endangers the safety of the occupants. A 
dwelling unit should be reported as dilapidated if, because of either deterioration 
or inadequate original construction, it is below the generally accepted minimum 
standard for housing and should be torn down, extensively repaired, or rebuilt.” 
(Source: Enumerator’s Reference Manual, p. 84, Department of Commerce, 
Bureau of the Census, 1950.) 

“A dwelling unit is considered substandard by the Publie Housing Administra- 
tion if it is either dilapidated or does not have the following plumbing facilities: 
flush toilet and bath inside the structure for the unit’s exclusive use, and hot run- 
ning water. The Publie Housing Administration considers the absence of hot 
running water to be evidence generally of poor quality of the dwelling unit, but 
there may be some localities in which the absence of hot running water is not 
deemed to be a sufficient indication by itself of poor quality. In such locaiities, 
a revised count of substandard units may be obtained from table 1 by subtracting 
from the total the units which lack hot water only. If it is desired to eliminate the 
units lacking hot water only from the total count of substandard units, the dis- 
tributions shown in the tables will not be materially affected. 

“The criteria used to define substandard units in these tabulations are not 
identical with the housing characteristics included in the published reports from 
the 1940 census. * * * A direct comparison cannot be made with the 1940 
results because information on hot running water was not collected at that time, 
Further, the 1940 data on condition were collected showing dwelling units ‘need- 
ing major repairs,’ whereas in 1950 data on condition were collected showing units 
as ‘dilapidated.’ Because the definitions of these two terms differ significantly, 
the 1940 count of dwelling units needing major repairs and the 1950 count of 
dilapidated dwelling units are comparable only in a general way.” 

_ Source: H. C. 6, No. 45, Deparsipent of Commerce, 1950 Census of Housing, 
Special Tabulations for Local Housing Authorities. 

Mr. Mutter. I will not argue the point with you. I will take the 
figures and breakdown given to us by the Department on the point 
of increase of rents; you show it is a 20.2-point rise in 24 cities, 

Mr. Snyper. The index. 

Mr. Mutter. The index; yes. And then you go along and show 
us how we should break that down further by multiplying it by 
71 percent, by including the other cities, and then that brings it down 
14.3 points. 

Mr. Snyper. That is right. 

Mr. Muurer. And then you break it down still further, and you 
get it down to 1.6 points of the index of living costs, is that right? 

Mr. Snyper. That is correct. 

Mr. Muursr. Now, let us assume that you and I are living in one 
of those areas where the rent increase, according to the index, was 
151.9 percent. That means to you and me if we are renters that 
when the landlord calls around for that increased rent, I have to give 
him 20 percent more rent than he got in 1939. 

Mr. Snyper. No. You are misinterpreting. 

Mr. Mutrer. Twenty points more. 

Mr. Snyper. That is right. 

Mr. Mutter. When I break that down as to what my salary is 
and what the rent is, it will be about 35 percent more rent, and about 
25 percent more of my income. Do you think I can state to that 
landlord, “‘Look, if you take this on the basis of the over-all average, 
it is only 1.6. Take the rest of the rent from the rest of the country 
and let me alone.”’ 

Mr. Snyper. You would not get it that way. You could not draw 
a figure out of the air and call it 25 percent more of your income. 
You have taken the 1.6 points on the cost-of-living index. 

Mr. Mutrsr. Let us take the percentage, whatever it is. 

Mr. Snyper. 19.8 percent is the average Nation-wide. 
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Mr. Mutrer. Whatever that is, when the landlord calls for the 
rent I cannot get out the index; I have to dig down and give him the 
money for his rent and his increase. 

Mr. Snyper. That is right. 

Mr. Muurer. So we should not average this on the country-wide 
basis and throw in the rents that were not increased together with 
those that were increased to find out how badly you and I are going 
to be affected if you take the rent control off today. 

Mr. Snyper. What is the relationship of dollars and cents if you 
do not use the index figures? It would not be a fair comparison. 

Mr. Mutrer. Let me show you what it is. In the city of Omaha, 
the mayor writes and tells us about what happened when over his 
protest and over the protest of the Governor, the State legislature 
overrode the Governor’s veto and decontrolled the State. Without 
reading the whole letter, he says: 

There were modest increases immediately after the control was taken off. When 
the spotlight was beginning to dim, they raised and raised and continued to raise. 
That is Omaha. 

Milwaukee, 50 to 100 percent boosts in rent since decontrol. 


Mr. Snyper. What were the dollars-and-cents figures before and 
what are the dollars-and-cents figures now? 

Mr. Mutrer. Here they are from Detroit: $45 a month before 
they took off controls, $80 when they took them off. 

Mr. Snyper. Detroit is still under control, sir. 

Mr. Mutter. 1 am sorry. I am quoting the Detroit Press as to 
Mount Clemens, just outside of Detroit, when they took off controls: 
$75 boosted to $125. 

Mr. Snyper. I can find examples where you have had decreases. 
I do not think one example can show you what is true in the city. 

Mr. Muuter. These newspapermen are giving these examples 
because they are typical and not individual examples. 

Mr. Snyper. If that were true, sir, the 19.8 percent average of the 
BLS would not be true, then. 

Mr. Mutrer. The reason you get that lower average is because you 
take all of the areas where there were no increases and you start with 
zero. 

Mr. Snyper. No, sir; you do not. 

Mr. Mutrer. And you take the 150 of increase and bring it down 
and get the average. 

Mr. Snyper. You do not take the areas where you start with zero. 
You only take within a community. If all the units within a com- 
munity were under control, you certainly have to take all of the 
community when you take off controls. 

Mr. Mutter. I am trying to analyze this situation on the basis 
of what is happening in those defense areas where these people are 
being put to it in no uncertain way. 

Here is Virginia, $150 for one room. The investigator was very 
politely told, when he inquired as to the reasons for it, ‘Go to hell.” 
That is quoted from the newspaper. 

I am not going to take the time to read all of these other increases 
where the same thing happened in these defense areas; Alabama, 
Florida, Indiana, Mississippi, Montana, Nebraska, Pennsylvania— 
your home State—Texas, Kansas, Utah—— 

Mr. Snyper. Is that all BLS data? 
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Mr. Mutrer. These are all taken from official statistics of what is 
happening. 

Mr. Snyper. From where are the statistics. I should like to refute 
those statements, sir. 

Mr. Mutter. These are United States Army statistics taken as 
to what is happening around each of these Army and Air Force in- 
stallations. 

Mr. Snyper. I have a copy of that survey. Could we file a supple- 
mentary statement? 

Mr. Mutter. These are defense areas where men are moving in, 
men who are brought in against their will, you might say, who involun- 
tarily move in because they are part of the Air Force or the Army. 
They are there to do a job. They must stay there. They have no 
choice as to where they will go. And this includes the civilians who 
necessarily move in there to supply the civilian needs and production. 
They are being denied decent housing at fair rentals. 

Mr. Snyper. I think that statement is rather strong because we are 
already working on more than a dozen areas where we found out about 
these reports and we have helped set up committees with the billeting 
officers of the units of the military areas. Fort Jackson, S. C., is one of 
them, that is, where they have now declared off limits any area or any 
house where an unfair increase has occurred or one that is not cleared 
through that local committee, and they have no Federal control there, 
Mr. Brown. These committees are made up of local people, the 
chamber of commerce, real estate board, billeting officer, and the 
representative of the Army units. 

Also in Oklahoma, Arkansas, Indiana, and California. 

We should like, if you will permit us, to file a statement to show the 
letters of the billeting officers thanking us for our cooperation in 
eradicating some of the scare headlines that are frequently used. 

Mr. Brown. Is it very lengthy, sir? 

Mr. Snyper. It is one statement consisting of a page and a half. 

Mr. Brown. That may be inserted, together with the figures you 
want to give to Mr. Multer. 

Mr. Snyper. Thank you. 

(The information is as follows:) 


SUPPLEMENTARY STATEMENT OF CALVIN K. SNYDER, SECRETARY OF THE REALTORS’ 
WASHINGTON CoMMITTER, NATIONAL ASSOCIATION OF REAL Estate Boarps, 
Re Hovsine 1x AREAS ADJACENT TO MILITARY INSTALLATIONS AND CONTACT 
Work Wits BILLETING OrriceRs THROUGH LocaL COMMITTEES 


Following the national convention last November the National Association of 
Real Estate Boards requested its State associations and, in many instances, 
many of its local boards, to contact billeting officers of military encampments 
near their boards or within their States, for the purpose of offering our services 
in providing housing in these areas. Also, we wanted to offer our services in 
eliminating any possible chance of unfair rentals to military personnel who 
might be stationed in such areas. 

Fort Jackson, 8S. C., is 4 miles distant from Columbia, the capital city, with a 
1950 population of 90,000. Just prior to World War II Fort Jackson was 
reactivated (1940). There was immediately indicated a trend toward a tight 
rental housing market. The Columbia Chamber of Commerce set up conferences 
between General Peyton, the post commanding officer, his staff, and the property 
owners’ group out of which the following plan was evolved and put into operation: 

1. The fort would establish a billeting office in the city and would maintain 
an active list of available rentals voluntarily submitted by owners or agents. 
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. A fair rents committee, composed of three real-estate agents and three 
from the staff of Fort Jackson, with a representative from the chamber of com- 
merce, was established with the following duties: 

(a) Review any allegedly improper rental submitted by either property owner 
or tenant, or prospective tenant or owner; after which an analysis was made, 
from which a determination of fair rental was reached. 

(6) If the owner failed to acquiesce to the determination by the fair rents 
committee, the billeting officer was instructed to remove such property from the 
eligible list for occupancy by military personnel. 

Only three cases of any consequence arose, with solutions reached within 10 
days. This resulted in holding the rents at reasonable levels on a voluntary 
basis, and the property ownerships, generally, cooperated fully. 

Fort Jackson was ordered to be deactivated about April 1949, shortly after 
the military had urged upon the citizenry the importance of constructing 3,150 
units for military personnel, with the implied threat that if the citizens did not 
do so the Government would. The citizens there put their shoulders to the 
wheel and in a remarkably short time initiated the construction of a substantial 
portion of the requested housing units. 

When the Korean situation developed, the reactivation of Fort Jackson was 
ordered. Despite existing vacancies the realtors and the chamber of commerce 
invited the Fort Jackson authorities to a housing conference. The result was the 
reestablishment of a rental committee, as above outlined, with a further guide 
for fair rentals. This was to be a net 6-percent return to the property owner, 
based on current replacement costs as of the date of the review, less applicable 
depreciation. All expenses allowable under income-tax law were to be taken 
into consideration in determining the net income. Fort Jackson now has approxi- 
mately 30,000 on the post and there has not been one single complaint for their 
committee to handle. 


Camp Chaffee, Fort Smith, Ark. 

Our committee’s contact with the billeting officer at Camp Chaffee at Fort 
Smith, Ark., resulted in a series of meetings which are still going on. Camp 
Chaffee has recently been reactivated and will be about double its present size. 
Our committee reports: ‘“‘We have a number of active operative builders here in 
Fort Smith who would build any number of housing units just as soon as it is 
determined that there is a definite need for additional housing. 

The chairman of the committee reported on June 4, 1951: 

“T have just talked with Captain McEndorfer, billeting officer of Camp Chaffee. 
He advised me that at the present they had quite a number of rental listings and 
so far they had no difficulty in taking care of the Army personnel’s housing needs 
here in Fort Smith. 

“At the present there is not anticipated any large increase of officers or personnel 
which will need housing accommodations in Fort Smith. There is a group of 
150 second lieutenants from ROTC being transferred to Camp Chaffee, but it is 
expected that at least 90 percent of these officers will be single. Captain Mc- 
Endorfer said he would keep me informed as to any changes that may develop 
regarding their housing needs.’’ 

The committee reported that it will keep in contact with the local officials and 
that if there is any need for housing they will take care of that need. 

Camp Pickett, Va. 

The executive secretary of our Virginia Real Estate Association, Mr. Joseph F. 
White, Jr., wrote that following our convention, arrangements were made for a 
meeting with Lieutenant Smith, the billeting officer at C ramp Pickett, Blackstone, 
Va. Also invited to the meeting was a Mrs. Hudgins, director of the housing 
authority and employed by the Blackstone Chamber of Commerce to meet with 
the group. 

Mr. White reported on interviews with the billeting officers and other personnel 
at Fort Monroe and Langley Field, Va. They were told that there was no trouble 
whatsoever in finding unfurnished places for both military and civilian personnel 
to live. There was a shortage, however, of individually owned furnished places 
to rent. There were no complaints against present rental rates, and a sufficient 
supply of available rental units seemed to be on the available lists at the meeting. 

It is interesting to note the following press re lease from the Department of 
Defense, Office of Public Information, concerning the alleged shortage of housing 
in and near Camp Pickett, Va. 
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The text of the release follows: 
“No. 1486-50 


“DEPARTMENT OF DEFENSE, 
“Orrice oF Pusiic INFORMATION, 
‘Washington, D. C., November 28, 1950. 
“Tmmediate release for the press: 

“The Department of the Army announced today results of an investigation of 
conditions at Camp Pickett, Va. 

“Complaints regarding Camp Pickett alleged that men were receiving unfit 
food; that clothing was inadequate; a lack of recreational facilities existed on the 
post; civilian transportation away from the post had been curtailed; promotions 
had been frozen; telephone facilities were inadequate; medical attention was not 
available; passes had been refused, both at night and over week end; parking of 
privately owned vehicles was restricted to an area which required owners to walk 
as much as 2 miles to barracks; married officers and enlisted men were required to 
live on the post, foregoing the society of their families, while the division com- 
mander was having a set of quarters expanded at Government expense so that 
his family might live with him. 

“Action has now been taken to increase the allowance of certain items of the 
ration over and above those required for average military personnel during the 
initial training phase of the division. Additiona] qualified food service personnel 
have been assigned to units which required them, so as to insure proper serving 
of food. 

“Tnitial clothing requirements had been reduced. As a result, in many cases 
men were not properly equipped prior to departure from their home stations. 
The investigation has indicated that these difficulties have been overcome. By 
October 16, all men, with a few exceptions, were properly clothed. In these 
exceptions, clothing of proper size has been ordered. 

“Recreational facilities on the post are being expanded as the need arises, and 
as funds and material become available. Arrangements have now been made with 
civilian transportation companies to afford assistance to service personnel during 
authorized absence from the post. 

“Restrictions on promotions have been removed. Qualified personnel are 
being considered for promotion to existing vacancies. The civilian telephone 
company in the area is providing, as rapidly as possible, expanded telephone 
facilities. 

“Medical facilities and personnei at Camp Pickett are now deemed adequate. 
Deficiencies did exist during the first days of mobilization, but coordination with 
medical personnel at Fort Lee assured required services at all times. 

‘Pass privileges have been restricted to insure maximum participation of all 
personnel in the accelerated and intensive training program. Restrictions on the 
movement and parking of privately owned vehicles have been imposed as safety 
measures. However, two additional parking areas have been made available 
since complaints were received, and the distance between barrack areas and 
authorized parking areas has been reduced materially. 

‘All officers and enlisted men have been required to live on the post in order 
to insure successful accomplishment of the assigned mission of the Forty-third 
Infantry Division. Expansion of quarters assigned to the division commander 
has been authorized and approved by the commanding general, Second Army, 
so as to make them habitable by the division commander and his family. This 
has been done so that the senior officer on the post may be present and available 
at all times. 

“The Army pointed out that whenever an installation is reactivated, there are 
many problems to be faced and ironed out. Reactivation of Camp Pickett was 
accomplished within a limited period of time so as to meet an emergency situa- 
tion. Consequently, complete rehabilitation of the post and providing of con- 
veniences which would make the camp more habitable were not accomplished 
before the time troops were assigned. This rehabilitation is now going forward as 
rapidly as possible. , 

“In order to insure maximum efficiency of the division, and to make certain 
that each man was properly trained to meet any situation that might arise, 
certain restrictions, such as limitation of passes, was imposed, That this would 
be done was indicated to men of the division before they left their home station. 
The division commander met at that time with principal organization com- 
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manders and separate company and battalion commanders. He stated that the 
conditions under which their training would be conducted would be such that 
training would be emphasized and that recreation and relaxation must, of neces- 
sity, play a secondary part. He also stated that opportunity for men to be with 
their families, at least for the time being, would be limited. 

“The Forty-third Infantry Division is a National Guard unit made up of 
personnel from the States of Connecticut, Rhode Island, and Vermont. It was 
called into Federal service last August 1. The commanding general is Maj. 
Gen. Kenneth F. Cramer. Camp Pickett is located at Blackstone, Va.”’ 

Fort Eustis, Va. 

At Fort Eustis, located about 12 miles from Newport News near Lee Hall, a 
Major Carr was interviewed. Major Carr advised the number of units that might 
be needed in the area and the number of persons that might be expected to come 
into the post. The committee, after making a survey of the vacancies existing, 
found that there were available and convenient for the Eustis personnel in excess 
of 500 units at a rental rate of from $45 to $67.50 per month, unfurnished. 

The committee also contacted the Newport News Shipyard & Drydock Co. 
which had a considerable number of personnel coming in by reason of defense 
contracts. A Mr. W. T. Smith furnished the information which is reported below. 
The low peak of personnel at the yard was reached in July 1950, when 6,650 
persons were employed. He anticipated the demand as follows: March 1, 1951, 
9,000 men; June 1, 1951, 9,200 men; September 1, 1951, 9,600 men; November 1, 
1951, 10,000 men. 

It was indicated that out of this proposed increased enrollment a number of 
men were recently employed who were local residents and former employees of the 
yard. This type of employment would continue as far as possible, Mr. Smith 
reported, and there would be no needed housing for this type of new employees. 
It was generally felt by the committee that the increase was slight and could be 
absorbed in the local community without any undue economic hardship. 

One thing did develop in this interview, and that is that the shipyard workers 
employed usually were married men or men not subject to the draft. This, of 
course, has pushed up the percentage of family groups that may be brought into 
an area, with an expanded personnel somewhat out of proportion to that of the 
last war when drafting permits were permitted for shipyard employees. We 
have since been advised that some deferments are now being permitted. The 
rents were reported not out of line due to the fact that there seems to be a sufficient 
number of rental units available to maintain a competitive condition in the free 
market. 


Jacksonville, Fla., area 

From Jacksonville, Fla., our housing and rent committee found conditions 
fairly normal, considering the large increase in the population. A copy of a 
letter from Mr. Emanuel Danese, secretary of the Jacksonville Board of Realtors, 
to our director of research and surveys follows: 

“From my own observation and as a result of a canvass of the leading rental 
agents in Jacksonville, I find that the picture here concerning rents fairly normal 
considering the large increase in population. Many rental units have gone up 
within the past 5 or 6 years and vacancy signs are quite common. Best evidence 
is the for-rent section of a Sunday’s paper. I have taken a tear-sheet from last 
Sunday’s Florida Times-Union of Jacksonville to prove this point. Two new- 
comers found neat two-bedroom unfurnished apartments for $55 and $62.50 
per month, conveniently located and in nice sections of the city. 

“The Jacksonville Board of Realtors has been on the alert since decontrol 
of rents here over a year ago for signs of gouging the tenants and only a few 
isolated cases have been discovered. The property managers, realtors, and 
home builders of the city all joined in on a move through a series of meetings, 
urging their clients to hold down rents following decontrol. This program 
proved very effective. The issue now has become just about forgotten and prob- 
ably would resolve itself entirely if left alone. Plans are under way to construct 
several hundred units near the naval air station here, under the Wherry Housing 
Act, and these additional rental units should be adequate to increase in personnel 
expected at our military establishments.” 

A summary of the offerings for rent in the Florida Times-Union of March 11, 
1951, show the following units available in the Jacksonville area: 

Apartments furnished number 98; running from efficiencies to six rooms. 
Prices range from $30 per month to $150 per month. A number of ads did not 
include the number of apartments for rent, so were not counted. 
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Apartments unfurnished number 135; running from two rooms to six rooms. 
Prices range from $20 per month to $105 per month. A number of ads did not 
include the number of apartments for rent so were not counted. 

Houses furnished number 23; running from three rooms to six rooms. Prices 
range from $40 per month to $110 per month. 

Fort Knox, Ky. 

Much has been said about the Fort Knox, Ky., area. May we report that a 
recent newspaper article showing a picture of the new Fort Knox Wherry Act 
project indicates that the huge job of defense housing is being done by private 
builders instead of becoming a direct Government operation. The story goes on: 

“This is being proved—at a tremendous saving to taxpayers—in the housing 
project shown above and others being financed by private investors’ money 
advanced through the local Midwest Mortgage Co. (The Midwest Mortgage Co, 
is located in Miami, Fla.) The projects are attracting Nation-wide attention, 
and seem likely to be the model for a large portion of the defense housing work. 
The air view above shows 614 of a total of 1,000 housing units completed and 
occupied at Fort Knox, Ky. Even before completion of the original contract, 
the Midwest firm has been awarded another 500 units making a total of 1,500 
at Knox. In addition, the Midwest commitment at Fort Campbell, Ky., has 
been stepped up by the Government from 800 to 1,200 units. These projects 
represent the first awarded work under the recently passed Wherry Act.” 


Fort Devens, Mass. 

Realtors of Massachusetts have been in constant contact with the billeting 
officer at Fort. Devens. Lieutenant Colonel Amen is the billeting officer and 
has indicated his appreciation of the work of our committee, not only in helping 
to find housing but in adjusting disputes over rents, if any should arise. 


Omaha, Nebr. 

Mention was made of Omaha, Nebr., by a member of the committee. Our 
committee there reports that the supply of rental housing units is materially 
improving. The committee states that people may experience difficulty in find- 
ing a place to live in the low-rental brackets, but they also will have just as much 
trouble finding meat, coffee, butter, and other food items to purchase at 30 cents 
&@ pound as they used to. 

In the Omaha area in 1947, 955 housing units were completed. In 1948, 1,103; 
in 1949, 1,317; in 1950, 2,003. As of January 1, 1951, in addition to the above- 
mentioned, there are approximately 700 rental units under construction adjacent 
to Offutt Field, where the Strategic Air Command Headquarters are located. 
An additional 611 rental units in the same area are under construction. This is 
private construction, under the Wherry Act. The rental schedule for these 
units is as follows: 

One-bedroom units: 75 for airmen, $51; 10 for officers, $68. 
Two-bedroom units: 162 for airmen, $57; 90 for officers, $77. 
Three-bedroom units: 75 for airmen, $67; 199 for officers, $89. 

These monthly rentals are based on the fact that no property tax will be assessed. 
There is pending in the courts at the present time litigation to determine whether 
or not this will be permitted. If a property tax is assessed, these units will be 
increased approximately $3.25 per unit per month. 


Indianapolis, Ind. 

The following clipping from the Indianapolis Star of Sunday, March 4, 1951, 
describes how the realtors and builders of Indianapolis are working to solve the 
problems of housing for personnel of the Army Finance Center. 


“(The Indianapolis Star, Sunday morning, March 4, 1951] 
“Ciry Reatrors MosiiizE To Herp Army FINANCE PERSONNEL Finp Homes 


“The big push for housing here is under way for a good 2-year run. 

“Tt will be quite a show. There will be no dimming of the lights during that 

riod. 

“Estimates have been made previously that housing starts in this area will be 
around 5,000 for 1951—as against slightly over 6,000 last year but the sights are 
being moved up. 

“‘Albert E. Thompson, representing Marion County Residential Builders, told 
personnel of the Army Finance Center at St. Louis last week that we may be able 
to have as many starts in the Indianapolis area this year as last. 
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“This moving of the Army Finance Center isone of the biggest things to hit the 
town in a long time. Few residents yet understand its importance as a perma- 
nent installation. About 6,800 clerical and executive jobs in war emergencies 
and at least 4,500 in peace periods will be provided. 

‘Realty representatives, the city government, and the chamber of commerce 
have taken hold of the problem in expert manner. 

“They have started work far enough in advance of the peak need to do the job 
right. This was exemplified when Mayor Phillip L. Bayt headed a group on the 
visit to St. Louis Thursday, With him were William H. Keller, Jr., chairman of 
the property-management division of the Indianapolis Real Estate Board; 
Thompson, Robert E. Walker, realty-board director; Fred Beyer, of the chamber 
staff, and Col. M. B. Hale, commanding officer of the Fort Benjamin Harrison 
section of the Army Finance Center. 

“With Brig. Gen. E. J. Bean, commanding general of the Finance Center, as 
host in St. Louis (he will move here next year), the local group had an extremely 
interesting session with 250 supervisors, who spoke for the several thousand per- 
sons on the center’s staff. Many hundreds of them will come here for residence. 

‘‘Mavor Bayt asserted the city is ready to solve the problems involved. 

“eller explained how Operation Housing has been set up to provide a service 
through which incoming families will be helped to find the type of property they 
want. Walker cited the fact that residences in various price ranges are being 
bought and sold at a steady clip—but that it takes alert watchfulness to get the 
right one. The market is active and will stay that way, he told the group. 

“Thompson pointed out that Marion County builders did a tremendous 
volume during the war when housing was needed for the many war workers and 
that this can be done again. 

“General Bean praised the Indianapolis representatives for their visit to the 
St. Louis center and called it of unusual value in providing the right kind of 
information for the high quality of clerical workers who will move when the new 
$25,000,000 Army Finance Center is completed next year. 

‘For 2 hours the supervisors fired questions at the Hoosiers on every possible 
phase of living conditions.” 


Colorado Springs, Colo. 

Following is a letter to NAREB’s director of research and surveys from Mr. 
Richard F. Leach, Pueblo realtor, describing the activities of the Colorado Springs 
Board of Realtors in connection with housing for the area defense command 
headquarters personnel in that city. 
Toe Leacu Rwatty Co., 
Pueblo, Colo., March 10, 1951. 
DEPARTMENT OF RESEARCH AND Surveys, NAREB, 

Washington 6, D. C. 
(Attention Mrs. Ben Crosby.) 

Dear Mrs. Crossy: Please pardon the delay in answering your letter of March 
2. As your questions have dealt with the situation at Colorado Springs and I am 
in Pueblo [ have had to delay answering until I could contact some of the Colorado 
Springs realtors and get their reports. 

I am enclosing a copy of the February 28 Progress Report published by the 
Colorado Springs Chamber of Commerce. ‘The article entitled ‘‘Play Town”’ or 
‘“‘War Town’’ will give you a good idea of the situation Colorado Springs is facing. 
I have outlined in red certain parts of this article that I think you would be 
interested in reading. 

In talking to the president of the Colorado Springs Board of Realtors I have 
found that the board set up an office at the area defense command headquarters 
about February 1, and has furnished two realtors each day to be present and 
assist people in finding homes. They report that they were quite busy for the 
first 3 weeks but in the last 2 weeks have found it hardly worth while to keep two 
realtors on that job. They are closing the office this week because of very few 
further inquiries. These realtors furnished cars and drove newcomers around 
town helping the military personnel to get located. In the opinion of the board 
president rents have raised approximately 20 percent since decontrol. 

It is true that houses are not plentiful but the Colorado Springs people are doing 
a great job in trying to take care of the flood of newcomers, especially the building 
and real-estate industry are going full steam ahead on the largest construction 
program Colorado Springs has ever seen. 
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I am sorry that I have been unable to get any facts or figures other than those 
shown in the chamber of commerce report but know that time is all important so 
will rush this to you. 

Yours sincerely, 
Tue Leacw Reatty Company, 
Ricuarp F, Lracu. 


These are a sample of the material our committee has available, 
and we will be glad to supplement this information if there are any 
requests on specific areas. 

Mr. Mutter. When you place these units off limits, you create no 
additional housing at a fair rental for the fellow who must have 
a place to live. 

Mr. Snyper. Rent control, as I said before, will never provide 
another housing unit. 

Mr. Mutter. No one has ever contended that it will. But under 
rent control we have built more houses than ever before. 

Mr. Snyper. Not for rent. Three and a half million are off. 

Mr. Mutter. I doubt that figure. 

Mr. Snyper. That is your prerogative, sir. 

Mr. Mutrer. You speak of commercial rents and you say you 
cannot treat them the same as dwelling rents because, for example the 
butcher shop needs one kind of fixtures and the motion-picture theater 
another kind. 

I might say that for at least the last 10 years, the tenant has gone 
in and made his own changes, has he not? 

Mr. Snyper. That is not true. If you would like the figures of our 
survey, I would be glad to submit them. 

Mr. Mutter. I would like to see them. 

I might say that in the city of New York the tenant gets nothing 
done for him. With respect to commercial buildings, he does every- 
thing at his own expense. 

Mr. Snyper. And the reason for that is commercial rent control. 

Mr. Mutter. Now, I do not quite understand your position on 
credit controls. I would like to know what the position of your 
association is. Are you in favor of any credit controls? 

Mr. Snyper. Our position has been that where credit controls, or 
regulation X are needed, and I am speaking now of the housing credit 
controls, that is a decision which certainly is up to the agency to 
decide. But in areas where there is a need for housing, we have 
recommended the removal of those controls to stimulate construction 
of housing. 

Mr. Mutrer. In other words, you agree that credit controls, fairly 
and properly administered, are needed today? 

Mr. Snyper. They have stopped construction. 

Mr. Mutrer. But credit controls are needed today, are they not? 
Do you agree with that basic premise, first? 

Mr. Snyper. No, sir. 

Mr. Mutrer. You do not think there is any need for credit controls? 

Mr. Snyper. No; I did not say that, either. I qualified my state- 
ment just a moment ago. 

Mr. Murer. [ am trying to find out what you are advocating. 
Are you advocating that regulation X is all right in an area where 
military installations have not been reactivated and where the 
Federal Government has not or does not anticipate putting up a new 
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defense plant, where there is no shortage of new housing? Do you 
advocate regulation X remaining in effect in those areas? 

Mr. Snyper. We have not recommended the lifting of control in 
those areas. 

Mr. Murer. You are satisfied to go along with it? 

Mr. Snyper. No, sir; I did not say that. I said in areas where 
you need material and housing, we urged the removal—a moratorium, 
if you will—of controls, and if they are needed again, let them be 
reimposed. But, first, let us get the housing. 

Mr. Mutter. Is that not precisely what the agency is doing? In 
defense areas, regulation X is being lifted so it does not apply where 
there is a shortage. 

Mr. Snyper. No, sir. 

Mr. Mutrer. Is that not what was done in San Diego 4 weeks ago? 

Mr. Snyper. They have not done it in any area. They have only 
relaxed the controls to permit a small reduction and it is not doing the 
job. 

Mr. Murer. You do not want a relaxation of regulation X; you 
want it lifted entirely in those areas. 

Mr. Snyper. Only to the degree of the need for new houses to be 
constructed. 

Mr. Mutter. But once the new houses are constructed, it is all 
right for regulation X to be reimposed? 

Mr. Snyper. That is a local matter. 

Mr. Muurer. Then we understand each other on that. What 
about other credit controls? Do you advocate credit controls onthe 
consumer level? 

Mr. Snyper. We are not in that field, sir. We are not qualified 
to speak on that subject. 

Mr. Mutter. You take no position? 

Mr. Snyper. That is right. 

Mr. Mutter. And the same, I suppose, is true of all other credit 
except real estate; that is, you take no position one way or the other? 

Mr. Snyper. No, sir. 

Mr. Mutter. Thank you very much. 

Mr. Brown. Mr. Cole, have you any questions? 

Mr. Coxe. Yes, thank you. 

Have you put in the record that list of those areas which have been 
declared critical defense areas? 

Mr. Snyper. I would be very pleased to do so, sir. 

(The information is as follows:) 


The office of the chairman of the critical areas committee reported on June 18 
the following areas designated as critical defense housing areas: 


1. Savannah River area. 9. Rolla, Mo. 

2. Allandale, 8. C. 10. Star Lake, N. Y, 

3. Blackfoot, Idaho. 11. Corona, Calif. 

4. Arco, Idaho. 12. Bremerton, Wash, 
5. Idaho Falls, Idaho. 13. Tullahoma, Tenn. 
6. San Diego, Calif. 14. Oceanside, Calif. 

7. Colorado Springs, Colo. 15. Valdosta, Ga. 

8. Lompoc, Calif. 16. Escondido, Calif. 


Mr. Cour. Do I understand that in those areas they have limited 
the number of housing units which may be built under the relaxation 
of regulation X? 
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Mr. Snyper. They not only have limited the number of units 
which may be constructed, but they have relaxed the controls. There 
is a rough example, sir. On a house where you would be required to 
pay $2,500 as a down payment, it is cut to about $1,700. So it does 
not help the fellow you have to help, that is, the one who does not 
have $1,700. 

Mr. Cote. In other words, they have not removed the credit 
restrictions as provided for in the defense housing bill? 

Mr. Snyper. They have not. 

Mr. Coun. That is, to the extent as provided for in the defense 
housing bill? 

Mr. Snyper. That is correct. Sir, those critical defense areas are 
Fort Leonard Wood, Mo.; Star Lake, N. Y.; San Diego, Calif.; 
Colorado Springs, Colo.; Corona, Calif.; Arco, Idaho; Blackfoot, 
Idaho; Idaho Falls, Idaho; Paducah, Ky.; Savannah River area, 
South Carolina. 

Mr. Coxe. I am going to make this comment, and then you can 
comment on it if you care to. 

The thing that disturbs me about the lack of activity in the critical 
defense areas is that fact that the building of houses through the 
relaxation or reduction of credit restrictions could have been ac- 
complished. 

Now, they have not relaxed them. They have not reduced them 
in the areas which are known to be critical defense areas, and I want 
to know why. Do you have any judgment about it? 

Mr. Snyper. It would only be a guess. When you have one 
Federal agency attempting to control or solve a problem, then issue 
permits or conditions of construction, it is a considerable time- 
consuming set-up. But when you have five or six of them all sitting 
on one committee, and that committee is trying to make up its mind, 
I would imagine it would be multiplied by the same number of persons 
that are on the committee plus the fact that there does not seem to 
be, insofar as I can find out, sufficient evidence coming from the 
Defense Department to indicate that there is a shortage of housing in 
certain areas. In other words, the committee itself has been called 
upon to investigate certain areas. I think Mr. Kaul said they had 
some 55 or 60 that they were making a study of, and since that time 
they have not released any or set up any new critical areas. 

I do not think it was any fault of the chairman or the committee, 
but it is the method of doing the job. Here we have the Army giving 
us 94 areas that they say are critical, and it is on the nonsecret list. 
It is permissible to be published. There certainly must be similar 
areas where camps have been activated, where defense installations 
are already in the process of operation, where we have had this influx 
of labor and if there have been areas with critical housing shortages, 
at least as far as I can find out, they have not been designated to this 
committee with sufficient evidence to have the committee declare them 
critical areas. It is either that, or the criteria for setting up a critical 
area is so rigid that they have not expanded on their present list. 

Mr. Cots. I think before we close these hearings we should have the 
chairman of the Critical Areas Committee appear before us and outline 
the activities of his office. 

Now, the time is late, and I am only going to throw out one thing 
more in connection with your statement of a moment about the 
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granting of authority to the President. You said it was not so much 
the granting of the authority to the President, but what you feared 
was the redelegation and the redelegation and the redelegation of 
that authority to other agencies. 

When Mr. Johnston was before this committee, I pointed out to 
him that it seemed to me that perhaps his Commander in Chief had 
issued an order to the generals beneath him, and to the colonels and 
the captains, and that they must follow that order verbatim, letter 
by letter. I said to him, “Do you have the authority, in your judg- 
ment, if you find inequities existing in the control situation, to change 
those inequities and set up fair regulations,” and he said, “‘T do.” 

Now, I quote exactly from him: 

If there are inequities, of course they will be corrected. Whether it is a manu- 
facturer’s formula, or anything else. 

I said, “I don’t share your optimism that they will be corrected, 
because from the President on down it is stated—and I am quoting— 
‘that this order—and I am now referring to the beef order, but I am 
using it as an illustration of what occurred—has been approved and 
it is going to stand irrespective of any evidence to the contrary’.”’ 

Then I see in the morning Post that Johnston hits the beef lobby as 
selfish: He said, “The meat industry actually is split over controls.”’ 
And he said that “the beef industry is trying to ride roughshod over the 
American housewife with a cry of ‘Damn the consumer’ and full 
pockets ahead.”’ Then he said that these people who have appeared 
before the committee do not talk for all of the people concerned with 
the growing and marketing of beef. 

Mr. Coie. Now, between the first statement when Mr. Johnston 
said that if there are inequities, they will be corrected, and his last 
statement that “‘the beef industry is trying to ride roughshod over 
the American consumer,” there appeared before this committee 
witnesses from Texas, from Oklahoma, Kansas, from Towa, from 
Kentucky, from other places in the country. Each one of those 
witnesses testified that the cattle raisers of those communities would 
suffer a loss, and that the consuming public of America would suffer 
a loss too. 

At that time I challenged Mr. DiSalle; 1 challenged Mr. Brannan, 
and T challenged the members of this committee who were in opposi- 
tion to the argument, to disprove the facts which were presented 
by the representatives of the cattle industry before this committee. 
They have not been disproved and they will not be disproved. 

Now, Mr. Snyder, tying this up, I want to sav this: That if this 
sort of operation is to be had in the defense-mobilization effort, if the 
chiefs of our defense-mobilization effort are to wipe out all evidence 
that is presented and say that this order is to stand, irrespective, 
because the Commander in Chief has said so, then I think it is high 
time that the people of this country wake up and say, ‘‘We are not 
going to permit that sort of operation or administration any longer. 

I, for one, want to say that it makes a great deal of difference to me, 
and T am sure it will to many Members of Congress, how these laws 
are administered. I think the same thing is true with respect to 
rent control as it is with the other controls. 

Now, I am through. 
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Mr. Snyper. Mr. Cole, on two or three different occasions, we have 
attempted to make contact with Mr. Wilson’s office to have this very 
problem of “critical areas’ resolved. We have tried to have an 
understanding as to what could be done by industry, how far could 
we go, whom do we have to see; and up to the present time I am still 
trying to get an answer as to why these areas designated by the Army— 
areas that the Navy and Marines and certainly other branches of the 
armed services must have if there is a shortage of housing in those 
areas—have not been designated as ‘critical areas’? or ‘defense 
areas’’ or some designation, and these controls removed to the extent 
of the need of the housing. 

Secondly, we have constantly urged that FHA in its processing of 
applications for construction of rental housing give priority in the 
process of accepting those applications to those applications which 
will provide for the lowest rents first. In other words, if we are 
providing for the lowest rents first, the fellow who many claim wants 
to get the $125 or $100 a month rent will be the very fellow who will 
meet this competition, because he is not going to sit idly by and watch 
his competitors construct housing because of a priority of lower 
rents in the processing of those applications. 

With those two points, I think we can do a terrific job of construc- 
tion. FHA’s present consideration of applications is on the basis of 
its chronological acceptance. In other words, when they come in, 
they are processed in the order of the date t they come in, and not by 
reason of the fact that it was the very lowest rents first that got the 
priorities. If we get to that level—and that is indicated in any 
legislation that may be developed—then I think we can solve most 
of the housing problem you were talking about. 

Mr. McKinnon. Mr. Chairman, I would like to observe for Mr. 
Cole’s benefit that this impact area designating committee on regu- 
lation X is working pretty well and pretty fast, to my personal knowl- 
edge. I myself asked for a couple of areas to be declared “critical 
areas;’”’ that is, San Diego and Oceanside. In 3 weeks I was advised 
that the cities had been designated as ‘defense areas’’ with respect to 
low- and middle-priced housing. 

I might add that I believe that a Representative in Congress has 
certain responsibilities, too, for getting those areas designated. When 
we presented a case for San Diego and Oceanside, we had fast action. 
I think the designating committee will act fast with any group that 
furnishes the facts. 

Mr. Snyper. Did they lift them, or just relax them? 

Mr. McKinnon. They lifted them, to my way of thinking. For 
example, in San Diego they cited 6,000 units, 4,000 for rent and 2,000 
for sale. But those units must be used by people working in military 
installations or in defense-production centers, aircraft ‘plants, and 
things of that sort, not for the general population, because the need 
has been caused by aircraft centers and military installations, and 
not by the general community. 

Mr. Snyper. What would be the difference in the down payment 
in the San Diego area? 

Mr. McKinnon. On the GI loan, it is reduced from 11 percent 
down on a $9,000 home to 5.6 percent as a down payment. In other 
words, 5 percent is now required. 
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Mr. Snyper. That is on the GI loan? 

Mr. McKinnon. Yes; but on FHA it is reduced from 21 percent 
down to 16 percent on a $9,000 house. 

Mr. Snyper. That is the latest one coming forth. We are anxious 
to follow the pattern, sir, because up to the present time, as I men- 
tioned awhile ago, the reduction was from $2,500 to $1,700. That 
does not help the average fellow who moved his whole family to 
San Diego to work. 

Mr. McKinnon. Those people are working in defense industries 
and are required to pay, under FHA, a 16-percent down payment, 
and under the GI loans, 5 percent, which is not too stiff for a man 
and a member or two of the family working. 

Mr. Snyper. That is the very thing we are trying to get. 

Mr. McKinnon. I think you are talking to the point that is very 
well worth considering when you come to rent control, and that is 
supply and demand. If we have adequate housing, there is no need 
for rent control. If we do not have it, rent control may be necessary 
for the protection of many persons where there are greedy landlords 
to take advantage of the situation. Would you not agree to that? 

Mr. Snyper. I think that may be true, and I think the State and 
local people can handle it. 

Mr. McKinnon. But do you not agree that the problem is being 
created by a Federal impact and not a local impact? If vou have 
rent control administered by the local community, or by the State, 
you will find many of the people hurt are the ones who have no votes 
and have no way of protecting themselves in the local community. 
The local city council, trying to do the job, is influenced by the vot- 
ing ability of the people it is legislating over. That is your repre- 
sentative form of government. It is a good form of government. 
But it is not an adequate form of government when it comes to rent 
control in a military impact area. 

For instance, let us take an Air Force base as an example. Those 
people cannot vote. It is up to the local community alone to protect 
them. The problem will not be administered with justice to those 
people. 

Mr. Snyper. Would that represent more than 5 to 10 percent of 
your existing population? 

Mr. McKinnon. Irrespective of the number, it represents a hard- 
ship on the people who are concerned and who are needed in the 
national-defense effort. 

Mr. Snyper. I had reference to the votes, sir. 

Mr. McKinnon. Possibly it would be 5 or 10 percent. But 
they have no influence on the city council because they do not have 
enough votes. 

Mr. Snyper. I might say, Mr. McKinnon, that in New York State 
the same situation exists and they are operating nicely, and it is ¢ 
national impact. 

Mr. McKktnnon. You have a good rent-control law in New York. 
You do not have any in California and many other States. 

Mr. Snyper. Do you not feel that if the Federal law were removed 
bedause of the tremendous cost of operating the program on the 
Federal level the State legislature would take care of the problem 
and give the authority to set up a control if one is needed? 
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Mr. McKinnon. That is possible, but it may be 12 to 18 months in 
coming, and in the meantime a lot of damage can be done to the 
national-defense effort while the State law is in the process of being 
enacted. There is a lag that is very critical. 

Mr. Snyper. I do not know about the 12 or 18 months, sir. 

Mr. McKinnon. The State legislature in California will not be 
enacting any new legislation this year. It will be January before they 
convene for the next session unless an emergency is declared, which is 
unlikely. You must bear in mind that in California there are several 
impact areas. That is not large when you take the entire State into 
consideration. It would not likely make necessary an emergency 
session. 

Mr. Snyper. That is the very reason for our opposition to the 
Federal approach, sir, because the impact, as you say, is only on three 
or four or five areas in the State of California. Taking the Nation as 
a whole, proportionately it is the same. 

Mr. McKinnon. It is my understanding that rent control would 
be a matter of selective control and not a blanket control. 

Mr. Snyper. That is what we are afraid of. 

Mr. McKinnon. I think we all agree that here and there we need it. 
We do not need it throughout the country, but we do want to make 
sure that where it is needed it will be operative one way or the other. 

Let me call your attention to the fact that relaxation of regulation 
X is not the whole answer. San Diego has been approved for 4,000 
additional rental units, but unless mortgage funds can be secured and 
guaranteed under FHA or VA, those units will not be built. They 
are not going to be built by private investment money by itself. 

There a few facts which I should like to bring to your attention. 
In the first place, it is very difficult for a builder to get financing under 
regulation X on rental units because under section 203 or 207 it is 
cited that this must be of economic soundness, and the FHA com- 
missioner in that locality cannot cite—and we can take South Carolina 
as an illustration—that the Savannah River installation is of sound 
economic value because you do not know how long the plant is going 
to continue. The same is true for many military installations. They 
are mushroom towns for the emergency, and then there is no need 
for them. 

You cannot finance under section 207, “Rental construction.” 
That points up the need for title 9, where, instead of putting it on 
the basis of economic soundness, you put it more or less on the caleu- 
lated-risk basis, realizing the need for housing now, and that we may 
lose money in guaranteeing the homes there, but for the defense effort 
it is necessary. Title 9 provides that kind of financing. 

So when we meet with defeat with respect to title 9, we immediately 
lose any value with respect to relaxation of regulation X in impact 
areas. 

Mr. Snyper. We did not offer testimony in opposition to title 9, sir. 

Mr. McKinnon. I know. But the real-estate people helped to 
defeat title 9 by informing the Congressmen that it was a bad bill. 

Mr. Snyper. I might say that we would not agree that some of the 
bill was exactly perfect. 

Mr. McKrnnon. Your headline came out very emphatically that 
the defense-housing bill was bad. 
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Mr. Snyper. Only to the public-housing section and the authority 
granted there, which would have stymied private building. 

Mr. McKinnon. Let us touch on public housing. In order to 
stay away from rent control and build more houses, if private inter- 
ests cannot build more houses, it is better to have Government build 
houses of a military nature than to have rent control. Would you 
not agree to that as the lesser of two evils? 

Mr. Snyper. No, sir. 

Mr. McKinnon. You would rather have rent control first? 

Mr. Snyper. No, I do not think you will have to have rent contro! 
much longer, if you consider the amount of housing that has been 
constructed. What you are talking about is a few scattered areas 
throughout the country. 

Mr. McKinnon. This defense-housing bill provided for the Presi- 
dent to cite certain impact areas. In those areas title 9 would be 
operative. 

Mr. Snyper. If it was not done according to a criterion. Then in 
the judgment of one yerson, designated by the bill as the man the 
President would designate, says, ‘‘] am sorry, fellows, but you have 
not come up in time to do the job,” and the Federal Government 
comes in and builds the housing and that is the danger. 

Mr. McKinnon. Let me correct you on that. While the President 
is given the authority, we presumed that he would cite areas the same 
as now is done on the relaxation of regulation X. 

Mr. Snyper. That is 10 areas in 10 months, and that is not very 
fast. 

Mr. McKinnon. The committee has only been operating since 
February of this year. 

Mr. Snyper. Since the controls were imposed. 

Mr. McKinnon. The designation responsibility has only been in 
operation since February, I believe, or perhaps it was March, I am 
not positive about that. I believe it was around February that he 
created this committee. He didn’t designate this responsibility to 
one man, but to a committee. I think it only follows in true logic 
that if the President operated in such careful and responsible manner 
on the relaxation of regulation X that he would likely do the same 
thing on the designation of a military defense area. 

Mr. Snyper. If you had written into the bill safeguards like that, 
I do not think you would have too much opposition to the bill. 

Mr. McKinnon. The point is that you go by what is being done, 
and this is what is being done. 

Mr. Snyper. That is one example, sir. We can give you dozens 
where such is not the case. 

Mr. McKinnon. But this is the example that is pertinent to the 
issue. You can say he would have done it under the defense housing 
bill. 

Mr. Snyper. You would not have any objection to writing the 
criteria into the bill. 

Mr. McKinnon. None whatsoever. Your association and other 
associations killed the defense housing bill instead of making con- 
structive suggestions. 

Mr. Snyper. I think you are being overgenerous. I do not think 
the 219 Congressman that voted against the rule did so because of 
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our organization or the Home Builders organization or any other 
organization. I think they were afraid of what the bill proposed. 

Mr. McKinnon. I might say that I talked to a number of Congress- 
men who had received letters from real estate men and from builders 
in their communities, and the letters were not very good letters, in 
effect, because they did not say why the bill was bad. The letters 
merely stated that “It is a lousy bill and you vote against it.””. Upon 
that slim statement many Congressmen did. I know that from 
conversations with different Congréssmen. 

Mr. Snyper. You are most kind. 

Mr. McKinnon. So on the basis of that record you can go out and 
increase your membership. 

Mr. Snyper. It did not work before, so I do not think it has that 
effect. 

Mr. McKinnon. If we do not build more houses, we are going to 
have rent control either now or later, because of the problem that is 
going to come from the lack of more houses. 

Mr. Snyper. Put it in reverse and we can agree. 

Mr. McKinnon. That is what I am getting to. Here under the 
defense housing bill when an organization like yours works against it, 
in effect you are working against your own best interests. I think 
we should tighten up any bill and make it more workable and make 
sure the responsibility we designate are pretty well tied down. 

Mr. Snyper. We agree, on tightening the bill. 

Mr. McKinnon. But since the defense housing bill was defeated, 
this is the only way we can now control a bad situation. 

Now, I feel that we need a housing bill for two reasons. One is to 
provide FHA and GI insurance guaranties. 

Mr. Snyper. You mean the direct loan section? 

Mr. McKinnon. No, guaranties for private financing. That is, the 
calculated risk basis, rather than the economic soundness basis, so we 
will have a more flexible and more liberal financing provision. 

Secondly, if mortgage money is not available, as we find in many 
sections of the United States today, rather than impeding the war 
effort by not having housing built by private financing, the Govern- 
ment can step in and build it. If private financing is not available, 
then the private builder, no matter how capable he is, is unable to 
step in and meet the demand in a given community. 

Mr. Snyper. If we can use Mr. Cole’s comments with respect to 
that situation, and apply them to what you are talking about right 
now, it will illustrate why we are scared of one man being in the posi- 
tion of deciding whether we are in business or not. 

Mr. McKinnon. I do not think Mr. Cole’s characterization of the 
situation is accurate. If I understood them, this order is good until 
the meat industry is in a position to show facts to the contrary. We 
listened to the meat industry for a week, and they have yet to make a 
case that they are going to be hurt by the ceiling imposed by Mr. 
DiSalle. They do not want it, but they have not shown me, and I 
have sat here and listened to the hearings, that the order is going to 
cause any hardship on the meat industry. It is going to take away 
some paper profit, it is true. 

Mr. Snyper. Let us apply that to rent control since 1942. That is 
what we are afraid of. 
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Mr. McKinnon. You made a reference a moment ago as to what 
Mr. Cole said. 

Mr. Snyper. I cannot argue as to whether or not his facts are 
correct. I am taking what he said to be a fact. That is why I used 
his comments as an illustration. Apply the same argument to rent 
control and you can see what it means to our industry. 

Mr. McKinnon. If the situation gets bad, you are going to be 
forced into rent control. The thing that is going to force the situa- 
tion into being bad is a lack of new houses in the area of the military 
camps and special impact areas. We had the answer to that in the 
housing bill, but that was defeated, unfortunately. 

| think you are going to have to go along with the feeling that if 
private industry can satisfy the need, private industry should have 
the first call in the creation of new houses. 

Mr. Snyper. Who will determine whether private industry can 
satisfy the need? If vou give us a free market, I know it can be done. 

Mr. McKinnon. You cannot say that in view of what is happening 
with respect to financing. Iwill grant you that private interests can 
build a lot of houses if they have the financing. 

Mr. Snyper. Mr. McKinnon, when we want guns and tanks, we 
do not go to the Chrysler Corp. and the other automobile manufac- 
turers and say, ‘Look, you are under controls from here on in.” 
We say, ‘Let us produce,” and that is what we are asking for. 

Mr. McKinnon. Do you want the housing business on the same 
basis as the procurement of weapons? 

Mr. Snyper. I do not know what that basis is. I cannot answer 
that question. 

Mr. McKinnon. When we want airplanes built, we do not go to 
private financing to have them built. We do not say, “We will put 
up the money and you build the planes.” The Government often 
builds the plants, and the private industry operates them and produces 
the planes. 

Mr. Snyper. That was the last war. 

Mr. McKinnon. It is also true with respect to this war. 

Mr. Snyper. Not much. 

Mr. McKinnon. Also, we let them write off the investment in a 
period of 5 years. But the picture becomes different when it comes 
to the matter of housing for the men to live in while they are working 
in the construction plants. What is the difference? 

Mr. Snyper. Considerable. 

Mr. McKinnon. What is it? 

Mr. Snyper. You do not tie up the industry by putting controls 
on what it is going to do. You channel materials to the industry. 
You tell them that “We will negotiate a contract and we will let you 
negotiate.’”’ You give them a guaranteed margin of profit. The 
owners of rental property since 1942 are trying to keep the capital 
investment, not to speak of the margin of profit. 

Mr. McKinnon. I have a lot of sympathy for those people. The 
Government will allocate materials for a builder if he wants to build 
low-cost housing. It is easy to get now. 

Mr. Snyper. That may be true in the areas you are talking about, 
but it is not true in the rest of the country. 

Mr. McKinnon. It is true all over. Cite me a place where the 
builders cannot get materials today. 
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Mr. Snyper. A supply of materials, yes, but not the allocation. 
He does not have to go through the priorities. It is a free market. 

Mr. McKinnon. A moment ago you said that if the builder had a 
supply of materials he would build the houses. 

Mr. Snyper. I say, untie our hands and we will. 

Mr. McKinnon. There are no controls at the present time. 

Mr. Snyper. What about regulation X? 

Mr. McKinnon. Regulation X has nothing to do with building 
houses. 

Mr. Snyper. It surely does. It controls the credit. 

Mr. McKinnon. Who controls the credit? 

Mr. Snyper. The Federal Government. 

Mr. McKinnon. You’re complaining because the Government 
doesn’t do more to help—not because it ties your hands. You want 
the Federal Government to finance the private builder more than it 
presently is doing. 

Mr. Snyper. No, sir. 

Mr. McKinnon. You want FHA. 

Mr. Snyper. FHA is not financed by the Federal Government. It 
is paid for by an insurance premium by the man who is building the 
house. 

Mr. McKinnon. FHA is a Government institution, is it not? 

Mr. Snyper. No, sir. It is an institution created merely to run 
the credit program. It pays its own way and has been in the black 
since it started. 

Mr. McKinnon. But we have not had a real test yet. 

Mr. Snyper. It represents a third of the total number of units 
constructed. 

Mr. McKinnon. Are you not complaining because credit regula- 
tions are too stiff under FHA? 

Mr. Snyper. No sir; on all new construction you have your credit 
controls. 

Mr. McKinnon. There is nothing that says to me that I cannot 
go out and build 100 units to rent for $50 a month. 

Mr. Snyper. Theresureis. FHA has issued a regulation against it. 

Mr. McKinnon. If I am in private enterprise, and if I can finance 
myself, I am free to build as I wish. But as soon as I depend on 
the Government, I lose a certain portion of my private enterprise. 
I then lean upon a Government tool to help me build houses. But 
if I, as an individual, finance myself I can go into an area and build 
and rent for whatever I want. There is no Government regulation 
to prohibit that. 

Mr. Snyper. You cannot build a house that will cost more than a 
certain price, and you have an order that says you cannot use the 
material. 

Mr. McKinnon. If I want to build 100 units or homes to cost $7,500 
or $8,000 or $9,000, and I want to rent them for $65 or $75 a month, 
there is no Government regulation prohibiting that. 

Mr. Snyper. The M-4 order on materials. 

Mr. McKinnon. I can get that easily. There is nothing that 
prevents that. 

Mr. Snyper. In some areas, perhaps. 

Mr. McKinnon. Private enterprise is still free to build homes 
today in the category needed. But when private enterprise wants 
to shed a certain portion of its freedom and use a tool of the Govern- 
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ment, you get into more restrictions, and the more and more you go 
to Government for aid, the more and more you get into restrictions. 

Mr. Snyper. That is right. 

Mr. McKinnon. If private enterprise wants to build 100 units to 
rent for $50 or $65 a month and do its own financing and operate within 
the strict concept of free enterprise it is still free to do so. 

Mr. Snyper. If they can get the materials. 

Mr. McKinnon. They can. I know, because I have been building 
with those materials. 

Mr. Snyper. Of course, you also have the rent control threat that 
would be a deterrent. 

Mr. McKinnon. I do not know. Under the provisions of the law 
in the last few years, it has not impeded construction. 

Mr. Snyper. That is what this bill proposes, sir. 

Mr. McKinnon. But the question you run up against is getting a 
fair return. As long as you get a fair return, it should not be a great 
hindrance to building houses. My point is this. The best way to 
get away from rent control is to build more homes. 

Mr. Snyper. That is right, sir. 

Mr. McKinnon. And the best way to build homes is to get through 
a housing bill that provides the type of financing that directs the 
construction activities in the vicinity where the impact is. 

Mr. Snyper. If you are talking about title 9, that is fine. 

Mr. McKinnon. And if private enterprise cannot do it without 
Government assistance—— 

Mr. Snyper. You are assuming they cannot without giving them 
a chance. 

Mr. McKinnon. I am not assuming anything. In my own com- 
munity of San Diego we are having trouble building at the present 
time for the lack of mortgage money. If you cannot obtain mortgage 
money, then you either stop the defense effort or have the Government 
step in and build the houses as it does many war plants. 

Mr. Snyper. But everyone will not have enough mortgage money 
in the months left to do the job because of the number of cut-backs 
already. 

Mr. McKinnon. The builders do not say that. 

Mr. Snyper. According to the Veterans’ Administration and the 
Federal Reserve Board, that is the case. 

Mr. McKinnon. Have you talked to officers of the National 
Association of Home Builders? 

Mr. Snyper. They would not agree that you would have it im- 
mediately. 

Mr. McKinnon. And they are not sure about the future. They 
have hopes about the future. My thought is that if vou are going 
to stay away from rent control you have to build more houses. As 
you say, you have had trouble getting rid of the rent control, but 
we have passed legislation disposing of Lanham Act housing. 

Mr. Snyper. If you have enough housing constructed. We still 
have 350,000 Lanham Act units used as public housing. 

Mr. McKinnon. You have had title 2 of FHA, and still we are 
short of housing. 

Mr. Snyper. No, sir; only in certain areas. 

Mr. McKinnon. That is what I am talking about. In those areas 
where we are short, title I] of FHA is not doing the job at the present 
time. You are going to have to do the job and do it right. 
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Mr. Snyper. We have never testified against title 9 

Mr. McKinnon. But you worked against title 9 

Mr. Snyper. No, sir. 

Mr. McKinnon. I can cite your own headline. 

Mr. Snyper. As it was written in the bill. We made some sug- 
gestions. 

Mr. McKinnon. That is all, Mr. Chairman. 

Mr. Brown. Thank you very much for your testimony. 

Mr. Snyper. Thank you, Mr. Chairman. 

Mr. Brown. The committee will now adjourn to reconvene at 2:30. 

(Whereupon at 1:20 p. m., the hearing was recessed, to reconvene 
at 2:30 p. m., the same day.) 


AFTERNOON SESSION 


(Whereupon, at 4 p. m., the committee reconvened, the Honorable 
Brent Spence, chairman, presiding. ) 

Members present: Messrs. Spence, Multer, McKinnon, Dollinger, 
Wolcott, Gamble, and McDonough. 

The CuarrMan. The committee will be in order. I want to say 
that I am sorry the committee was unable to reconvene at the sched- 
uled time but it was not possible to do so because of several calls of 
the House. 

Mr. Bodfish is our first witness this afternoon. 

Mr. Bodfish, we are always glad to have your views and those of 
your organization on this subject. We welcome you again to our 
committee. 


STATEMENT OF MORTON BODFISH, CHAIRMAN OF EXECUTIVE 
COMMITTEE, UNITED STATES SAVINGS AND LOAN LEAGUE 


Mr. Boprisu. Thank you, Mr. Chairman, I have a four-page state- 
ment, which I would like to present for the record. 

Our organization is composed of some 3,800 savings and building 
and loan associations, and cooperative banks throughout the country. 

We are interested in the phase of your bill H. R. 3871, which deals 
with the continuation and extension of the authority to control real- 
estate credit, which, as you know, is now confined to real estate con- 
struction credit. 

On page 34 of the bill, and also running over onto page 35, vou will 
find section 106—a, 106-c, and part of 106—d, which, in substance, 
extend the present authority to control real estate construction credit, 
and would add to that control program the authority to control credit 
on all real property. It makes no difference whether they are homes, 
apartments, business structures, commercial structures, farms, 
schools, churches, and so forth. 

Naturally, that field touches our business activities very substan- 
tially and the question we raise is whether it is necessary, in the light 
of conditions that prevail now, to make such a sweeping additional 
grant of authority to control real-estate credit. 

I might say, in that connection, our people were favorable to the 
control of construction credit when it was under consideration about a 
vear ago. We have cooperated fully with regulation X; we were con- 
“) ed as to ways in which to make regulation X effective and work- 
able. 
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We just raise the question as to whether there are conditions, in 
the credit market, that would argue for the establishing of credit con- 
trols on all other real estate. 

It would involve about 3,600 additional residential units in addition 
to the 1 million now controlled, and probably about 15 million units 
of other kind, whether they be farm, commercial, or industrial. 

It might not control them all, but it would control them insofar 
as they adopted regulations, and saw fit to control the credit transac- 
tions. 

I haven’t felt, in studying the arguments of Mr. Martin and other 
Government witnesses, that a factual case was made for controlling 
existing credit, nor did I feel that a very vigorous theoretical argument 
was made. 

It seemed to me that the argument seemed to follow along essentially 
the line that this has been suggested and recommended and therefore 
that it should be done. 

There is no argument made at all that it has any bearing on the 
availability of men and materials for the defense or mobilization 
effort. It seems to be advanced purely as an inflationary proposition. 

We look back a few years, and we see that in World War II there 
was little occasion for credit controls on existing real estate. They 
were not used. They were not suggested, and we just don’t feel that 
the controls are needed at this time. 

1 might emphasize our position on that in that we feel that a down 
payment situation exists with regard to existing homes-—setting aside 
farm prop rties and business properties and the like—that prevents 
undue inflation in that field. 

The down payment terms that we use in connection with existing 
home loans are substantially greater than those that prevailed under 

the Government insured mortgages, or VA guarantee dm Lortgages. 

Our home loan runs about 58 percent, these days, in recent months, 
of the sale price, the average loan being under $6,000. Well, that is 
considerably less than your FHA loan or your VA loan, even under 
regulation X. 

Your FHA loan, under regulation X, is about a 77 percent loan on 
$10,000 house, and your veteran’s loan is an 87 percent loan on a 
$10,000 house. 

Our loans are running about 58 percent on the averag 
them running up, however, in all frankness, to about a 
a 25 percent down payment. 

I suppose the dilemma, here, Mr. Chairman, is one, as to whether 
you are going to expand or accentuate controls, and then when we 
do have controls there is a tendency for some of us, naturally, to 
holler “help.” 

We started a year ago to cut residential construction back to about 
850,000 units. 

Last year, as you know, there were 1,400,000 starts—the largest 
year that we have ever had in the history of the construction industry, 
and probably the greatest aggregate of credit. It now looks as if 
regulation X, plus the change in the investment market situation 
struction and has tightened up the mortgage market, and this coming 
year, you will have about 850,000 units of new construction, which 
was the target when regulation X was launched and planned. 
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For 5 months you go about 430,000 starts. So it looks like the 
balance of 7 months ought to roll up another 400,000 units. 

I expect our general position, Mr. Chairman, with regard to controls 
on existing credits, that all controls are objectionable unless they are 
clearly necessary, is well known to you. 

Controls in the existing credit field are bound to be burdensome 
to the buyer, and to the seller. There will be certificates to be made 
out, regulations to be developed and issued by the Government. 
Then there is the constant amendment, interpretation and change. 
We think regulation X has been very well handled. We have been 
working with it since last October 12, and it has been completely 
rewritten twice, and amended numerous times. 

We just think that unless there is a real evidence of inflation in the 
field of existing real. estate, that it would be unnecessary to upset 
the rather normal and orderly real-estate market with reference to 
existing houses. 

There is a great deal of merit, in a period of mobilization and 
expanding produc tion, to have a ready sale of houses. It facilitates 
people moving from one community to another and the improvement 
or adjustment of their housing situation as the need would suggest. 

There is another point.on the inflation aspect of which I would like 
to remind the committee: that is, as far as the savings institutions, 
individuals, insurance companies—I can’t say this about the banks— 
the dollars used in mortgage credits are not bank credit created 
dollars. They are savings dollars, dollars that someone has saved, 
and to that extent we are not creating currency or a volume of credits 
in the sense that commercial banking credits are generally regarded. 

Mr. Mutrrr. That is not entirely true, is it, Mr. Bodfish? When 
you lend a man money on a mortgage, be turns that money over to 
the builder. ‘The builder puts that money in his bank. It may have 
come out of savings, but once the money gets into the builder’s bank 
it is subject to the same inflationary pressures as unrestricted credit. 
Once it is in the builder’s bank, that money can be used six times over. 

Mr. Boprisu. That may be true, as far as financing of construction 
is concerned. But isn’t it a somewhat different situation when Jim 
Jones, because he is going to move to another cit) Vy, se tis his house to 
John Doe, and he uses sa vings credit from a savings bank or savings 
and loan association, with which to finance that purchase. 

Mr. Mutrer. If 1 am that fellow who is going to move, and I sell it, 
and you finance the purchase of my house, when I have got that 
money, I put it in my bank. Once there, it is free money again, in 
a commercial bank, and may be freely used and gets into that same 
inflationary spiral. 

Mr. Boprisu. Well, I wonder, does he go to the other community 
and buy another house where he is going to live? 

Mr. Murer. Assume that he does that. In the other community 
he is going to pay somebody the purchase price of his new house, 
either with his money from the sale of his old house or with your 

savings-bank money, and there it gets into the inflationary spiral. 

We must help that fellow who must move for one reason or another, 
we must help the fellow who wants to buy this house in this com- 
munity. But don’t we have to have some over-all credit restrictions 
so that this thing doesn’t run away from us? 
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Mr. Boprtsn. Well, I certainly would be the first to concur that 
we don’t want a run-away inflation, and if it looked as though we 
had a tremendous flight from the dollar in existing homes—which 
have moved up as near as we can see 10 percent in the last year or so, 
following somewhat the cost of new construction—that would be all 
right, but that seems to me not unreasonable in the light of changes 
in other prices. 

I think if we had a situation where everyone was borrowing from 
everywhere they could get a dollar to rush into real estate, and you 
had a movement, in six months or a year, of 10 or 20 or 25 percent, 
I certainly think it would be in the public interest to try to restrain 
it and modify it someway-—maybe push the down-payment picture 
beyond the 25-percent minimum that now prevails in nonconstruction 
lending. 

Mr. Mutrer. I think we have got to have some general regulations, 
and then relax or lift them entirely in areas where that is proper. 

But we must have some control, I think. 

Mr. Boprisu. Well, it looks as though our values have only moved 
about 10 percent in a couple of years. It doesn’t seem to me to be a 
crying situation. 

If you start to write a regulation in the existing credit field, it is 
certainly going to slow down normal purchases and sales. Lenders 
have to figure, plan, and adjust, and so on. My own judgment and 
that of the men in our group, is that we just don’t think we see an 
inflationary situation there sufficient to warrant the establishing of 
the power of control. 

We do feel very differently about real estate construction credit 
than we did a year ago, which directly involves men and materials, 
and tapering off of the tremendous real estate boom which was going 
on in 1950, based largely on credit and guaranties. 

Mr. Chairman, that is the thing in the bill that I want to bring to 
the attention of the committee and I would be first to agree, if the 
facts changed drastically, that something should be done in this 
field. 

The CuarrmMan. What has been the extent of the purchase of exist- 
ing property? 

Mr. Boprisu. The extent of the purchase of existing property? 

The CHarrMan. Yes, sir. 

Mr. Boprisxu. I don’t know that we have a very accurate measure, 
Mr. Chairman. The purchase of single family homes—building and 
purchase of single family homes—has been steadily increasing in 
recent years. Home ownership today is the highest it has been at 
any point ir our history. 

The CHarrMan. I mean, the purchase of existing houses. Not 
construction credit, but credit for purchase of existing houses. 

To what extent has that increased? What has been the average 
down payment? Are there any statistics? 

Mr. Boprisu. The average down payment, as far as, let us say, 
the between three and four billion dollars we loaned last year, was 
about 40 percent. 

There are many of them that were on a 25 percent basis, and some 
were on a 20 percent basis. I am talking about our conventional 
financing, now. 
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And, of course, with 36-million-plus urban homes in the Nation, 
there are many more transactions in the field of mortgages on existing 
homes than there are in new construction. 

For example, in our institutions, we will Jend three to four dollars 
for existing home purchase and financing, alike, for each dollar loaned 
on construction. 

Last vear as nearly as we can estimate, we loaned something over 
one billion dollars for construction loans, and about four billion dollars 
for financing home purchases, or exchanges, and things of that kind. 

The CaairmMan. What is the average period of amortization on 
loans for construction? 

Mr. Boprisu. They run about fifteen years in our institutions now. 
Fifteen to sixteen years is what we find to be typical now. 

The CuairMAN. How many existing homes are there in the United 
States? 

Mr. BoprisH. About 36 million urban homes. That includes 
things, in this census count, down to the towns of 2,500 population. 

We consider there are 45 million homes in the country—that includes 
apartments, houses, farm houses, and the like. And of course that 
is a tremendous supply of residential estate. And there has only been 
something like a million of the newly produced houses since August 
3 of last year which have been subject to regulation X. All the rest 
of this residential real estate and other real estate has been operating 
in a relatively free market, as far as the mortgage situation is con- 
cerned, that has tightened considerably recently. 

I don’t think it is going to remain as tight as it is at the moment, 
but on the other hand, we think that is a generally wholesome thing 
to happen if it doesn’t go too far. Those of us who have studied this 
thing realize that too much credit can be as bad as too little and too 
little can be as bad as too much. 

The CHarrMAN. What proportion of the assets of the savings and 
loan associations that you represent are invested in mortgages on 
existing homes as against construction loans? 

Mr. Boprisu. About 85 percent of our assets are in home loans. 

The CHatrman. And how much on construction loans? 

Mr. Boprisu. Well, a construction Joan is really, Mr. Chairman, 
a loan in process. It is in process of being disbursed over the period 
of construction. My guess would be probably about 5 percent, and 
when we are through it isa home loan. About one-fourth or one-third 
of our financing is for new homes. 

We put the original financing on, and it is assumed by an owner- 
occupant when it is completed. 

Mr. Murer. Just one observation, Mr. Chairman, if I may. 

Mr. Bodfish, individually and collectively, your associations and 
their members I think, have done an excellent job in increasing home 
ownership throughout this country, which is a very good thing for 
the country. No one will deny that. But I think you would make 
a much stronger case if you came in here and said, “Look at our 
experience, we only lend up to 60 percent. We don’t lend up to 75, 
and 80 percent. We only lend for a 15-year term and we can lend 
for a 25-year term. As long as your credit restrictions are not going 
to be more restrictive than our own conservative policy, it is all right.” 

I think that would be a better position for your association to take. 
It couldn’t hurt you. And I think it would be an example to all 
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industry, on this problem of credit for home ownership and new 
construction. 

Mr. Boprisu. Of course, in talking of those percentages, Mr. 
Multer, I was talking only about our conventional homes. We have 
about 20 percent of our loan portfolio in GI loans, which are all 20 
and 25 years. 

Mr. Mutrer. Yes, sir, I understand. 

Mr. Boprtsu. Of course, we do catch a lot of two-thirds and 75 
percent loans in the ordinary course of business. 

The Crarrman. I don’t think there is any question but what the 
organizations that you represent have rendered a great service to the 
American people, and are continuing to do that. 

Mr. Boprisn. We are glad to keep on trying, Mr. Chairman. 

The CuarrmMan. We are very grateful to them for the work they are 
doing. They have always encouraged home ownership, and I believe 
that is a great thing for the Nation. 

Mr. Boprisa. Our home ownership, Mr. Chairman, is at an all- 
time high in the country. And I think the trend is upward. Fifty- 
three percent of the housing units are owned by their occupants, and [ 
think something like 85 percent of the single family homes, which is 
far along, and probably a very wholesome thing, in contrast with our 
English friends, where you can’t build a house for your own occu- 
pancy and haven’t been able to for some 6 years, now. 

The CHatrMan. Thank you for coming here, Mr. Bodfish. 

We are always glad to hear you. 

Mr. Boprisa. Thank you, Mr. Chairman. If the time develops 
6 months or a year from now, when we feel our position is different, 
we hope we will be among the first to recognize it and to cooperate 
in establishing these controls if needed. 

Thank you very much. 

The CuatrMan. Call the next witness, Mr. Clerk. 

Mr. Fixx. The next witness will be Mr. William W. Russell, 
chairman, legislative committee, National Apartment Owners Asso- 
ciation. 

The CHarrMan. You may proceed, Mr. Russell. 

Mr. Russet. My name is William W. Russell, chairman of the 
legislative committee, of the National Apartment Owners Associa- 
tion, Inc. 

We have offices here in Washington at 730 11th Street. 

I have been in real estate in Boston for about 30 years, owning 
and managing apartment houses, for the most part. 

The CuarrMAN. You may proceed. If you have any exhibits, you 
may insert them in the record. 

Mr. Russet. Thank you, sir. 


STATEMENT OF WILLIAM W. RUSSELL, CHAIRMAN, LEGISLATIVE 
COMMITTEE, NATIONAL APARTMENT OWNERS ASSOCIATION, 
INC. 


Mr. Russexu. On behalf of the National Apartment Owners Asso- 
ciation, Inc., its affiliates and local associations, representing a large 
percentage of both small and large owners of rental residential prop- 
erty in this country, we wish to urge that title [V-A of the Defense 
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Production Act be deleted therefrom in its entirety and that Congress 
abolish Federal rent control. 

We believe without rent control that: 

1. Actual housing needs in any community can be more readily 
ascertained and can be more sokdity met. 

2. 'Tenant-owner relations are better. 

3. Property is maintained better. 

4. Tenants’ homes are kept better. 

5. Rents are slightly higher, but living conditions are correspond- 
ingly better. 

6. More vacant apartments are available. 

7. Large units become available for large families. 

8. Single houses are available for rent, rather than for sale. 

9. Private capital returns to the rental housing field and new rental 
units are constructed. 

10. Cities will shelter more people. 

Rent controls do not provide more homes or better homes. On the 
contrary, rent controls provide just the opposite on both counts. 

The rent picture today. 

We can plainly see in the America of today now the mere presence 
of rent control during the past 5 years has suggested more and other 
controls, has influenced the thinking of our peoople, and in some 
instances, has already affected our economic structure. 

For example, taxes. Where rents are frozen, the assessed value of 
such property is frozen. The cost of local government is rising and 
cities are hard-pressed for new revenue. Consequently, the home- 
owner is overassessed to gain additional revenue. Thus, the tax 
load shifts. It is no longer fairly divided between the tenant family 
and the home-owning family. Rent control, wherever applied, is 
costing the home owner real money. Fifty-three percent of our people 
who own and live in their own homes are affected. 

Of the 47 percent who rent their homes, 37 percent of these live in 
single-family dwellings and 39 percent live in two to four-family units. 
The balance, 24 percent, live in structures containing five or more 
dwelling units. The ownership of all these properties represents 
approximately 10 million landlords and is made up of all types of 
people from all walks of life. 

These owners include such people as the members of your family, 
doctors, lawyers, statesmen, teachers, white-collar workers, and 
laborers. As a matter of fact, in speaking before owner groups I 
have found that a very large percentage of union members have 
invested their savings in rental housing units, and are bitterly opposed 
to rent control in any form. 

The thought has been expressed by the Expediter in these hearings 
that rents must be held down because the income of 28 percent of our 
people is $2,000 or less. Prof. D. Gale Johnson, of the Uni- 
versity of Chicago’s Department of Economics, made an exhaustive 
study of this problem and has written a revealing article called 
“Rent Control and the Distribution of Income.” He came to the 
conclusion that there is no difference in the economic position between 
tenants and landlords and that landlords do not occupy any preferred 
financial position over tenants, as sometimes intimated. 

Neither do tenants occupy a preferred position over landlords. 
There are just as many landlords with incomes of $2,000 and less as 
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there are tenants. Consequently, there is no reason why one group 
should be forced by its Government to subsidize the other. 

Census figures. The Census Bureau has completed its survey on 
housing and population for 1950 and the report shows that while the 
population has increased 14.5 percent since 1940, housing units have 
increased 23.6 percent with new construction and conversions account- 
ing for 8} million new homes. Total number of dwelling units now 
stand at 45,875,000. 

Back in 1940, we considered ourselves well-housed when there were 
2.5 million vacancies to choose from. We now have 3.2 million vacan- 
cies. We can, therefore, confidently assume that Americans are ex- 
ceptionally well-housed today—better housed than any other nation 
in the world, past or present, and better housed than this country itself 
has ever been before. A detailed report of these conditions, based on 
the census figures, has been prepared and is attached as exhibit A. It 
shows population trends and housing units available by States, and by 
representative cities in each State. 

Administration charges. 

Each year since the war, the administration has demanded that rent 
control be renewed, expanded, and strengthened. Among the reasons 
advanced for this doctrine are the following: 

1. A terrible housing shortage exists. 

2. Rents would double or triple if controls were removed, 
Landlords would be ruthless in evictions. 

. It would add to the inflationary spiral. 

5. It would cause riot, chaos, and bloodshed. 

The experience of 7 States and nearly 1,000 cities completely de- 
controlled—and 7 more States almost entirely decontrolled—prove 
that these were scare stories designed to frighten the public into de- 
manding a continuation of rent control, and were not based on facts. 

Decontrol experience. 

In the first place, the Census Bureau figures show that there is no 
housing shortage. If anything, there is a surplus. To substantiate 
this, I call your attention to exhibit A, attached. Rents advanced 
after decontrol about 11 percent, rather than double or triple as alleged. 
Court records prove that evictions are higher under rent control than 
at any other time. 

In connection with above statement No. 4, 10 million out of 16 
million units have been decontrolled without any apparent effect on 
the inflationary spiral. There never has been a case of riot, chaos, or 
bloodshed. 

Instead, under decontrol more apartments have been made avail- 
able for occupancy, a better tenant-landlord relationship has been 
established, and while tenants pay slightly higher rent, landlords spend 
this increased rent—and sometimes considerably more—in making 
improvements on their property. 

In short, it has become abundantly clear that rent control has been 
continued for political rather than economic or housing reasons. Last 
vear, letters from the mayors of some 50 cities, acknowledging their 
complete satisfaction with decontrol of their communities, were pre- 
sented before these hearings. Of particular interest was the testi- 
mony given before the Banking and Currency Committee of the 
House, by Mavor Savage, of Dallas, Tex.—a city, along with many 
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others, which the Expediter refused to decontrol. A copy of Mayor 
Savage’s statement is attached, as exhibit C. 


PROVISIONS OF PROPOSED BILL 


The National Apartment Owners Association respectfully calls the 
attention of your committee to some of the provisions of the proposed 
bill to extend rent control for two more vears and implications con- 
tained therein. 

Section 452: 

1. Gives the President the right to establish and maintain maxi- 
mum rents. 

2. Gives the President the right to control areas not now controlled. 

3. Eliminates local option. 

4. Controls all privileges, services, furnishings, and facilities. 

5. Gives the President the right to control and recontrol. 

Taking these provisions as they appear, I would like to call your 
attention to (1)—the President’s right to maintain maximum rents. 
This, as you know, involves endless petitioning on the part of the 
owners. The Expediter has previously testified that he has used 
every inducement, and he still cannot get owners to file petitions. 
It would be physically impossible to faithfully process all these appli- 
cations if they were filed. 

(2) To control and recontrol is to go back on a solemn pledge made 
by this Government to the American people. 

(3) To deny local option is to deny State’s rights. This clause 
would set up an all-wise, all-knowing, all-powerful Federal Govern- 
ment to specifically prevent local citizens from determining their own 
destinies. This attacks the basic, fundamental principles of our con- 
stitutional Government. To eliminate local option is to tell the people 
back home that Washington is to decide what is good for them 
whether they like it or not. It is to deny them the right of self- 
determination on rent control—the one small bit of local control in the 
present law. 

There is no question but that clause No. 4, controlling all services, 
furnishings and facilities, will slow down improvements to United 
States living conditions by discouraging owners to install improve- 
ments such as television, washing machines, dish washers, services, 
furnishings, furniture and facilities connected with the pleasure and 
convenience of family life. 

The final provision (5) places dictatorial powers in the hands of a 
few men—the local rent directors whose salaries, as you know, are 
directly proportionate to the number of units under their control. 
You may recall that following World War II, in February 1946, there 
were 470 rent areas throughout the country. Within the next year 
and a half, this number almost doubled before Congress interceded 
and reversed the trend. This happened, mind you, during a peace- 
time economy. 

THE OHE APPROACH 


The Expediter has expressed the thought that owners can sell their 
property at any time and double their money. This may or may not 
be true. It depends on the type of property and also on when and 
how the property was acquired. For instance, let’s assume two 
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owners, back in the mid-1920’s, purchased identical single houses for 
$20,000 each. 

One man paid all cash for his; the other borrowed $12,000 on a first 
mortgage. When the depression came along, the man with the mort- 
gage fell behind in payments and the bank foreclosed. The bank 
now owned his house for $12,000. In 1935, the bank sold the prop- 
erty to a new owner for $10,000, taking a loss of $2,000, as was fre- 
quently done at that time. This established $10,000 as the market 
value of both houses. 

After inflation prices set in during the forties, the foreclosed house 
was eventually sold for $20,000 giving the owner who purchased from 
the bank a $10,000 profit. The first piece of property never changed 
hands and no profit was realized. Since only 43.6 percent of all 
properties have mortgages and since all mortgages were not fore- 
closed, this kind of profit is the exception rather than the rule. 

The Housing Expediter has been using 1942 as the basic year for 
computation. To protect the landlord, he has tried to increase rents 
sufficiently to maintain his 1942 net income level. To protect the 
tenant, he has tried to hold rents down so that the owner’s net would 
not exceed his 1942 net income. 

He has never worried whether or not the landlord was making or 
losing money. His main objective was to maintain the 1942 net, 
whatever that net happened to be. 

The trouble is, this base was not normal. It was far too low. 
From the late twenties to the depression years of the mid-thirties 
rents fell off about 40 percent. These depressed rents were still in 
effect when the freeze date in 1942 came along. There was very 
little change in rents until the 15-percent increase allowed in 1947. 
The 1942 basic rates for rents are actually the depression rent rates 
of 1934-35, with only slight modification in isolated cases. 

For instance, my own office manages 80 pieces of property ranging 
from two-family houses up to a large apartment of 100 units. We 
have maintained almost exactly 6 percent net income before deprecia- 
tion on our book value since 1942. This income has barely allowed 
us sufficient funds to service the mortgage. Asa result, we have spent 
less than one-third the amount we should have spent on repair and 
maintenance. 

To have maintained our property as it should have been main- 
tained, the entire 6 percent profit should have been used and there 
would have been no money left for mortgage purposes. As it was, 
nothing was set aside for depreciation. These buildings have been 
100 percent occupied and, in all modesty, I believe well managed. 

I have compared results with many other owners and there are very 
few buildings which have fared better. The small owner certainly 
has done far worse. In millions of cases he has received little or no 
net income at all and often operates at a loss. 

Control strings have been kept far too tight. In order to supply 
the demand for these who choose to rent, investment in rental housing 
must be at least as attractive to the 10 million owners in this Nation 
as other forms of investment. And this can only be accomplished in 
a free market. For every three people who invest their capital in 
the stock market, two invest their savings in.a housing unit for rent. 
In the best interests of those who would rent, we must be very careful 
not to discourage those who supply rental units. The only alterna- 
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tive is for the Federal Government itself to supply the rentable 
housing units. 

As things stand today, rents are still 10 percent lower than they 
were as a 1920-29 average, while family income is twice as much. 
The Bureau of Labor Statistics Price Index places fuel and electricity 
at 144.2, apparel at 203.1, household furnishings at 210.7, food at 
226.2, and rent at 134.7. 

ECA REPORT 


Ten years is a long time to be shackled with rent control. Our 
friends in Europe find to their sorrow that the longer they remain 
under rent control, the more firmly it becomes planted in their economy 
and the more difficult it becomes to remove it. In a special report, 
issued by the Economic Cooperation Administration and dated Jan- 
uary 1951, Housing Construction in the Countries Participating in 
the European Recovery Program, page 7 turns the spotlight of truth 
upon the situation in Austria today. 1 quote: 

The greatest barrier to construction is the lack of financing. Rents are being 
held at an artifically low level by rent-control laws so that there is no incentive 
for private capital to invest in rental housing. It is not politically feasible now to 
raise rents to the point where private builders would be interested. 


Also, this same pamphlet on page 10 states: 


The French housing program has been operating under the serious handicap 
of the rent laws. Since World War I, a succession of laws held rents to levels 
which, at present money values, offer no incentive to private enterprise to build 
rental housing. In fact, in many instances, property has been permitted to fall 
into disrepair, unless maintained by the tenant, because the income yielded to 
the owner has not warranted his incurring maintenance expenses. Rents have 
not inereased nearly so much as prices of other goods and services in the period 
since World War I. As a remedy, the Government passed a rent law effective 
January 1949, which provided for an increase in rents of about 300 percent over 
a period of 4 years. 

Are we heading in the same general direction as Europe? It looks 
that way. The rental housing industry in America has been one of 
the greatest industries in this country from the point of invested 
vapital. It has performed a great service in our communities. Its 
very future is at stake. 


FILING OF OHE PETITIONS 


It has come to the attention of this committee, and the Expediter 
himself readily admits, that great masses of small owners have never 
received any benefits under the act. The Expediter stated that he 
has tried every known method to get the small owner in and hand him 
a rent increase without results. 

Many of the larger owners have tried for rent increases and rye 
They then resorted to the employment of lawyers, well-versed 1 
every phase of the act, to file petitions, féRowing them through the 
processing stage, fighting every inch of the way to prevent the petition 
from being kicked out for this and that reason; often pointing out to 
the processing officer himself where he is misinter preting the law or 
seems unfamiliar with new releases from the Expediter’s office ; some- 
times even taking his case to Washington. 

In this way, by employing counsel, larger owners have been able to 
obtain adjustments which would have been impossible for the owner 
to obtain for himself. 
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We pay our counsel 25 percent of the first year’s increase and deem 
it money well spent, yet our increases are relatively small and we 
cannot increase our net above the 1942 base. Small owners, of course, 
can’t afford to follow this financially costly process. They sometimes 
spend whole days around the local rent board office. Not knowing 
how to plow through all the required red tape, they are sent back 
home for facts and figures, and then more facts and more figures. 
They are told to bring their tax bills, water bills, and a dozen-and-one 
other bills, and after a man has wasted a day or two from his work, 
he simply gives up because the time he is losing is worth more than 
any increase in rent. 

It strikes me as ironic that the title of the Government agency 
administering rent control is that of the “Office of the Housing 
Expediter.”” “Expedite”? should mean to “hasten or speed up the 
process. 

No ordinary layman can follow the processing of his petition and 
know whether he has been treated fairly or not. As an illustration, 
we have made acopy and have attached as exhibit B the Form D-107, 
showing the processes required for an increase ia rent under the so- 
called fair net operating income; a copy of the Interim Manual Re- 
lease 2-25 and the schedule for use in Form D-107 which is known in 
the trade as the “Einstein formula,” and within the offices of OHE 
as the “gimmick formula.” 

This formula was changed July 6, 1950, 3 days after the new act 
was written. Columa | on the first page of exhibit B shows a building 
figured on the old basis calling for $3,635.53 increase in rent. Column 
2 shows the same building figured at the new rate. Figured on the 
new basis, the owner is entitled to no increase at all because it shows 
$8.60 on the plus side. 

The powers vested in the Expediter’s hands are very great. 

One reason the Expediter gave for extension of rent control was to 
prevent rents rising in new defense areas. As an illustration, he cited 
a case where the Government plans to bring 8,000 workers into a city 
of 4,000 people. Only a small handful of families could expect to 
find homes in a city of this size. But a large number of single workers 
could very possibly find rooms providing that there was no rent 
control. 

Under rent control most families would shut their doors to roomers. 
They kaow that once they take io roomers, the OHE sets their rent 
and from then on exercises a lot of control over their home and family 
life. The wife may rue her bargain, but the roomers are there to stay 
as long as they choose and can demand services that must be rendered. 

If the plant cannot be located near a large city where workers are 
available in part, then homes must be built for the workers to live in 
just as fast as a factory is built for them to work in. The point is, 
homes must be built in these areas. There is no need to upset the 
equilibrium of the city by putting its people in the vises of rent control. 


SOME OF THE EFFECTS OF RENT CONTROL 


Today 45 percent more people live alone and occupy apartments 
than in 1940, the majority of them single men and women who would, 
under normal renting conditions, live in single rooms or double up in 
apartments and, incidentally, by so doing, save rent. This condition 
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blocks the normal flow from large to small apartments of those fami- 
lies which have decreased in size, thereby withholding from the rental 
market large apartments for other large families. Decontrolled 
areas prove this condition is quickly corrected by a free market. 

Another striking example of the effects of rent control is the case 
of a man who bought a house in the 1930’s for $5,000 as an investment. 
He rented it for $50 per month. This was at a depression price and 
depression rent. The yield was about 6 percent. He expected the 
property to increase in value and to receive a higher rent when the 
depression was over, but was caught in the rent freeze of 1942. 

His costs increased. His income did not. 

The house became vacant after.the war. A GI with his family 
looking for a house to rent, for which he was willing to pay $75 per 
month, found this vacant house. The owner was losing money at 
$50 per month rent, but was willing to accept $75 per month. This 
the GI was willing to pay. The OHE, however, would not allow the 
rent to be increased to $75. Consequently, the owner sold the house 
to the GI for $10,000, then invested the proceeds. He now has a 
paving investment without the trouble that accompanies the owner- 
ship of controlled housing. 

The owner, not wishing to sell, was forced to sell. The GI, not 
wishing to buy, was forced to buy. The GI’s rent is now $100 per 
month—carrying charges. 

All this was brought about by the interference of OHE in the normal 
affairs of business and, mark you, no additional housing was added 
by the process. Nearly 2 million units have been withdrawn from 
the market in this manner, and the process is still going on. It will 
not and cannot be stopped—so long as we have rent control. 

To enable the veteran to buy his home, since OHE would not make 
it profitable for the owner to rent him one, the next step was for the 
Government to provide easy credit terms. ‘This, in itself, has a 
tendency to raise the price the forced purchaser must pay. This 
brings about a large group of unwilling owners with very thin equities. 

We now hear rumors from high circles that the Government is 
considering controlling the sales price of houses. Thus, one control 
suggests or demands other controls to control the controls. 


FUTURE OF HOUSING AT STAKE 


It is axiomatic that a shortage or a surplus of any commodity may 
be brought about by artifteially fixing the price of that commodity 
too high or too low. Inflation is not checked by the control of indi- 
vidual prices, for if people spend less for rent, they will spend more 
for other items in the family budget and bid up those items and in- 
crease the cost of living just as effectively as if the money was spent 
on rents. 

You gentlemen are deciding whether private enterprise is going to 
continue to supply the rental housing requirements of our people. 
Most Americans believe in a free-enterprise system. Do they believe 
in it only when it obviously helps them? Or are they willing to take 
the less pleasant consequences with the benefits? This is really the 
important question for the future of a free system, for that great 
issue will be settled for this country by the sum of little decisions 
not by a great clear-cut national choice. The continuation of rent 
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controls is one of those special questions, not of world-shaking im- 
portance in itself, but which in its special way provides a real test of 
our belief in our system. 

The CHatrMan. Thank you, Mr. Russell. Your exhibits may be 
inserted in the record at the conclusion of your testimony. 

Mr. Russextu. Thank you, sir. 

The CuarrMan. Who are the members of the National Association 
of Apartment Owners and where is their property located? 

Mr. Russetu. The national association is an association of about 
75 affiliated associations. They are in different sections of the 
country, and those affiliated associations are made up of local members. 

The Cuarrman. What are the main cities where they are located? 

Mr. Russeuu. They are scattered all over the country. We have 
them from Boston, and Baltimore, down through Florida. 

The CHarrman. New York? 

Mr. Russety. New York is not a member of our association. 
They have local associations there, but they are not members of our 
association. 

The Cuarrman. Washington? 

Mr. Russeti. Washington is not. We have them in Chicago, 
Cleveland, all up and down the Pacific coast, Texas, Oklahoma, 
Nebraska. They are scattered pretty much all across the continent. 

The CHarrmMan. In most of those cities | presume they are under 
rent control now, are they not? 

Mr. Russriu. No; a great many of them are out from under rent 
control now. Through the East here, we are under control. But 
out in the West they are out to a great erient. 

The CHamman. In most of the big cities of the East they are not 
out from under rent control, are they? 

Mr. Russeiu. That is right. 

The CHarrman. What do vou think would be the effect on rents 
in apartments in those cities if rent control.should be discontinued? 

Mr. Russexu. I think rents would go up probably on an average 
about 11 percent. And I think if rent controls were removed that 
that 11 percent would be spent on the properties to fix them up. 
I think the landlords would have to spend more than that to fix 
them up. 

I think many more apartments would become available in those 
cities and conditions would be better for everybody. 

The CHarrman. There wouldn’t be a uniform rise, would there? 

Mr. Russeiu. Well, we don’t have a uniform basis to start from. 

The Cyarrman. Some of your landlords would raise very greatly 
and others wouldn’t raise the rents so much, isn’t that true? 

Mr. Russevyu. I think that statement has been overemphasized. 
I think the number who would raise their rentals unreasonably would 
be very, very small and I think it would last for a very short time. 

The CHarrman. I think it would be largely dependent on the 
characteristics of the landlord. Some wouldn’t raise their rents very 
much and others would try to get all the traffic would bear. 

Mr. Russexu. Well, I can’t go along with you on that, because the 
landlords, after all, are you and me, and everybody. We are just 
another fellow in the community. It has not been my experience, 
on the whole, that one man in a community abuses his neighbor very 
much. I don’t think he can do that. He did not do it after the First 
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World War, and I don’t think he will do it today. I don’t think he 
would do it if he could. 

There would be a few exceptions, I will grant. 

The CuHarrmman. I think some of the landlords have been very 
decent and some haven’t. 

Mr. Russeiu. Well, we have landlords in every profession. Some 
are here in Congress. They are everywhere. They are in every 
walk of life. They are members of churches, they take part in civic 
duties and are just as good citizens as anybody else in the community. 
I have the utmost faith in those owners of property. I think they 
are among our very best citizens. 

The CuarrmMan. That is all right. I don’t deny that. The fact 
that a man owns property indicates that he has saved money and 
has invested it wisely, but there are all kinds of landlords, and the 
rise in rents would be attributable to the characteristics of the various 
owners, I think, and I think, in some instances, the rise would be very 
creat, and in others it wouldn’t be so great. That is my experience. 

I know you couldn’t go along with that because you represent all 
kinds of landlords. We don’t intend to indict the owners of property 
as a class of people, but there are some men who would take advantage 
of the situation, and that was the reason for the bill. 

Mr. Russeuu. Well, I think they are very much in the minority, 
and I think if they did raise rents unreasonably it would be for a very, 
very short time, because there would be vacancies enough so that his 
tenants would move out on him, and he would have to adjust his 
rents to conform to the standard schedule in his community. 

The Cuairman. Of course if there is a shortage of housing, he has 
the tenant pretty much at his mercy, because very frequently the 
tenant can find no other place to go. I think that condition exists 
in some cities. I know that would exist in Washington. 

Mr. Russexn. I think Washington is particularly bad, because 
about everybody I know of is coming to Washington, but that is not 
true in other cities of the country. They do not have the great influx 
of people you have here. 

The CoarrMan. You don’t think these conditions prevail elsewhere? 

Mr. Russeuyu. I don’t think so. We all will be down here soon. 
Our cities will be vacant. 

This table that I prepared, by States and cities, shows that there is 
ample housing in every State, and in the cities in the States. There 
is no housing shortages. 

The Cuarrman. There is not ample housing, though, in the various 
locations in every State. There are many cities where there is a 
shortage of housing. I don’t believe there is any doubt about that. 

Mr. Russexz. I don’t think so. The record shows that there is 
more housing today, in every city, than we have ever had at any 
time in our history. 

Mr. Mutrer. And more people. 

Mr. Russeuu. Yes, sir; but the housing has grown more rapidly 
than the number of people. 

The CuatrmMan. And there are people going from the rural areas to 
the cities seeking employment. I think there is a great shortage of 
housing in most of the towns that I am familiar with. 

Mr. Rvussexu. If you will turn to the table in the appendix, any 
State you want, or any city in the States, you will find that the 
amount of housing has increased faster than the population. 
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The CHarrMan. You believe rent control ought to be lifted every- 
where? 

Mr. Russet. I think so, definitely. Everybody would benefit— 
the tenants particularly would benefit. They would get better homes 
to live in, and their rents would not be increased enough to do them 
any harm. 

The CuarrMaNn. You don’t think that even in the areas where there 
are defense installations, that there ought to be some rent control, 
so that people coming into those areas should be able to get housing 
accommodations. 

Mr. Russeii. When you have defense areas you should plan very 
carefully. If you are going to plan a factory somewhere, along with 
the planning of the factory you should plan for homes, and as you 
build the factory for the men to work in, you should build the homes 
for them to live in. 

It should all be part of a general plan. I don’t think any city is 
capable of housing a great influx of people. If the Government decides 
to move a large number of people into any area homes will have to be 
built for them. Rent control will not provide homes. 

The CHatrMan. Yes; but it takes a long time to build factories 
and homes. 

Mr. Russetut. You can build homes as fast as you can build 
factories. 

The CuarrMan. Now, with the shifting population, in order to carry 
out our defense program, don’t you think there would be many 
instances, where there is a great shortage of housing accommodations, 
where rent control might be essential? 

Mr. Russeuyi. Not a great deal. I think that we have possibly 
missed a good opportunity already in not planning to build in those 
areas where we are certainly going to establish defense areas. We 
have known about these defense areas for some time. We should 
have been prepared, by building earlier. 

Furthermore, I think we should take steps right now, in new defense 
areas, to build for the people who are going to move there. 

Mr. Mutter. Let’s take the area of Paducah, Ky. What could 
you do there now? 

Mr. Russeuy. I would build. 

Mr. Murer. How would you remedy that situation? 

Mr. Russetu. I would build houses. You can build houses in 
3 or 4 months. I would start building. 

Mr. Mutter. That is all? Just build houses? That is the only 
thing you would do? 

Mr. Russexi. We are short of housing there? 

Mr. Mutter. That is right. 

Mr. Russevyi. Then I would build housing. 

Mr. Mutter. What are you going to do with the housing that is 
there, let the landlord charge whatever he pleases for it, whatever he 
can get for it? Let him charge $150 a room? 

Mr. Russeiyi. Well, Paducah will house very few outside people 
anyway. 

Mr. Mutter. We now have a limited amount of housing in 
Paducah. We are now building an atomic-energy installation there. 
We need housing for temporary workers there now, and as soon as 
the plant is completed we will need additional housing for the perma- 
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nent residents. What are you going to do about that situation there 
now, until the new houses are erected? 

Mr. Russet. I think you should have started building a few 
months ago, but I would start immediately. 

Mr. Mutter. You say start building immediately? 

Mr. Russe.u. Yes. 

Mr. Mutter. Fine. When will those houses be ready? 

Mr. Russevv. In 3 months they will begin to turn them out. 

Mr. Mutter. In 3 months? 

Mr. Russetu. Sure. You start a thousand or two thousand 
houses and you will have them built in 3 or 4 months. 

Mr. Mutter. How soon could you have enough housing for the 
people to move into that area? 

Mr. Russe.yi. With planning you can build them as fast as you 
need them. 

Mr. Mutter. Let’s plan now. How soon can you get the housing 
in that area? 

Mr. Russevu. Three or four months. 

Mr. Mutrer. You would begin to produce housing in 3 or 4 
months? 

Mr. Russetu. No, you can start 5,000 houses and get them built 
in 3 or 4 months. 

Mr. Mutter. How long do you think it will take to get all the 
housing needed for that area? 

Mr. Russetv. I can build the housing as fast as you can build the 
factory for them to work in. 

Mr. Mutter. How long will that be? 

Mr. Russexu. I don’t know. I don’t know how many houses you 
need. 

Mr. Mutter. What are we going to do in the meantime with the 
rental situation? Are we going to let the landlords there charge 
$150 a month for a room in the meantime? 

Mr. Russet. My guess would be that most people in Paducah 
own and live in their own homes. There are very few rentals there 
anyway and you are not going to move many people into Paducah. 
There are not many rental housing units in Paducah. 

Mr. Murer. Whether there are rental housing units, private 
family houses or multiple-dwelling or otherwise, are you going to let 
those people in Paducah charge as much as $150 per month per room 
until you get enough housing to take care of the need? 

Mr. Russetu. I doubt if those things happen. I have been around 
the country enough to know that people don’t charge $150 a room. 

Mr. Mutter. Well, vou haven’t been around much recently then, 
because that is what is happening all over the country in those areas 
where they haven’t got enough housing. 

You criticize the statement made about the area where 8,000 people 
moved into an area which now has accommodation for only 4,000 
people. That was the statement made by Tighe Wood. Do you 
know where that area is? 

Mr. Russevu. No. He used it as an illustration. 

Mr. Mutter. It is an exact illustration based on fact, a Marine 
installation. What are those marines going to do? We have got 
room there for 4,000 families. Eight thousand families have moved 
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in there, not because they wanted to, but because they had to. What 
are you going to do with them? 

Mr. Russexu. | think the thing to do is build. 

Mr. Muurer. That is at Camp Lejeune. 

Mr. Russeuu..The thing to do is build, sir. 

Mr. Mutrer. What are they going to do in the meantime? Where 
are these people going to live in the meantime? 

Mr. Russeitu. What are you doing now? With or without rent 
control you are only going to house a very few people there. You 
are not going to house thousands of people. 

Mr. Mutter. But without rent control they would be required to 
pay as much as $150 per room per month. 

Mr. Russexu. | don’t think so. 

Mr. Mutrur. Well, that is what they are doing there. Would you 
like to see some of the pictures of what is going on at some of these 
installations? We have them here and I will be glad to show them 
to you. I will give them to you as soon as you are through with your 
testimony. 

Mr. Russeiyi. But the thing to do is to plan housing and build 
housing. 

Mr. Mutter. Mr. Russell, planning is not going to house a single 
person, or save a single person from being required to pay an extor- 
tionate and unreasonable rent now. That is the point I am trying to 
make. 

You refer in your charts to New York, and you point out that 
Albany, Buffalo, and New York City are federally decontrolled. 

Mr. Russeuu. Yes, sir. 

Mr. Mu rer. I am looking at a part of exhibit A of your presenta- 
tion, page 5. Albany, Buffalo, and New York City, federally decon- 
trolled. But they are still locally controlled under the State law. 

Mr. Russeuu. That is right. 

Mr. Mutrer. And that State law was passed by a Republican 
legislature and signed by a Republican Governor. Now, the Repub- 
lican Party as such isn’t very much in favor of controls as a principle 
or as a general thing. 

Do vou think they are continuing rent controls in New York State 
except because they need them and because there is a shortage there? 

Mr. Russeuu. Personally I think they would be far better off and 
house their people much better without rent control. 

Mr. Muurer. Well, we have had the experience in New York City 
three times. You couldn’t get along without rent control. We had it 
in the 1920’s when we were required to enact a rent-control law. We 
had it again in World War II. We have got it again today. And I 
think we would have riots and civil commotion if it weren’t for that 
law. 

Mr. Russetu. We never have had riots. 

Mr. Mutrer. There were riots in New York City in 1920. They 
occurred elsewhere in the country, too, and you would have them 
again if rent control were lifted in some of these places because un- 
fortunately some of the landlords do take advantage of the situation. 
This law is made for the bad ones, and in order to keep the bad ones in 
line. It is always the bad ones who cause these restrictive regulations 
and controls. If everybody went along and did the right thing, we 
wouldn’t need any controls. One fellow hoards, and the other fellow 





That 


here 


rent 
You 


1 to 


you 
1ese 
em 
our 


ild 


izle 
Lor- 
r to 


hat 


ita- 
on- 
LW. 


pan 
ub- 
ple 


ate 
re? 
ind 


ity 
Lit 
We 
1 I 


lat 


ley 
em 
in- 
ym. 

in 
ns 
we 
YW 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1663 


pushes the price up and the other fellow takes advantage in another 
wav. That is why we have to have this over-all control legislation. 

You also refer in your statement to 3.2 million vacancies in 1950. 
As a matter of fact, according to the census reports, in 1950, the 
Department of Commerce stated there were only 520,000 vacant units 
in the entire country, which are nonseasonal, nondilapidated, and 
offered for rent. 

The rest of them, between that 512,000 and the figure you gave us, 
are either seasonal or dilapidated or taken off the rental market. 

Mr. Russevyt. My answer to that is back in 1940 we considered 
ourselves well housed when there were 2.5 million vacancies to choose 
from. We now have 3.2 million vacancies. I would like to compare 
the same figures today with 1940. The Census Bureau in 1950 
divided these figures up into categories. They did not divide them 
up in 1940. 

But we did have 2.5 million vacancies in 1940 and we have 3.2 
million vacancies today, according to the census, and in 1940 I think 
we considered ourselves very well housed, and on the same basis we 
may consider ourselves well housed today. 

Mr. Mutter. I will agree with you that we had no rent control in 
1940 and didn’t contemplate it. I will not agree with you that the 
country itself thought it was well housed. We didn’t think we were 
well housed. 

Mr. Russeiu In 1940? 

Mr. Murer. In 1940. We didn’t think we should do anything 
about it by way of controls. We allowed the economy to go on 
normally, without any attempt to control rents. But I don’t think 
anybody agreed that in 1940 we were well housed. We certainly had 
a great many more slum areas in 1940 than we have today. 

We had a lot more dilapidated housing in 1940 than we have today. 

Incidentally, the last witness disagreed with my definition of a 
dilapidated house and I think this would be a good point to call 
attention to the fact that the Department of Commerce defines a 
dilapidated dwelling as a unit that does not provide adequate shelter 
or protection against the elements, or one which endangers the safety 
of the occupants. — 

I think that comes as close to a definition of not being habitable 
as anything vou can get. 

Thank you, Mr. Chairman. 

Mr. GamBur. May I ask a question, Mr. Chairman? 

The CrarrmMan. Mr. Gamble. 

Mr. Gambier. Mr. Russell, we have had other testimony that if 
we do away with rent control more rental units will come on the 
market. 

What has been the experience, if you know, in those States or 
cities and towns where rent control has been removed? Have there 
been more rental units come on the market in fact? 

Mr. Russeuu. In every instance, yes, sir. 

Mr. Gambur. In every instance. 

Mr. Russetu. Yes, sir. 

Mr. GamBup. To a considerable extent? 

Mr. Russeu. Yes, sir. 

Mr. Gamsue. We have never had any proof as to that particular 
situation. I think that that has probably been improved, too, by 
the 1950 census. 
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Mr. Russevy. Well, the census proved it. 

We have known from our own surveys that that was so, but the 
census definitely proves that that is so. 

Mr. Gamsue. What is going to be your situation if this bill goes 
through in its present form, with the right to recontrol? 

Mr. Russe.u. We are getting into a bad situation with this right 
to recontrol. 

The Expediter is going to activate these rent advisory boards 
throughout the country. 

Mr. GamBte. Yes, sir. 

Mr. Russet. I heard him testify here and in the Senate to that 
effect. He is making these rent advisory boards more responsible 
than they had ever been in the past. 

These rent advisory boards are becoming more or less self-perpetu- 
ating. In the beginning, there were so many members from the in- 
dustry, and so many from the tenants, and so many from the public 
at large. 

Now it has gotten down pretty much to the point where these 
boards are self-perpetuating, in that when a vacancy occurs, the board 
recommends somebody for replacement. And those boards are out 
beyond the reach of pretty nearly everybody as far as Government 
control is concerned, and they are making recommendations to the 
local rent offices, and those recommendations are being accepted with- 
out the supervision that we have had in the past, when the rent con- 
trols offices were more in control and the advisory boards were simply 
acting in an advisory capacity. 

I am very apprehensive of giving these advisory boards the power 
that Mr. Woods has suggested here. 

Mr. Gamsue. It seems to me, we are going to get into a worse 
condition, in some ways, by allowing the recontrol, generally, that 
this bill would give vou, than we are letting it go on as we are under 
the present law, with the right to decontrol in a local community 
or State. 

Mr. Russeuu. That has worked greatly to the benefit of every- 
body, the tenants and the communities as a whole—this idea of 
allowing the communities to decide whether or not they want rent 
control, as in the past. 

Mr. Gamsie. You certainly get into the States’ rights situation if 
this bill is passed and the housing expediter, for instance, were to 
recontrol Texas, which has been decontrolled by the Texas Legislature. 
He would have the right to do that, but—-— 

Mr. Russetu. He has already written to Fort Worth, suggesting 
that they nominate new men to their rent advisory boards, expecting 
to recontrol Fort Worth, evidently, as soon as this bill is passed, if it is. 

Mr. Gams.e. Is that because of a situation near the Army camps? 

Mr. Russet. It is just part of the general plan to recontrolling 
areas. 

Mr. Gams.e. I don’t see why we couldn’t take care of some of these 
situations that Mr. Multer sneaks of bv givinz him the right, in certain 
instances, for military reasons, to continue control or recontrol if 
necessary, without having a broad over-all right to recontrol the 
United States of America. 

Mr. Russexvu. After the last war, after the war was all over, we 
increased the areas under control about 100 percent in the next year 
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and a half. Rent control was put on as a war measure and should 
have been eliminated when the war was over. 

Instead of that, we increased the boards about 100 in the next year 
and a half, before Congress, getting wise to what was going on, reversed 
the trend. 

There was a tendency for OHE to point its finger at a city and 
say, ‘‘That city is in a war production area, it is desperately in need 
of housing, and things are getting out of hand, and it must be con- 
trolled.” 

I am afraid we are opening up for that sort of thing to happen all 
over again. 

Mr. Gams.e. Well, it is possible to have it controlled in certain 
defense areas, if it can be shown that it is necessary. 

Mr. Russexu. Yes, sir; I think that could be handled locally, 
though, if the local community deems it is necessary. I don’t think 
it is necessary to have a Federal rent control bill to do that. 

The CuairMan. Are your maintenance costs increasing all the 
time? 

Mr. Russeuu. Yes, sir, they are. The Expediter has said that the 
owners are better off, and making more money than they ever did in 
the past. 

I would like to point out that as an owner and manager our costs 
have gone: up at least three times. We used to think 10 percent of 
gross income was sufficient to take care of maintenance. Today, we 
are spending about 10 percent and that is only one-third enough. — If 
we spend enough it will take 30 percent of the gross income to main- 
tain our properties as they should be maintained. 

But examining our books, as the Expediter does, on a cash basis, 
this additional 20 percent we should pay for repairs shows up as cash 
and does not show as a reduction from necessary repairs. Our prop- 
erties have suffered as a consequence. 

The CuarrMAN. What proportion of the increased costs are mate- 
rials, repairs, and what proportion is wages? 

Mr. Russeuu. On repair work, as a rule, material and wages are 
about 50-50. 

I would say that to take care of property today as well as it was 
taken care of before the war, it would take 30 percent of the gross 
income, and I would say that on the average we are spending today 
about 10 percent of our gross income. 

The CuatrmMan. Are you in favor of price controls and wage con- 
trols? 

Mr. Russetu. I don’t think I am an authority on that. I can see 
possibly price control, but I am very doubtful about wage controls. 
Labor is trying to break through the ceiling already. It was the 
first thing to break out last time, and I know we were left holding 
the bag—paying increased wages, and being held rigidly under rent 
controls. I am very much afraid of it. 

The CuarrMan. How do you stand on price control? 

Mr. Russeuu. I haven’t authority to speak on that. Personally, 
I wouldn’t have any controls. [I think it would work out much better 
if we had no controls at all. I am not speaking for the association 
now. Iam speaking my own opinion. 

The Cuatrman. Well, we have an inflationary condition. I think 
everybody agrees. 
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Mr. Russeuu. I think controls bring about inflationary conditions. 

The CuarrMaNn. What would you do to counteract the inflationary 
tendencies. . 

Mr. Russeuiu. Roy Wenzlick said, in a statement recently, that he 
thinks the best cure for high prices is high prices. 

In other words, if you have high rents, it will encourage a lot of 
people to build, and that will drop prices. 

If you have high prices in anything, you will create more of those 
things and that in itself knocks prices down. 

Mr. Gamste, Is that Wenzlick of St. Louis? 

Mr. Russeuu. That is right. 

Mr. GamBuLe. He knows what he is talking about on that subject. 

Mr. Russeuu. That is right. His statement is he thinks the best 
cure for high prices is high prices. 

The CuatrMan. The best cure for high prices is high prices? 

Mr. Russeuu. Yes, sir. 

The CuarrMan. I don’t quite understand that. 

Mr. Mutter. The corollary, then, Mr. Russell, would be what is 
good for high rents are high rents. 

Mr. Russeut. I think supply and demand would take care of it in 
a very short time. 

The CuarrMAN. Are there further questions? 

If not, we are glad to have your statement, Mr. Russell, 

Mr. Russeutu. Thank you, sir. 

(The exhibits are as follows:) 
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Die yy a Sas 
(Rev. 1-49) Bodeet Bureau No. £3R-4982, ur es 
UNITED STATES OF AMERICA SO Waehinesn “traut 
OFFICE OF THE HOUSING EXPEDITER Beater. il, Mass. 
(Stamp ov Issvine Ornce: 
LANDLORD'S PETITION FOR INCREASE IN RENT TO |———- mom 
SECURE A FAIR NET OPERATING INCOME 
3 Nuwass or Dwailine 
Aseamee or Demame von Wuicn Ivcasase 19 WANTED: Gry ano Stare eek a 
mace OF cs 
cit Unive on But 
D 
Acquisition TAcauiarnon —— Buusine ane Lureovens 
meceeccceececesese B..20--ewewcccecoce 6. -coccccccccoccece S..ccccccwc-coccce 
L NAME AND Maitine Appagas of Lampton : Il. Name anp Appases oy Tenant (If more than one tenant will be affected 
- Te. by your petition, do not fill in this item, but i) in part D): 
Name No. 
Name 
om ane Numaga axp 
City, Zone No., City, Zone No., 
AND State. —_ ane Stave .....-..-...~---+~-2.----- 








Notice To LANDLORD.—Read instructions at the bottom of page 3 of this petition. 
Notice Te TENANT.—Read instructions at the bottom of page 4 of this petition. 


A. “TEST YEAR”: 

In order to determine the amount of certain expense and income items to be shown on this petition, you must select a “test 
year.” The “test year” you select must be the most recent full calendar or fiscal year, or any twelve consecutive months ending 
not more than 90 days before the date of filing this petition. 








Tus “Test Year” I Mave GarAcrep Bema .............-20.20.cncsvcvas caverassvrncsce _ cvvcectccsersen 
(Month) (Day) (Year) 


B.  aioeas (except repairs and replacements and additions to furniture and fur- 





ANNUAL EXPEeNsE 





1. HEATING FUEL USED IN TEST YEAR.—Enter only if heat is supplied to the tenants by the land- : 
lord, without sharing the bills. _* 8,990.46 
2. UTILITIES USED IN TEST YEAR.—Enter only if utilities are supplied to the tenants by the land- 
___lord, without sharing the bills. J esi J $ 1,266.00 
3. PAY ROLL DURING THE TEST YEAR.—Do not show labor costs for repairs and replacements here. 
Do not include any salary for the owner or for corporate officers, unless these persons perform direet | $ 1,888.78 
labor such as janitor work. 


4. JANITORIAL MATERIALS USED IN TEST YEAR.—Do not include materials for repairs and re- | ¢ 280.96 

















ee ete —— RS 
5. REAL ESTATE TAXES.—This is the amount of all real estate taxes (exclusive of interest, penalties, 

and overdue taxes for other years) shown on your [atest tax bill. If taxes have increased since you 
received your latest bill, you may attach a signed statement from your tax efficial showing the $ 4,284.00 
and tax rate now in effect for the building, and enter your taxes on this new basis. — 


6. INSURANCE.—Divide the cost of each policy that is in effect on the date the petition is filed by the 
number of years that it covers, to obtain the annua! expense. $ 500,88. 


7. INTERIOR PAINTING AND DECORATING.—Add the expenses for interior painting and decoratin, 

in the test year and the two preceding years, and divide the total by three (3) to obtain the annua $ 
—— ___ 
8. DEPRECIATION.— 

(a) Enter the depreciation figure for the structure shown on your latest required Federal Income 
Tax Return. (NOTE.—If you did not report depreciation for this building on your latest re- | ¢ 2,668.47 
quired Federal Income Tax Return, or if you have never been required to file a return, attach . 

—____8" explanation on a separate. sheet.) RA: 

(>) If the property has had any capital improvement or structural addition since you acquired it 
which is not included in the figure in 8 (a) above, attach a separate statement to this petition 
showing the nature of the capital improvement or structural addition, its cost, and date of com- 
pletion and the reason why it is not included in the figure in 8 (a) above. 

9. MISCELLANEOUS EXPENSES IN TEST YEAR.—This may include management fees actually paid, 
or an allowance for cost of management if the owner actually performs management duties such ‘as $ 

@ management company would perform. Show specifically the nature and amount of each miscella- 

neous expense. 5 


(a)... Ramacement fee. 3.29008 ,38 
Riacellasecne P 745.00. 


NOTE.—If you want to show an increase in pay roll or utilities which was not in effect during the entire test year, file Form 


D-100 in addition to this form. ps 97 “ 068.79 
EXPENSES FOR REPAIRS AND REPLACEMENTS, and additions to furnituré ishings may be 8 own on pages 2 

and 3 of this petition. If you have no records of such expenses, or if the tenant is required to make all repairs, you may tear off 

pages 2 and 3 and file only pages 1 and 4 with the Area t Office. In any case, however, you must Gillout page 4 of thie petition. 


OPO— OHE 111k 
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Pace 2 
Cc. pono REPLACEMENTS, ADDITIONS TO FURNITURE AND FURNISHINGS: 
pat piglecsmante ond for the add:tion of furniture and furnishings id generally not 
oe whieh they were instead, they should be “allocated” (that is, oe over the period 0 of ply om 
aan example, if a roof w a... haste 16 ponte we seplaceé ln the teat year ot o af $300, only one. 
is chargeable te the test year and $280 is chargeabl bie to the other 14 years. 

ae inher sage jaced any time within the last 15 xa, ene-Aftecnth of the cost may be proper! ny ape nn 
test year. Thus, it i ong apo ny vempory nly a rtion of the expenses incurred in the test year, hn portion 
fo ogee ae haearvell fa Previous years which is allocab the test year. F. However, ne portion of & prior year ex mse may 
be dawn E Se pane me aba am ies tke dine a calscnmel andthe ate at ie task sae exceeds the r vallocation period.” The 
Par Un sxavo coamnap tases © the aaihoe of yoann chews te te Ale jon Schedule , unless it 


Be eotal iaaied onat y by eVidence attached to the petition that an expense has been incurred more or less frequently. 


etic at a wanda gg: oye J coy Dem <8 sees, magleatinest, or abtine te furniture and furnishings that is 
le to the test year. In column was 
chated or completed. In column 3 show the cost. (Cost may include the reasonable value of any work done by the owner, 

y such expense si should be labelled in column 8 by enterin the word “Owner” above the éxpense figure.) In column 4 enter 
te proper wy meh wage shown in the Allocation edule, unless evidence attached to the ition shows conclusively 
that you have incurred the pastioulan type of ape cot a Nee Sey. Divide the cost of item, as shown in column 
3, by the number of years, as shown in column 4, and enter the result in column 5. 


pert Bites 8) NOTE.—Do not include any capital improvements or structural additions. (These may be shown only in 


ALLOCATION SCHEDULE 

























































































'. Altocatiow Psaiop AltocaTion Pence 
ITEM ITEM 
Repairs | cplecemen Repaire omens 
Exterior painting. 4 yrs.) Air conditioning 5 yrs.) 15 yrs. 
Carpentry—doors, frames, sash, floors, sid- Elevators. 5 yrs.) 20-yrs. 
ing, supports, weather stripping, storm Refrig and electrical appliances....| 3 yrs.| 8 yrs. 
~ windows, pouches, insulation................. 10 yrs.| 20 yrs.|) Furniture, springs, mattresses............... 5 yrs.| 10 yra. 
10 yrs.| 20 yrs.) Carpets, rugs, linoleums, drapes, shades... 6 yrs. 
Electric wiring and pl bing 6 yrs.| 20 yrs.|| Blankets and spreads.......................... om 6 yrs. 
Heating equipment—boilers, radiators, pipe} 10 yrs.j 20 yrs.|| Linens. 2 yrs. 
Hot Water equipment—tanks, burners, fit- Venetian blinds, awnings, screening.........|............. 8 yrs. 
tings. 3 yrs. 8 yrs.) Kitchen and laundry equipment—sinks, 
Roofs... . 5 yrs.) 165 yrs. tubs, cabinets, etc. 5 yre.| 15 yrs. 
D outs, eaves. 5 yrs.| 10 yrs.) Cooking ranges. 3 yrs. 8 yrs. 
Sewers, sidewalks, masonry ....................|_10 yrs.|__20 yrs. 
a 2 PY ‘ ‘ 
Descurrion or Ire bey Coat Avrocarion Pano | SAT atte 





__Numerous items listed on 
original shows 1,125.36 


















































(If more space is required continue on page 3) 
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Pace 3 
1 2 s ‘ =: 
Descarrrion of Irest Yaa eee Cost Attocation Pamop | Tat Vaan Cas 
cece caitteentio tone oo a soap e 
| 
woccccebecencens o- | : secccccecesccesess|ecccesoweconcesocosoose= | ecccecccsenccsesencccoce econ eceseceveesososorors 











An may and one copy of this petition and 
ing for whieh you request a rent increase. 


for tat buil 


‘2. One copy of your petition and 


INSTRUCTIONS TO LANDLORD FOR PREPARING PETITION 





A. 
ying 





$ A 
ying 


if any, must be filed with the Area Rent Office 


if any, must be served on your tenant personally or by mailing. 


3. If your petition affects 5 or more tenants you may, if you wish, serve each tenant by posting for a period of 15 days a 
copy of the petition and accompanying documents, if any, in the common entrance or entrances to the premises or in one or 
more public places upon the premises accessible to all tenants concerned. 
each tenant a notice of such posting on Form D-121 provided by the Area Rent O: 


If service is made by posting you must also serve on 


4. If your tenant files an answer to your petition, he must serve a copy on you and you have 7 days within which to reply 


to his answer if 
ever, @ copy n 


‘ou desire. 
not be served 


the pegs: by number and street, city and State. 


Your reply to his answer must be filed with t 
on the weld 


Area Rent Office in an original and one copy. 
Any reply which you file to a tenant's answer must contain a description of 


ow- 


If you live in this building, do not include in the cupente for the building any kind of expense which you have incurred 
for puen unit but do not customarily incur for the other units. 
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Pace 4 


D. RENTAL INCOME: 
Give the information required in the table below for every residential and commercial unit in the building. 
Fill in column 4 for each unit according to the following instructions: 


Units With Maximum Rents.—Enter present maximum rent—even if vacant or occupied by the landlord, his employees, rela- 
tives, or other persons paying no rent or only a nominal rent. 


Units With Voluntary Leases in Effect.—Enter the present rent payable under the terms of the lease. 
U lied Residential and C ial Unite—Enter the rent charged on the date the petition is filed. If no rent or only 
a nominal rent is charged, enter the full rental value. (Commercial units include garages rented to persons other than tenants of 


the dwelling units in the property. A single monthly or weekly total rent should be entered for all such garages, and the number 
of these garages specified in column 2.) 





Units With Seasonal, Alternate, or Other Varying Rents.—Enter the average monthly rent during the year ending on the 
date the petition is filed. 


























1 2 ry | ‘ | 
Cneck (Vv) One | | 
2 aM Ee 
Unrr Numan on Lo- e | i ; ke | | 
CaTIon (List every — £ ¥icts ra ax 
residential or com- Mfandlord gongs oa tye Base gge ee 5 3 | z «s Present | DO NOT WRITE IN 
mercial unit in the ov ge | 2% gzk Rent THESE COLUMNS 
property on a sep- & Sc | bce | | 
arate line) a” | Beg Month | Week |; 
3 | 2 | 82s | i} 
> | i a j | | 
Ss fr {5S iT 
RAINE ||| ——— ——|} spemiatiaeiaticienanaetan 
} | | | i | 
| | i | 
Per rental schedule - ennyal $17,670, 
| | | | | 
| | 
cattisdiemaeniiatansdenetiuel aindahesdeatatiainnssteheios sipecsinnkstsesunietidedateiaerit 
| 
| } 
| 
! 





i as eS | 


it More space is necessary, prepare additional shania. with the veauivell information err attach one 
copy to each petition you are required to file, serve, or post 


E. TOTAL INCOME OTHER THAN RENTS FOR THE ENTIRE TEST YEAR: 


(Includes such income as receipts for phone service, laundry equipment, utilities, alterations, etc.)...... $... BROM@ 0... 








CERTIFICATION 


I hereby certify that: (1) the information supplied by me in this petition is true and correct, and (2) | am maintaining 
all services, furniture, furnishings, and equipment required by the Rent Regulations, and will continue to maintain sich services, 
furniture, f and so long as any adjustment granted under this petition continues in effect. 





I FURTHER CERTIFY that on -..................--.--.-------20-+ I served a copy of the attached petition and accompanying documents, 
if any, on each affected tenant = the method (s) checked ( /) below: 
© Mailing YK) Posting a copy on the premises and serving 
0 Giving it to him personally 


© Leaving it at his residence 


(Date) “(Signature of landlord) 


IT IS NOT NECESSARY THAT THIS PETITION BE SWORN TO, BUT ANY FALSE STATEMENT WILL RESULT 
IN THE DENIAL OF YOUR ENTIRE PETITION AND MAY SUBJECT YOU TO THE PENALTIES PROVIDED BY LAW 


INSTRUCTIONS TO TENANT FOR PREPARING ANSWER TO THIS PETITION 


If you wish to file an answer to your landlord's petition, you must: 
1. Serve a copy of pared answer on your landlord within seven (7) days, by leaving a copy, or mailing a copy to him, at 
his py or principal place of business. 


Mail or deliver the original and one copy of your answer to the Area Rent Office, and state on both how you served a copy 
on the landlord. 





3. In any answer which you may prepare, you must describe the housing accommodations by number and street, city and 
State, and also, state the name and mailing address of your landlord. 


4. Keep this copy of your landlord's petition for your own record. 





a Form D-121 on the tenants( ge@ copy at tached) 
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B-121 UNITED STATES OF AMERICA 
19-49) OFFICE OF THE HOUSING ExPEOITER 


NOTICE OF FILING AND POSTING 


OF PETITION 
STAMP OF AREA RENT OFFICE 





Address of Housiag Accommodations iNumber asd Street) (City asd State! 
Tavolved: 








(aamt OF PERSOR 10 WHOM BOTICE FS DIRECTED? 


Notice is hereby given thot I om this date filing, with the Area Rent 
Director at the address indicated in the upper right-hand corner of this fora, 
@ petition in connection with the above described housing accommodations. 





I have posted and will keep posted for 15 days at oman 
- for your inspection and examination, a copy of the 
petition and accompanying documents filed with the Area Rent Director. 





ee | ae Semen) Nae 





CLasovoge) CRUMOER AOD STREET + Cit¥ and STATED 


NOTICE TO TENANT 


Rent Procedural Reqylation 2 requires that if you desire to aake-any ree 
sponse to the documents which have been posted, you must do so within the next 
7 days, Any comments which you wish to’ make must be prepared in writing in 
triplicate. An original and one copy must be sent to the Area Rent Office, and 
one copy must be mailed or dejivered to your landlord. In the original and copy 
which you submit to the Area Hent Office you must certify thot you have sailed 
or delivered to the landlord a copy of your tresponse. 


GPO—ONE wt 
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Apartment house building in Boston, Mass., containing 27 housing units 





























{Yair ulus ine 


SaaS 








D-107 
Item Source 
Line| May 1949 lLine| June 1950 
Total monthly rents__.--.--.-- Total of column 4, pt. D...-_..-..-- 1} $1,472.50; 1 $1, 472. 50 
Annual scheduled rents-__-_--- Line 1 multiplied by 12._..._.____-- 2 | $17, 670. 00 2 $17, 670.00 
Other income.........---.----- 4 i ea > & KER ie Var | Seay ae 
Annual income-.--_-_-.-------.- Total of lines 2 and 3___...___._____. 4 | $17, 670. 00 4 $17, 670. 00 
Expenses (except repairs and | Total of pt. B, after proper selection 5 | $14, 853. 79 5 | $14, 853. 79 
replacements). of depreciation. 
Repairs and replacements. -- -- Total of column 5, pt. C__.......---- 6 | $1,125.36 6 $1, 125. 36 
Annual operating expenses--.-..} Total of lines 5 and 6__............-- 7 | $15,979.15 7 | $15,979.15 
Net operating income.-.._....-. Line 4 minus lime 7...._...........-- 8 | $1,690. 85 8 $1, 690. 85 
Present income ratio (percent).| Line 8 divided by line 4.___________- y 9.5 9 9.5 
Annual amount of previous | From registration files_..............}_-.__|....----.-- 10 $3, 930. 00 
financial relief. 
Base income........-.------.-- Line 4 minus line 10...__._.....-..._|--..-|..--.--.---- 11 | $13,740.00 
Bens GRRE... «2622052225 + -0e Line 7 multiplied by 0.909_____ SOE ed WGA 12 | $14,525.05 
Base net operating income__._| Line 11 minus line 12._.______.______]__-__|_-.-_-____-- 13 785. 0 
Base income (or loss) ratio | Line 13 divided by line 11__..._.__._|__--_|..--_2.-2_-- 114 5.8 
(percent). 
Percentage increase in base} From specie] schedule attached to |__...|_..._..__-- 16 28. 54 
income. interim manual release Feb. 25 
(Supplement No. 4, revised), 
dated July 3, 1950. 
New annual income to be | Line 11 multiplied by 100 percent |_..__}.......__.-- 17 | $17,661.40 
established. plus line 16. 
RRB RR ea oe are ara Line 7 divided by 0.75 for “large’”’....| 10 | $21,305.53 |...__|.-.._-_-_- é.. 
Increase in annual income. ---- Line 10 minus line 4.-._-_.._.._____- ee SS. Se Peat ee 
Line 17 minus line 4... _......._-.--- ARES EET EET 18 $8. 60 

















1 If line 14 is less than 15 percent skip line 15. 
OFFICE OF THE HovusinG EXPEDITER 


Washington 25, D. C. 
Jury 3, 1950. 


InTERIM MANvAL RELEASE 2-25 (SupPLEMENT No. 4 REVISED) 


(This release replaces Supplement No. 4, corrections thereto, and Supplement 
No. 5. Remove them from all Manuals. It also modifies sec. 2—25. 1b.) 


Subject: New Schedule for 5 (a) 18 adjustments in high expense-ratio cases. 
Attached to this release is a schedule to be followed in making rent adjustments under 
section 6 (a) 18. 


REASONS FOR THE NEW SCHEDULE OF RENT ADJUSTMENTS 


The 25 percent! net operating income ratio set forth in the regulation was 
derived from a survey of the operations of a large group of properties in the 8 
years 1939-46. This survey showed that there normally exists considerable 
variation among individual properties in respect to the ratio of net operating 
income to total income. The 25 percent ratio represents the median of all the 
properties covered by the survey—that is, half the properties earned higher 
ratios and half earned lower ratios. The survey also showed that there were some 
properties for which considerably lower ratios of net operating income were 
normal. It was determined in April of 1949, however, that any special provision 
for adjustments in these cases should be withheld until experience could show 
whether the actual occurrence of such cases would be of sufficient number and 
significance to warrant special treatment. Experience has since shown that spe- 
cial consideration must be given to these cases. 

By applying the 25 percent formula to all properties without exception, we have 
found that the adjustments in some cases will yield to the landlord a net operating 
income far in excess of that which he normally received and in excess of a fair 
net operating income within the meaning of the act. At the same time, such 
adjustments result in great injustices to the tenants in that they are required to 
pay rents out of all proportion to the rental value of the units they occupy when 
compared with the rents for comparable controlled housing accommodations. 
The result is that inequities are created, rather than corrected. 


wotitaae discussion is expressed in terms of the ratio for large buildings, but it is equally applicable to small 
i ngs. 
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The use of the new schedule of rent ad ustments will produce more realistic ad- 
justments in these cases. The 25 percent formula will continue to apply to build- 
ings which are normally in the standard range of operation. Under the schedule, 
however, a lesser percentage net operating income will apply to buildings which 
normally operated at a lower rate of profit. Thus, in each case a rent adjustment 
will be provided to yield a net operating income that is appropriate and fair for 
each building. In each case, however, the adjustment will be sufficient to provide 
a margin of net operating income over all operting expenses, and depreciation. 


EXPLANATION OF THE NEW SCHEDULE OF RENT ADJUSTMENTS 


On the basis of the survey referred to above, the Housing Expediter has deter- 
mined that properties which normally had a net operating income of less than 
15 percent—that is, more than 10 percent below the median—were below the 
standard range of operation. It is necessary, therefore, to determine in each 
individual case whether the operation of the property was within the standard 
range at the end of the survey period. Inasmuch as the D~-105 petition gives 
the current income and current expenses of the property, it is necessary to convert 
these figures to make allowance for increases in income and expenses since the 
survey period. The income is converted by deducting from the current income 
all financial adjustments and voluntary lease increases—and this converted income 
is called base income. Expenses are converted on the assumption (based on 
the Ageney’s experience) that current expenses are 10 percent higher than ex- 
penses at the end of the survey period; therefore, to convert, current expenses 
are multiplied by ten-elevenths and this figure is called base expense. If it is found 
that the ‘“‘base net operating income”’ is 15 percent or more, the property will be 
given an adjustment which will result in a current net operating income of 25 per- 
cent. If the ‘“‘base net operating income”’ is less than 15 percent, the attached 
schedule provides for an adjustment which will vield a current net operating 
income of somewhat less than 25 percent. In such cases, however, the adjusted 
rents will be at least 25 pereent higher than the base rents. 

As indicated above, base expenses are used instead of current expenses in order 
to make allowance for increases which have generally occurred since the end of 
the survey period, and base income is used instead of current income in order to 
exclude increases in income due to leases and other financial relief. An additional 
reason for using base income is that the use of current income might discriminate 
against those landlords who have not received previous financial relief. The 
following example will illustrate the necessity for using base income, rather than 
current income, for purposes of determining the percentage of net operating income 
to be vielded by the adjustments to be granted. 


Property A Property B 


Net operating income: 


Current income - Bed sath Bi raat $10, 000.00 | 1 $10, 975.00 
Base income - Sebiekai ane $10, 000. 00 $10, 000. 00 
Base expenses (19(1 of $9,900 current expenses) $9,000.00 | = $9. 000. 00 
Net operating income, using current income and base expenses: | 
Amount és 3 $1,000.00 | = $1, 975. 00 
Ratio (percent) , } 10 18 
Net operating income, using base income and base expenses | 
Amount $1,000.00 | = $1, 000. 00 
Ratio (percent) | 10 | 10 
Results if adjusted on current income basis: } | 
New percentage of net operating income to be yielded _- - 221.31 | 3 25. 00 
New renral income, after adjustment $12, 581.00 | $13, 200.00 
New net operating income ----| $2,681.00 | $3, 300.00 
Total increase over base income . ; ; 2, 581. 00 $3, 200. 00 
Total percent increase over base income .- 25. 81 | 32.00 
Results when adjusted on base income basis: | 
New percentage of net operating income to be yielded. 221,31 | 221.31 
New rental income, after adjustment - --- $12,581.00 | $12, 581.00 
New net operating income he $2, 681. 00 $2, 681. 00 
Increase Over current income $2, 581,00 | $1, 606. 00 
Percent increase over Current income 25. 81 | 14.63 
Total increase over base income. - - - $2, 581. 00 $2, 581.00 
Total percent increase over base income - - ; 25,81 25.81 


1 Includes $975 hardship adjustment. 

2 Taken from column 6 of Schedule for Large Structures which specifies a new net operating income of 
21.31 percent where income ratio is 10 percent. The schedule applies because the income ratio was below 
15 percent (standard range). 

’ Since the income ratio of 18 percent is within the standard range, the schedule does not apply. 
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You will note that if the current income were used, property A would receive 
an adjustment yielding a 21.31 percent net operating income, whereas property B 
would receive a 25 percent net operating income merely because its maximum 
rents were previously increased by a hardship adjustment. By using base income, 
both properties will receive adjustments to yield a 21.31 percent net operating 
income. 

You will note further that by using base income, property A receives a rent 
adjustment of $2,581 or 25.81 percent over its current income, whereas property B 
will only receive an adjustment of $1,606 or 14.63 percent over its current income, 
because its base maximum rents had already been increased $975 by a hardship 
adjustment. However, in both cases the base maximum rents are increased 
$2,581 or 25.81 percent. 

The need for using ‘‘base income”? becomes more obvious when we realize that 
we will soon be receiving repeat petitions under 5 (a) 18, as this section has been 
in effect for more than a year. If we used current income the properties which 
received a prior rent adjustment under 5 (a) 18 would be given more favorable 
treatment than those which did not receive such an adjustment. 


METHOD OF PROCESSING 


1. No change is made in the present Manual instructions governing the determi- 
nation of expense items and annual income. 

2. Form D-—107, which has been revised in accordance with the attached sample, 
should be completed through line 9. If line 9 is 25 percent or more for smal! build- 
ings (20 percent for large buildings), the petition should be denied. 

If line 9 is less than these percentages, the computations on the work sheet should 
be continued. 

3. The figure on line 10 shall be obtained by reviewing the registrations and 
statutorv leases for the building to ascertain the amount of all financial relief 
which has been secured on the units in the building. ‘‘Financial relief’? includes 
increases in rent due to statutory leases, adjustments in rent under sections 5 (a) 
11 (ii), 5 (a) 12 on or after August 22, 1947, 5 (a) 16,5 (a) 17,5 (a) 18 and 5 (a) 19, 
increases in rents on units which have been decontrolled, and area-wide increases. 

4, Lines 11 through 14 shall be computed according to the instructions on the 
work sheet. If line 12 exceeds line 11, be sure to mark ‘‘Loss”’ on lines 13 and 1+. 

5. If the income ratio on line 14 is within the standard range of operation, the 
new annual income to be established will be computed on line 15. 

6. If the income ratio on line 14 is below the standard range of operation—or is 
a loss—the new annual income to be established will be computed on lines 16 and 
17. The percentage increase to be used on line 16 in these cases will be secured 
from the Schedule that is attached to this interim Manual release. 

7. If the ‘‘New annual income to be established’”’ as determined on line 15 or 
line 17 is less than the present annual income shown on line 4, the petition must be 
denied. The reason for denial in such cases is that the amount of financial relief 
which has already been secured on the property is greater than the amount of 
relief to which the property is entitled under the fair net operating income provision 
of the regulation. 

8. If there has been no previous financial relief on any controlled unit, the per- 
centage on line 19 shall be applied to each controlled rent. 

9. If there has been previous financial relief on controlled units, but there is 
no uncontrolled or decontrolled rental income and no “Other income,” the dollar 
amount on line 18 shall be distributed in accordance with section 2—-25.15 of the 
Manual. 

10. If there has been previous financial relief on controlled units and there is 
uncontrolled or decontrolled rental income or “Other income,’ the dollar amount 
on line 23 shall be distributed in accordance with section 2-25.15 of the Manual, 
with paragraph A—4 revised to read as follows: 

2-25.15 A-—4. Tf there are uncontrolled commercial or residential units in 
the property or if there is “Other income,”’ determine the percentage which 
the total of the present scheduled rents of the controlled units is of the total 
present annual income of the entire building. The total increase in annual 
income shown on line 18 of work sheet. Form D-107 (Revised June 1950), 
shall be multiplied by this percentage to determine the dollar adjustment that 
is to be made in the rents of the controlled units. 

Distribution centers are being shipped a limited supply of Form D-107. In 
requisitioning your supply of these forms, please make the quantity consistent 
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with your 5(a)18 incoming workload. We must hold our expenses for printing to 
a minimum. 
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FILING INSTRUCTIONS 


File this interim Manual! release with chapter 2-25 until the printed amended 
chapter is issued. 
Schedule for use with Form D-107 
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Exuisir C 


STATEMENT OF WALLACE SAvaGE, Mayor OF THE City or Datuas, Tex. 


Mr. Savace. Mr. Chairman, I do appreciate the opportunity of being per- 
mitted to come here to speak to you about decontrol. I was in New York, attend- 
ing the conference of mayors, when I heard that there was at least one suggested 
bill which would give authority to Housing Expediter to recontrol areas. 

The CuarrMAN. That is not the bill as introduced. 

Mr. Savace. All right, sir, then I misunderstood that. That was the back- 
ground of my particular interest in appearing before you this morning. Also I 
understand that because Dallas is one of the major cities to have been decon- 
trolled, that the experiment there has been one in which the committee was 
interested, and I thought perhaps that, as the chief elective representative of 
the city I might be able to give you a more direct report than almost anyone else 





ng to 


nded 





w net 
some 
atio 


(6) 


SSSSSENREE 


Ras 
SRSHSRESRERRSS 


13. 74 


iS) 
8 


10. 03 


| @ NNN Wott mR RON NINOS 
SSSS2esase2essesw 


else 





PAS Oe bee By aR 











aaah iy 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1681 


could, as to how the Dallas experiment has worked out. I should like to say at 
the outset-—— 

Mr. Patman. I would like to know about that, Mr. Mayor, being from Texas, 
and being interested in it. 

The CuHatrMAN. Well, you may proceed. There is no provision in the bill for 
recontrol, however. 

Mr. Savace. I am happy to hear that, Mr. Chairman. As a matter of fact, 
before the conference of mayors, I offered a resolution asking that no Federal 
authority be given such power, because frankly we in Dallas were afraid that, 
since our city has been cited as a horrible example of what happens under decon- 
trol, that almost as a matter of face-saving the Housing Expediter would have to 
recontrol us, and we don’t agree with those views and would not want it to happen 
to us. 

I am here en route back to Dallas, and am not appearing under the auspices 
of anyone except myself, and my city. We did take advantage of the opportunity 
which Congress offered to us to decontrol, and almost immediately. 

Our council took office May 1, and I think it was in the month of June that we 
decontrolled. So it has been almost a year now, since the city of Dallas has had 
no rent control. 

Our population is approximately half a million in the metropolitan area. 
Inside of our corporate limits, only about 480,000. 

But we wholly enclose two other separately incorporated communities which 
have followed our lead in matters of rent control, so for all practical purposes we 
are talking of a city of about half a million population. 

When we decontrolled we were, of course, pretty worried. We had an exten- 
sive hearing on the matter, and we didn’t know how serious the ramifications 
might be. 

There were predictions that there would be all sorts of disaster, tremendous 
raises, and we were worried. 

As a matter of fact, we were so concerned about the step we were about to take 
that we asked our city manager to get in touch with the Housing Expediter on a 
sort of informal basis and see if that office would consider decontrolling since we 
knew he could put the controls back in, which we couldn’t do if we made the 
experiment and failed. 

However, Mr. Woods didn’t think we were ready for decontrol so we went 
ahead on our own, and did it. Now, that experiment, in a word, has been suc- 
cessful. We are very pleased with it. 

We were, perhaps, naive in thinking that the successful experiment would be 
generally reported and might give some impetus in the direction of decontrol; but 
unfortunately, there have been instead, a number of national reports, which I 
have tried by individual letter to individual mayors in other cities to counteract 
the impression that we have had mass evictions and tremendous rent raises. 

First, as to the question of whether there were mass evictions, Mr. Chairman, 
and members: There were not. 

We have four justice of the peace courts which handle evictions in Dallas, and I 
checked them all personally, and the newspapers kept a close check. 

In three, there was no variance fromthe normal. In the fourth, there was a very, 
very minor increase, for a short period of time. 

There has not been any such thing as mass evictions. 

Now, as to the percentage of increases, yes, there have been increases in rents. 
That was our purpose in decontrolling. So that rents could move up along with 
other increases in wages and prices of consumer goods. 

I do not feel that I can present to this committee any report on rent increases 
except one, that is the one which my own committee made to me. 

I appointed, at the time we decontrolled, a committee under an old anti- 
profiteering ordinance that we have, which dated back to the First World War. 
That committee recently asked to be relieved of further duty because it had had 
such negligible complaints. 

There have been some reports that actually there was a net decrease in rents in 
Dallas. There have been other reports that the increases ranged to 158 percent. 

The report upon which I think this committee can rely is that one which was 
made by an official committee of the mavor of the city of Dallas to the mayor 
at the time that they asked to be relieved of their duty. 

That report was a sampling of in excess of 3,000 rental units, and the sampling 
was made through reputable realtors who handled these particular units, and they 
were asked to give their rents both prior to decontrol and at the present date, on 
identical units. 
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The average was in excess of 18 percent, and under 19 percent, 18 point some- 
thing. And I didn’t know that I was going to appear before this committee and 
I don’t have as many statistics as I should like. 

I might say that a mayor can perhaps report the feeling of the people, the tone 
of the thing, perhaps, better than anyone because I am as close as my telephone 
to all of the people in Dallas, and I can say to vou, as a result of that, that our 
people would not want recontrol, and that we are very happy with the experiment. 

Mr. Chairman, I will be glad to answer any questions. 

The CuarrmMan. You were decontrolled by action of the governing body, with 
the approval o° the Governor? : 

Mr. Savace. By action of the city council. 

The CuarrMan. Yes. This bill gives to all other cities that same privilege. 

Mr. SAavaGE. Yes, sir. 

The CHarrMan, And there is no provision in it for reeontrol where the people 
have decided they want decontrol. 

Mr. SavaGce. I am very relieved, Mr. Chairman, to hear that. 

Mr. Parman. Mr. Mayor, I notice the report we have, exhibit B, from Mr. 
Woods office, discloses that 75 percent of the rents under 30 were increased after 
decontrol, and the average percentage increase was 55.8 percent. Does that 
information conform with your information? 

Mr. Savace. I don’t have the report of my committee with me because I 
didn’t expect to be present here, but I can only say this, that a number of com- 
plaints were solicited by advertisement, by one of the labor organizations—I 
believe the CIO advertised in the newspapers and asked for complaints. They 
forwarded to me a list of those complaints. 

There was a very small number, considering the size of our city. About a 
hundred. I sent them to my committee and they sent me back a detailed analysis 
of that entire list of complaints, and I would say that there weren’t over a half 
dozen unreasonable raises in that list, and those were probably based upon a 
desire to evice the tenant in a way which was getting rid of him instead of actually 
going through an eviction suit. 

It may be that there has veen some raises there, but we found that they were 
wholly in line with what things should be going for on the market. 

Mr. Parman. That seems to be a little high, though, doesn’t it? If the infor- 
mation is correct? 75 percent of the $30 rents increased 55.8 percent? Doesn’t 
that seem a little high to you? 

Mr. Savace. If it is high then it doesn’t jibe with my report because I went 
over our report very carefully and didn’t find it unreasonable. 

Mr. Parman. Of course, I don’t know about any individual cases, but I want 
to inquire as to where this information came from, Mr. Dupree. 

Mr. Dupree. That is the Bureau of Labor Statisties survey. 

Mr. Savace. There have been some rent decreases also, Mr. Patman. 

Mr. Parman. Yes. I am not saying they are right or wrong. I don’t know 
about the individual cases. Iam just pointing out the information we have before 
us. 

Mr. Savace. I can tell you—— 

Mr. Parman. May I finish just a moment? 

Mr. SavacGe. Sorry. 

Mr. ParmMan. The information further discloses that of all rents, 67 percent. of 
them were increased, and the over-all increase, percentage-wise, was 35.4 percent. 

Mr. Savace. I think the statistics that I have are the most reliable that can 
be had. I wouldn’t say that 67 percent of the rents haven’t been raised because 
I think that is entirely possible. I wouldn’t quarrel with the figure if they said 
all rents had gone up some. 

Mr. Parman. You think 35.4 would probably be in line with what was justified. 

Mr. Savace. I don’t think that is true. I think the rents which have been 
raised have averaged a raise of between 18 and 19 percent. 

Mr. Parman. This says 35.4 average. 

Mr. Savace. We are talking about two things. One is the number of total 
rental units which have had any increase. I don’t quarrel with that figure. I 
think most of them should have been increased, perhaps. 

Mr. PatMan. Here is a figure that corroborates yours. The average percentage 
increase in the general rent level includes rents which did not increase, and makes 
the over-all average 25.5 percent. 

I think the accurate figure would be about 18 points something. 

Mr. Parman. I don’t know what report you are looking at, and if it is dated 
this year, it is probably a later report, and if it is from the Bureau of Labor 
Statisties—— 

Mr. PatMaNn. Survey period April 15, 1949 to November 15, 1949. 
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Mr. Savace. There was one report released last vear, which because I found 
had a local origin, was hopelessly inaccurate. And that is the one which got on 
a national wire service and which I had so much trouble correcting. 

But the local newspaper called the local office of the Housing Expediter and 
found out about it—it is a matter of public record—and they took all the com- 
plaints that came in from the CIO, all the telephone complaints, and put those 
together, and in answer to the specific question as to whether there were any 
duplications they said they had had no way of eliminating the duplications, so 
that first release would not be an accurate report. 

Mr. Parman. May I ask vou to take this testimony of Mr. Woods, and also 
this exhibit which disloses the information that I have mentioned here, and if 
you have any statement to make concerning it, you may file it for the record. 
” Task unanimous consent that Mayor Savage do that if he desires, Mr. Chairman. 

The CHAIRMAN. He may do that if he desires. 

Are there any further questions? 

Mr. Nicuouson. Isn’t the whole State of Texas decontrolled now, Mr. Mayor? 

Mr. SavaGce. Now, yes, it is. We decontrolled in June. The entire State 
decontrolled later that vear. But we led the State by some 3 or 4 months. 

Mr. NicuHotson. This bill, then, would give you the opportunity to go against 
the law of Texas and have the Federal Government take care of the city of 
Dallas, instead of under the laws of the State of Texas? 

Mr. Savace. I am not familiar with the bill before you. 

Mr. Parman. I think you are mistaken, Mr. Nicholson. All of Texas is 
decontrolled, including Dallas. 

The CuHairMAN. It is decontrolled by State action. 

Mr. ParmMan. Yes. Of course, Dallas decontrolled through local action first, 
before the State did. 

Mr. NicHotson. Yes. 

The CuatrMan. This bill wouldn’t have anv effect on the State of Texas. 

Mr. Nicwouson. Dallas was decontrolled four months before the State was 
decontrolled? 

Mr. Savace. That is correct. 

Mr. Nicnoutson. And when it was decontrolled, conditions weren’t as they 
have been pictured to this committee and the Senate committee for years? 

Mr. Savace. Mr. Nicholson, if the conditions in Dallas were so bad, the State 
of Texas would not have decontrolled the entire State, which it did after we had 
had our decontrol experiment. 

Mr. Nicnouson. Well, generally, has it been the experience in Texas that this 
decontrol has not hurt or has hurt? 

Mr. Savace. It has not hurt. As a matter of fact, you can read the advertise- 
ments for rental units offered to the public, and my committee also gave me this 
report—and they far exceed, today, the amount of classified advertising for 
available units that was offered prior to decontrol. 

Mr. Nicnouson. That is all. 

The CuatrMan. Mr. Mayor, you wouldn’t object to cities that feel they have 
a necessity for the continuation of rent control, exercising that power, would you? 

Mr. Savace. Mr. Chairman, I would be presumptuous if I came before this 
committee and offered anything except a report on what conditions in Dallas are 
and told you what Dallas wants. I am not getting out of my jurisdiction, sir. 

The CHarRMAN. Very well, you may stand aside, Mr. Mayor. We are very 
glad to have your views. 

You may make such comment for the record as you desire concerning the 
question raised by Mr. Patman, and it will be inserted in the record. 


Mr. Mutrer. May I ask Mr. Russell a question? 

You gave us exhibit B in which you list various items on a land- 
lord’s petition for an increase in rent. Where is that property lo- 
cated? Or is that just a fictitious case? 

Mr. Russeuu. No, this is a building located in Boston. 

Mr. Mutter. In Boston? 

Mr. Russeuu. Yes, sir. It contains 27 housing units. 

It comes from the files of a lawyer and CPA in Boston, who handles 
our petition. He had this particular building, and he gave it to me 
as an example. With your permission, I would like to run through 
this exhibit and show you how it works. 
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Mr. Mutter. An example of what? 

Mr. Russetu. Of how the fair net operating income works. 

Mr. Mutter. What is the assessed valuation of that property. 

Mr. Russexu. It doesn’t give that, but 

Mr. Mutter. What did the property cost? 

Mr. RussE.u. It doesn’t give those values here. 

Mr. Mutter. What has the owner of the property invested in it? 

Mr. Russetu. I don’t know. He doesn’t quote those figures. He 
simply takes the income and applies the fair net operating income 
formula to the income, and works it out in column 1, as the fair net 
operating income formula worked up until June 1950. Then the 
formula was changed. He now works it out under the changed 
formula in column 2. 

Under the first formula it showed that under the fair net operating 
income, that property should have received an increase in rent of 
$3,635.53. Under the new formula, which was established in June 
1950 the owner would receive absolutely no increase in rent at all 

Mr. Mutrer. What is the tax rate in Boston? 

Mr. Russeuui. About $66 per thousand. 

Mr. Mvuurer. Do you know what the ratio of assessed valuation 
to true value is? Is it 50 percent of a hundred percent? 

Mr. Russeuu. In Boston, it is supposed to be the fair market 
value. That is, it is not necessarily so, but it is supposed to be. 

Mr. Mutter. I venture to suggest that these real estate taxes are 
not accurate. I would like to see the bill. 

Mr. Russevu. Do you mean the tax bill? 

Mr. Mutter. Yes, sir. 

Mr. Russeuu. Certainly it is. It is made out by a CPA. He 
would have no reason to—— 

Mr. Mutrer. He might have had no reason to, but it is very 
simple to make a mistake and put the decimal point in the wrong 
place without any intent to do it. 

Mr. McKinnon. Can’t you arrive at your valuation, Mr. Russell, 
by the depreciation figure here of $2,600? 

Mr. Russeiu. Well, we must take at least 2 percent depreciation. 
It might be 3 or 34%. It is a little difficult to say. 

Mr. McKinnon. We have a depreciation factor here of $2,600. 
I thought you could arrive at what the man paid for his property for 
the benefit of Mr. Multer by using that. 

Mr. Russexu. Well, the minimum would be 2 percent. Of course, 
you can arrive at it in another way. The value of the property is 
probably about five times the gross income. That is another way. 

The CHatrMan. If there is nothing further, you may stand aside, 
Mr. Russell. 

Call the next witness, Mr. Clerk. 

Mr. Hatianan. The next witness is Mr. William Schmidt, presi- 
dent of the Property Owners Association of America. 





STATEMENT OF WILLIAM SCHMIDT, PRESIDENT, PROPERTY 
OWNERS ASSOCIATION OF AMERICA 


Mr. Scumipt. Mr. Chairman and members of the committee, I am 
the president of the Property Owners Association of America. This 
organization consists principally of small landlords. We have very 
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few members with large units. I appreciate this opportunity to be 
heard before you. 

When I testified before you the last time, I sure thought that there 
would be no further rent-control legislation. Now we have a bill 
before us which completely negates our Constitution and the Bill of 
Rights. It leaves absolutely no vestige of any kind of right for either 
a property owner or a tenant. The entire industry is at the discretion 
of the President or those to whom he may delegate or redelegate 
legislative powers which the Constitution has reserved for your exclu- 
sive exercise. It stands to reason that under such a system many 
unjust and unfair and unequitable things will be done by these 
political appointees to the citizens of the United States. 

This law contains absolutely no remedy. The only provision in 
it provides that a citizen may make a protest in the form of a written 
affidavit, or other written evidence. There is no hearing of any 
kind provided for. The President is ordered to answer this protest 
within a period of 30 days and either grant it or deny it. In the 
case that he fails to do so, this law provides that the complainant 
may seek redress through the emergency court of appeals. However, 
this emergency court of appeals is given no power to remedy the 
complaint or to consider the merits thereof, but can only fix some 
additional time in which the President is supposed to answer this 
complaint. Then a provision is added which is the crowning of 
this insult to the American people. 

It merely provides that if the President completely ignores the 
protest, then it will be denied. That certainly reduces the rights of a 
citizen to the zero point and represents an abdication of the legislative 
powers by the Congress of the United States. Furthermore, it closes 
for a citizen access to the courts. 

Our organization cannot see any merit in rent control and we have 
never been able to appreciate the necessity of rent control at any time, 
Now this may seem like a startling statement to you and in explana- 
tion to this statement I wish to call your attention to the statement 
on “Rent Control in War and Peace,” a copy of which we have attached 
to this statement. 

I hope that you will permit it to go into the record. This statement 
contains a detailed analysis of the housing situation in 231 cities. 
All of these figures are based upon the United States Census Bureau 
report for 1940 and 1950. They show completely that the American 
people have had an increasing supply of housing available to them at 
all times and in all places. Now this is an undisputable fact. Of 
course people will say “I cannot get a flat.’”” The only reason that 
they cannot get a flat is because they have purchasing power far in 
excess of the available supply. If they were willing to restrict their 
purchases to the same amount of space in 1950 that they inhabitated 
or bought in 1940, we would have a definite surplus of housing at all 
times and at all places. 

Due to the complaints of people like myself each Congress has 
been trying to ameliorate the conditions for the property owners by 
putting certain relief into the law at various times. For instance, 
first an owner was given the right to occupy his own property. Then 
you passed a provision that the rents should be sufficiently high that 
the owners should not lose money. Then the House of Representa- 
tives actually passed a law providing for a fair return on a fair value, 
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but the compromise bill changed it to a fair net operating income 
formula. This should really mean the same thing as a fair return on 
a fair value, but the Housing Expediter has twisted this formula into 
a perpetuance of the distressed conditions of the property owner. 

Afterward came the much-disputed provision for the local option. 
Under these local-option laws the controlled housing accommodations 
have been reduced to less than 50 percent of what they were when they 
started. 

Now it is proposed in this bill to strike out all of these protective 
features and to bring under control even new accommodations and 
commercial buildings. It was only the other day that the Housing 
Expediter publicly proclaimed that they were absolutely not consid- 
ering any control of new construction. 

If we have a government of the people, by the people and for the 
people and because we are still retaining the habit of electing a new 
House every 2 years and one-third of the Senate every 2 years, it 
seems very strange that this legislation continues to be passed year 
after year. The fact that more than half of the people of the United 
States have freed themselves from rent control by local option defi- 
nitely proves that rent control is not popular and has no appeal to the 
voter. This may also seem a startling statement to you. 

Please consider the last election and you will notice that practically 
every advocate of rent control was snowed under. Witness the defeat 
of two of the most powerful members of the Senate, namely, Scott 
W. Lueas, of Illinois, and Francis Mvers, of Pennsylvania. In my 
home town four Democratic advocates of rent control, prominently 
led by Barrett O'Hara, went down in defeat because of their advocacy 
of rent control. Representative Yates, another strong advocate of 
rent control, was reelected by the slimmest possible margin. While 
on the other hand, Representative Richard Hoffman, of Chicago, the 
only Chicago Representative that voted against the extension of rent 
control, received an overwhelming vote for reelection. Many other 
examples can be cited showing that rent control is not at all as popular 
among all classes as it is supposed to be. 

Mr. Mutrer. What happened to Mr. Sabath? 

Mr. Scumipr. Well, I don’t know whether I should say this, but I 
think Mr. Sabath was elected in a district where he has been elected 
for many years where most of the citizens suspect that the votes are 
not very honestly counted. 

Mr. Murer. You mean that is the way Sabath has been getting 
himself elected? 

Mr. Scumipr. I am not accusing Sabath of having anything to do 
with it, but I say he is in a district where the machine that controls 
it does not conduct the election any too honestly. 

Mr. Mutrer. Maybe the rest of the Members of Congress ought to 
consult with Mr. Sabath in order to find out how to continue our- 
selves here as long as he has been here. 

How about Mr. Dawson? He advocated rent control. 

Mr. Scumipr. Well, I don’t know what his decrease or increase in 
vote was. Did he show a great increase in votes? 

Mr. Muvrer. I don’t know what the figures are. 

Mr. Scumipr. Well, I haven’t got all the detailed figures. But I 
definitely feel that anvone advocating rent control, instead of building 
up his political standing with the “people, is courting his political 
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death. That is my considered opinion, and that will apply to Mr. 
Dawson, Mr. Sabath, and others. 

Mr. Mutrer. You don’t mind if some of us disagree with the reason 
you attribute to the cause of the defeat of the men you mentioned? 
I don’t think it was rent control at all. 

Mr. Scumipt. I would agree with you that there is not any one 
single factor. Let me put it this way: that the people are dissatisfied 
with the encroachment of the Government on the individual rights of 
citizens. 

We as the property owners have had the worst of that. The other 
people haven’t had it. But they showed, in 1946, that they did not 
like these controls. 

I heard in public meetings, some young people say, “I don’t like it. 
I want to go to the drug store to buy a toothbrush or a roll of toilet 
paper and I can’t and I am sore about it.” 

Mr. Mvutter. Let me tell you something. My district is com- 
prised of at least as many landlords, if not more, than tenants. Most 
of my district is made up of property owners. 

Mr. Scumipr. That is in New York? 

Mr. Mutter. In Brooklyn. 

Mr. Scumrpt. Yes, sir. 

Mr. Mutter. And I received more votes percentagewise the last 
time I ran, advocating rent control, that I did 2 years before that. 

Mr. Scumipr. Let me say this to you: My understanding is that 
rent control in New York came in a year or two after the rest of the 
country: that is one factor. 

The other factor is that rents were not as low in your section, and 
had a chance to recover some, before you clamped controls on them. 

For instance, Mr. Russell has no members in New York and we 
have no members in New York and we wonder why. 

Mr. Mutter. I will tell you why. 

Mr. Scumipt. My personal opinion is that the landlord is treated 
more fairly in New York than in the rest of the country. 

Mr. Mutrer. I will tell you why the New York landlords are not 
members of your associations and that is because they come in here, 
and did each year, and say, ‘‘We advocate rent control but we want 
fair rent control.’’ That is their position in New York. They are 
satisfied that they are getting fair rent control. Incidentally, the 
tenants think otherwise. 

Mr. Scumipt. Whether it is one way or the other, I don’t think 
they are as much oppressed as other landlords in other sections of the 
country. 

Mr. Mutrer. Because they cooperate and try to show how to 
administer the rent control law fairly so it doesn’t hurt them. 

Mr. Scumipr. I will be glad to do that and show you that. I will 
give you a simple formula. Give the landlord operating expense and 
$6.60 per thousand of valuation. You put that formula into effect, 
and you will have a free market condition, because the average man 
will not pay that much. 

I believe it was you, Mr. McKinnon, who wanted to say today that 
a man should build a house for $8,000 and rent it for $55 a month. 
I don’t know what business you are in, but vou certainly ought to 
know that you cannot invest $8,000 in a house and rent it for $50. 
Where have you been? 
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Mr. McKinnon. You would have to get about $65 a month. 

Mr. Scumipt. I would say you would have to get close to $75 a 
month for that, because you see the owner has to pay the taxes, the 
depreciation, and has to take care of the repairs, and you ought to 
get some interest on your money, 5 percent on your money. 

Now, 5 percent on $7,500 is in the neighborhood of $30 a month 
alone. 

Mr. McKinnon. Mr. Schmidt, I was using that as an illustration. 
But when they came in and began to ask the Government for a little 
bit of help, then immediately they were giving up certain parts of their 
freedom, and in turn would have to accept a certain part of control. 

Mr. Scumipt. Well, I’m not in favor of either one. I think the 
Government should give them no help and leave them alone, and that 
will take care of the problem. 

Mr. McKinnon. You want free enterprise pure and simple? 

Mr. Scumipt. That is right. 

Mr. McKinnon. When they start compromising and come in seek- 
ing Government aid, they have got to expect the liability side of the 
picture, which is Government control. 

Mr. Scumipr. I agree with you. I think we should have neither one. 

May I proceed? 

Mr. Mutter. Go ahead. 

Mr. Scumipr. | think I know the reason for this turn of events. 
It seems that our people are changing their minds on many of these 
issues and our politicians are as usual somewhat behind. It seems to 
be that they do not correctly judge the temper of the people and they 
have another misconception about the voter. 

A prominent statesman said some time ago that one-third of the 
American people were ill-clothed, ill-housed, and ill-fed. This state- 
ment was an exaggeration, even if it had been made during the depths 
of the depression. I would say it follows logically that two-thirds of 
the American people are well-clothed, well-housed, and well-fed. 
Therefore it seems very strange to me that the entire tendency of the 
Government seems to be to take away from two-thirds of the people 
and give what really belongs to them over to one-third of the people. 
Now that certainly is not a likely or a fair or an intelligent procedure 
and the voters are going to correct this situation. This is all the more 
probable since in addition to taking away from the two-thirds and 
giving to the one-third, the Constitution and the Bill of Rights are 
destroyed and access to the courts is denied. Delegation of so much 
discretionary powers to political appointees is simply undiluted tyr- 
anny and the American people are not going to stand for it. 

In the State of Illinois 60 percent of the State’s income is being used 
for charity purposes. If the majority of the people ever find this out, 
there certainly will be a radical change. 

It seems that at the present time the majority of the Senate and the 
House feel that they must control prices, wages, and rents. To my 
mind that is a very mistaken attitude. We either have controls 
through economic law or controls through bureaucracy. We feel that 
the control by economic law is far superior to that by bureaucrats. In 
other words, fluctuations in prices and wages are necessary because 
they are the directing force by which a free society provides for 
increased or decreased production of certain articles and also by which 
a free society provides for shifts in the labor forces in accordance with 
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its needs and without infringing upon the liberties or the inalienable 
rights of any citizens. 

If you substitute for this economic law the feeble brains of our 
political administrators, you will decrease the productive power of the 
American people. 

A system of centralized control, even if it were directed by the 
people of the highest possible integrity would be a miserable failure 
compared with our system of free enterprise. The greatest asset this 
Nation has is the abundance of leadership and individual initiative of 
its people. Do not shackle this leadership and destroy this initiative 
or you will bring American down to the same level as the low efficiency 
of a totalitarian government. 

The so-called reputation for efficiency that these totalitarian 
governments are supposed to have isa myth. In every war we ever 
had, it has been shown that our troops quickly become superior to the 
forces of the totalitarian governments and that the quality and quan- 
tity of our weapons soon exceeds the best our enemies have to offer. 
This result can only be explained by these superior qualities of leader- 
ship and initiative that a free people such as ours possess. If you want 
the American people to be prepared for what is coming, do not shackle 
them, and if you must legislate on anything embody the principles of 
justice and equality in the law itself and limit the discretionary 
authority of political appointees. If you entrust these agencies with 
the exercise of your legislative powers, you should protect the citizens 
against the mistakes of these bureaucrats. The Government of the 
United States shall be fully responsible for the mistakes of its agents 
and fair compensation should be paid to any victims of these bureauc- 
racies. Whether these mistakes are due to corrpution or incompetence 
should not make any difference. Injunctions should not be granted 
without providing a bond to protect the possible victim of such an 
injunction. 

Rent control has benefited no one. It has had a twofold effect. 
Many dwellings that might be for rent today are owner-occupied 
because of individual or cooperative sales. 

Mr. Mutrer. Do you mean that people have bought their homes 
instead of renting? 

Mr. Scumipt. Yes; there were several millions of homes that were 
on the market for rent in 1940. Then rents were frozen, and the 
owners saved their necks by selling these houses. 

Mr. Mutter. Now, instead of a tenant living in those houses, 
owners are living there. 

Mr. Scumipt. That is right. 

Mr. Mutter. Is that a bad thing? 

Mr. Scumipt. I am saying here—you interrupted me—that is a 
beneficial result. I am glad of that, and I hope, if you keep on rent 
control, that ultimately we will have nothing but owners in the 
United States, and I think it can be done. 

I myself have made my particular property a co-op, and the people 
in there don’t intend to stay there for 20 years, as the contract with 
me provides for. They are moving out constantly, and selling the 
property that I sold to them, on very liberal terms, they are selling to 
a fellow citizen for higher terms than what I sold it to them for. 

I will give you details if you wish. 
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Mr. Mutter. Don’t you want to delete that sentence you just read, 
“Rent control has benefited no one’? It has benefited those people. 

Mr. Scumipr. Well, I say that is an effect that was not intended. 
It has not benefited any tenant. I think it has benefited the country 
to the extent that we have more owners instead of tenants. I definitely 
think an owner makes a better citizen than a tenant. 

Mr. Muurer. Then we have made better citizens of these tenants. 

Mr. Scumipr. Yes. But I don’t give you credit for good intentions. 
It is a byproduct you didn’t plan on. 

Mr. McKinnon. Mr. Schmidt, would you say, in vour experience, 
that shelter for shelter, comparable shelter, that home ownership is 
cheaper than rental? 

Mr. Scamipr. On the contrary. All the time, for 20 or 30 years, 
I have heard that it is cheaper to rent than to buy. 

Mr. McKinnon. Cheaper to rent? 

Mr. Scumrpr. It is cheaper to rent, yes. 

Mr. McKrnnon. Several authorities tell me it is cheaper to own. 

Mr. Scumipt. No. You would think, since everybody talks about 
the greedy landlord, that that is the case, but I venture to say that 
it is Just the other way around. When a tenant gets, for $50 or $60 
a month, five rooms, with steam heat and so on, builds himself a 
five-room house, he finds out that it costs him at least a hundred 
dollars a month, after he owns the premises. 

Mr. McKinnon. If you build two units today, one for rent and 
one for sale-——— 

Mr. Scumipr. I think if the rental were fair, it would be about the 
same as the sales price, because if the man sells it, either in the down 
payment or in the monthly payments he must and should receive the 
depreciation, so that at the end of 20, 30, or 40 years, he gets his 
capital back; is that right? 

Mr. McKinnon. That is right. 

Mr. Scumipr. Likewise, if I rent it to you, the rent should also be 
that way. But the market condition has been such that the rental 
was cheaper. That is unfair. 

Mr. McKinnon. Let’s take these two units that were built at 
the same price. You sell one and rent the other. If you are renting 
the one, you are not only charging a depreciation factor, which 
holds true for both houses, but you are charging a vacancy factor, 
and an upkeep factor, you are charging—well, you do charge a vacancy 
factor, don’t you? 

Mr. Scumipr. My dear friend, you have the idea that the owner of a 
property—like other people on the committee—that a man can just 
take a piece of paper and say, “This is the rent I ought to get and that 
is what I want.” 

That is one thing. But then what does the market do to vou? 

Mr. McKinnon. Well, you are allowed that in your FHA financing, 
are you not? 

Mr. Scumipr. That doesn’t mean anything. Supposing they say 
I can charge $60 a month rent and the people won’t pay me. 

Mr. Mvuirer. Do you know of any such instance as where the 
people won't pay the rent allowed by FHA? 

Mr. Scumipr. I know of many thousands of instances at different 
times and different places. 
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I would say at this particular time, you can probably rent it. 1] 
thought we were talking in general terms. If you were to ask me is it 
cheaper to rent today, if I rent a new piece of property, today, then 
I would say it probably costs me as much or more to rent. 

But if you were to ask me about the average condition over the last 
20 or 20 years—— 

Mr. McKinnon. We are talking about a situation that exists 
today. 

Mr. Scumipr. Then I will change my statement. 

Mr. McKinnon. As I pointed out, you built two houses, one for 
sale and one for rent. The man who is moving into the rental unit is 
going to pay more money out of his pocket than the man who buys. 
Isn’t that true? 

Mr. Scumipt. I wouldn’t know. I think it would be pretty nearly 
equal. 

Mr. McKinnon. You have got certain management factors on 
your rental housing that vou don’t have on your home ownership. 
A man who is buying is going to take a little better care of his place 
than one who is renting, and do more of the repair work with his own 
efforts. 

Mr. Scumipr. Are you talking about individual houses? 

Mr. McKinnon. Yes. 

Mr. Scumipt. Well, there is no management factor. 

Mr. McKinnon. There certainly is. If you are renting a place 
you are going to have certain management costs, if you maintain it 
and especially if you have 15 or 20 of them. 

Mr. Scumipt. But that is very small compared to a multiple unit, 
where you have to hire a janitor, where you have decorating, and so 
forth. In an individual home vou don’t have to render that service 
and you don’t have anywhere near the management that you need 
for multiple houses. 

Mr. McKinnon. Irrespective, if a man owns a hundred units that 
he is renting, a hundred individual units, or one building with a hun- 
dred units in it, he is going to have management costs. 

Mr. Scumipr. But the management costs will be radically different. 

Mr. McKinnon. But there is a management factor, is there not? 

Mr. Scumipr. There is a management factor. 

Mr. McKinnon. That is what I say. There is a management cost 
on that particular unit. 

Mr. Scumipr. But it is not the same. 

Mr. McKinnon. | didn’t say it was the same. 

Mr. Muurer. He is not talking about the cost of maintenance. 
He is talking about the cost of management. 

Mr. Scumipt. Well, there is also a big difference in the cost of 
maintenance. 

Mr. Muurer. That is right, but that is another item. He is now 
saving that whether you have a hundred separate units or a hundred 
units on one buildmg, vou have a management cost. 

Mr. Scumipr. Yes. 

Mr. Mutrer. That is the point Mr. McKinnon was trying to make. 

Mr. Scumipt. All right. 

Mr. McKinnon. You have got certain savings, where a man moves 
in and starts to buy his own home, over what another man is going to 
pay for a comparable house which he is renting. Because a landlord 
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has to have a management factor figured in, and has to have a certain 
maintenance cost figured in, those items added up are going to amount 
to more money that the renter is going to pay than the man buying 
his own home. Because in many cases the man buying his own home 
will take better care of the property. The owner often will make his 
own repairs, where the landlord must pay that cost in a rental unit 
and then reflect that type of cost in the rent. 

So home ownership is a little bit cheaper, and you get a lower 
payment than you do on rentals. 

Mr. Scumipt. I would answer ‘‘Yes”’ to that question, at the present 
time, and comparing new properties, ‘‘Yes.”’ 

Mr. McKinnon. That is what I say. 

Mr. Scumipr. But if you were to compare a new home and a con- 
trolled property 

Mr. McKinnon. We are comparing apples and apples and not 
apples and oranges. 

Mr. Scumipr. Well, we are comparing homes and homes, old or new. 

That is definitely a beneficial result due to rent control. Second, 
the construction of new rental dwellings throughout the country has 
been a small fraction of what the construction would have been if 
rent control had not destroyed all incentive for risk capital to flow 
into this industry. This has definitely deprived the American people 
of a large number of rental units. The few rental units that have been 
built have been financed by the United States Government. They 
take all the risk and that is not a desirable development. 

Many legislators think that when they legislate for the general 
welfare it is unimportant what becomes of the rights of the individual 
and the Constitution and the Bill of Rights. I would say that the 
first requirement of the general welfare is the maintenance of our 
constitutional freedom and if the preservation of the individual rights 
of our citizens are destroyed, nothing will be of value. 

It is possible to legislate for the general welfare and benefit of the 
people within the framework of our Constitution. 

You have taken an oath to uphold this Constitution and you should 
not abdicate the powers that were given to you by this instrument. 
You should legislate yourself and not place the discretionary powers 
into the hands of administrative appointees and give them the right 
to interfere with the life, liberty, and property of the individual citizen. 
“Equal justice for all’ is the motto of our Supreme Court. This 
motto becomes a farce when political henchmen have control over a 
citizen’s life, liberty, and property. We want a rule of law and not 
a rule of men. 

If you abdicate your legislative functions by handing it over to the 
administration, you are liable to be repudiated at the polls. Remem- 
ber the last election. 

(The exhibits are as follows:) 





RENT ContTrROL IN WAR AND PEACE 
(By John and Richard Usher) 


This pamphlet contains the United States Bureau of Census figures on housing 
and population for 1940-50. Individual comparable figures for the 231 largest 
cities listed herein reveal exactly what has happened to our housing during rent 
control. The United States isnow completing its ninth year of Federal rent con- 
trol. As in the past, the Housing Expediter again requests that it be renewed, 
expanded, and strengthened. 
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The year 1951 finds this country facing serious problems and it is time we stop 
and carefully consider the history and effect of this un-American so-called war 
emergency legislation. 


OVERSUPPLY IN WORLD WAR I 


First, let’s look at what happened during World War I when the economy of 
the country operated without the interference of controls or rationing. According 
to the United States Bureau of Labor Statistics, we find that for the years 1913, 
1914, 1915, and 1916 the general price structure, including rent, was gradually 
rising. We entered the war in April of 1917 and by December 1917, rent through- 
out the United States had dropped to where all of the gain of the previous 4 years 
had been wiped out, while the price of everything else in the economy had con- 
tinued to rise. 

This drop in rents came about due to the added vacancies that occurred. These 
vacancies came about because of the expansion of the Armed Forces which auto- 
matically reduced the civilian population. During World War I, as in World 
War II, the people had a great increase in dollar income, but their spending was 
not controlled or channeled. When left to their own choosing, they directed 
nearly all of their excess money to consumer goods rather than to housing. From 
the beginning to the end of the war the progressive expansion of the amount of 
spendable money had increased the all-item price index 39 percent. Of course, 
this greatly added to the landlords’ costs; nevertheless, the index on rent only 
had risen Jess than 3 percent during this period. 


DECEPTIVE SHORTAGE IN WORLD WAR II 


It is very important to remember that there was never a national housing 
shortage in the United States prior to rent control, and, that the shortage devel- 
oped within 1 year after rent control was inaugurated. 

The law, as originally passed, was intended to keep rents from skyrocketing in 
industrial war centers where great increases in population were contemplated. 
Disregarding the clear intent of the law, its purpose was quickly expanded to the 
control of nearly every rental dwelling in the United States regardless of its con- 
nection with the war industry or any increase in population. 

After the war’s end, Federal rent control was extended, first, because of the 
housing shortage, next, to stop inflation, next, because of a rental housing shortage 
(there was no shortage of homes for sale), and the last time it was because the 
Expediter claimed there was a shortage of rental units for the low and middle 
income groups. 

Regardless of statements made by the Expediter, labor groups or social workers, 
the only authentic figures accurately revealing the true housing situation are 
those issued by the United States Bureau of Census. 

The recent booklets issued by the United States Bureau of Census completely 
cover every person and dwelling in the United States for 1950. Using these 
figures along with those of 1940 we see the effect rent control has had on our 
housing situation throughout the Nation. It will surprise many to find that: 

(a) The number of dwellings increased 23.6 percent. 

(b) The population increased only 14.5 percent (the second smallest percentage 
gain in the Nation’s history.) 

(c) The number of vacant dwellings increased from 2.5 to 3.4 million. 

(d) The number of dwellings occupied by owners increased 8.2 million. 

(e) The number of dwellings occupied by tenants decreased 0.5 million. (This 
decrease in occupied rental dwellings added to the hundreds of thousands of 
vacant dwellings for rent in 1940 reveals the tremendous loss of rental dwellings 
available.) 

(f) The increase in the number of dwellings exceeded by 2 million the increase 
in families. 

In 1950 there was the astounding total of 3.9 million dwellings occupied by 
only one person. This represents an increase of over 45 percent. (These single 
occupancy dwellings are heavily concentrated in the large cities still under rent 
control.) We now have a total of 7.3 million dwellings vacant or occupied by 
only one person. 

A SIMPLE REVEALING PROBLEM 


These Government figures are hard to believe unless we are shown exactly 
what happened. To aid in understanding this paradox let’s first consider a simple 
mathematical problem. When over 10,000,000 persons are taken out of their 
homes and put in servicemen’s camps or sent overseas, as was done during World 
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War II, is there an increase or decrease in the housing for the balance of the people? 
Tn a free economy there ean be only one logical answer. We increase the housing 
for the balance of the people. How then was it possible to develop an apparent 
national housing shortage so quickly during World War II? We started with a 
considerable number of vacancies and logically we should have increased this 
number as we did during World War I. 

The answer is that this shortage came about only because of a controlled econ- 
omy. We froze rent at a low level in 1942 and almost simultaneously forced up 
wages to nearly double their former rate. We also added more workers per house- 
hold which increased the purchasing power of many familiés. 

With the large surplus of money, the people sought to buy things they desired, 
but we stopped the manufacture and sale of most of these items and rationed 
nearly everything else of importance. The one important thing we did not ration 
was rental housing and, therefore, the Government actually channeled this excess 
money into rental housing. In‘only a matter of months the people spread out and 
took up all of the rental housing available. Working girls, bachelors, widows, 
widowers, and divorced people who shared occupancy and divided rent, each took 
his own individual dwelling. Married couples without children also spread out 
into larger apartments. By 1943 we had created a progressively false national 
housing shortage—the more that went to war, the more the remaining civilians 
could and did spread out. With increased costs and frozen rents, the owners 
found it more practical, because of wear and tear, to rent to the least number of 
persons every time a vacancy occurred. This added further to the false shortage. 


RENTAL UNITS DECREASE 


Prior to rent control, great numbers of single dwelling structures were rental 
units. When rents were frozen on these dwellings it was not long before owners 
found it more profitable to sell them. Individual homes were the one type of 
rental units that buyers could get possession of by forcing out the renter. Hun- 
dreds of thousands of these rental homes were progressively sold and taken out of 
the rental market. Occupants renting them were evicted by the new owner. 
In many cases, the evicted renters, in turn, bought a dwelling and evicted another 
renter. 

This progressive buying, singly and by joint ownership of two- or three-unit 
apartment buildings, continues to take many rental units out of the market. 


HOARDING HOUSING 


Having seen how this great maldistribution occurred, it is readily understood 
that the most important figure to consider is the national figure of 3.9 million 
dwellings occupied by only one person. Surely this startling 3.9 million dwellings 
occupied by only one person was not due to their purchase of a dwelling. The 
tremendous increase in single occupancy was the result of single persons replacing 
families in dwellings. It is obvious that only under the protection of rent control 
have these individuals been able to spread out and cause this maldistribution of 
housing. These single people used to share apartments or private rooms and 
would quickly do so again in a free market. They are actually hoarding housing 
with Government protection. Remove rent control, and, with a nominal in- 
crease in rent, our Nation will quickly create hundreds of thousands of vacancies. 
Additional thousands of rental dwellings now being held off the market only 
because of rent control would again be offered to the public. 


AMPLE HOUSING EXCEPT CONTROLLED 


Further considering the so-called housing shortage, we know that there is a 
great surplus of vacant houses for sale in nearly every large city in the United 
States. There is also a surplus of hotel accommodations and private rooms for 
rent. There are also many new and decontrolled apartments for rent. Vacant 
apartments built before 1942 are still scarce, and always will be, while they are 
being sold at a false low price as compared to any of the above housing accommo- 
dations which are priced in a free market. 

Everyone looking for housing will continue to try to get one of the bargains 
under rent control. Only those frozen out will rent or buy in the free market 
which is abnormally high only because of rent control. How can we ever aceumu- 
late vacancies in the bargain, frozen units? Millions of vacancies have occurred 
during the last 7 years, but the Government has forced the owners to offer these 
vacancies at false bargain prices. Fortunately for the owner, he could pick the 
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tenant to give his bargain to and so, naturally, he picked the smallest family 
with the greatest wealth and influence. 

Large families without money or influence really need rental units, but they 
are frozen out and forced to rent decontrolled units or buy homes on an unsound 
basis. We will always have this so-called housing shortage under these controls 
and the middle- and low-income groups can never expect to get frozen rental units 
under the law. 

MILLIONS UNFAIRLY TREATED 


Any check of the treatment of owners under rent control will show that this 
law has been the most unfair law ever enforced in this country. The records show 
clearly that until the 1949 act was passed, no owner could even claim a hardship 
unless his net dollar income was substantially less than it was in 1942. In the 
meantime, because the general price structure had almost doubled, the owners 
dollars would buy only half of what they would in 1942. Thus, the owner’s pur- 
chasing power was frozen at a maximum of one-half of what it was prior to rent 
control, 

The Expediter’s formula for the 1949 Fair Net Income Act is unfair and ridicu- 
lous. No attention whatever is paid to the figures on the owner’s sworn in- 
come-tax returns. Not even the most rabid advocates of low rates for public 
utilities have ever dreamed of figuring net returns so low as does this plan of the 
Expediter’s. Under his method, no consideration whatever is given the value of 
the property and no interest on the mortgage is allowed to be used in calculating 
operating costs. 

Is it good for our Government to make millions of good, frugal citizens subsidize 
others who may be rich, indolent, or otherwise? That is what we are doing. 
Was it fair to single out owners and say to them: ‘“‘Your net dollar income shall 
be the same or less than it was in 1942, while all others shall have no limit on their 
income?” 

Today we help labor and farmers get higher than a free market price and let 
everyone else, except owners, sell their labor or products at the highest price 
in our history. If an owner leases to a renter willing and anxious to pay a 
fair price slightly higher than the frozen rental he is brought into the Federal 
court and tried for his great crime like a kidnaper, bank robber, or dope peddler. 
Does this sound like America? 


UNAMBERICAN THINKING AND PROPAGANDA 


For the last 3 vears the Housing Expediter’s office and his allied pressure 
groups have filled the records of the congressional hearings with the predictions 
of dire things that would happen if rent control was removed (mass evictions, 
riots, eve.). On checking the records, we find that many of these groups who 
were for rent control have been expelled from the main body, because of Com- 
munist leadership. These Communists believed in socialized housing and were, 
and still are, desperately trying to carry on rent contro!. 

The proponents of this unnecessary, unfair, and un-American law know that 
it can only endure under a strong, central-powered police state where recourse 
is far removed from those enshackled. 

These same groups cry out against the use of Federal injunctions to stop riots 
and civil commotion in labor troubles, but highly endorse reducing the dignity of 
Federal injunctions to that of parking arrest slips by requesting and getting 
Federal injunctions for petty voercharges of rent. It is hard to understand how 
these groups can insist on collective bargaining between labor groups and em- 
plovers and, at the same time, favor a lwa making it a Federal offense for indi- 
viduals to voluntarily enter into personal contracts on housing without the pro- 
visions, rules and prices laid down by a Federal dictator. 

At no time has the Expediter suggested that an owner’s net dollar income should 
give him the same purchasing power he had in 1942. At no time has he suggested 
that owners and renters (even the rich ones) be allowed to make a mutually 
agreed Jease. He says he must protect the lower income group, but actually, he 
wants to control all housing. 


PERPETUATING HIMSELF 


Each year owners have suggested that vacancies being held off the market 
and those that come on the mraket be decontrolled. They hafe also suggested 
that all single oecupancy dwellings or large dwellings that are not properly 
occupied be decontro!tled, thus curing the maldistribution and the so-called 
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shortage. These suggestions have all been vigorously opposed by the Expediter. 
Under the local option rule he has used every technicality to avoid having cities 
terminate rent control, but in spite of him, over 40 percent of the 231 largest 
cities in the country have freed themselves of ths control. Twenty-four of these 
231 cities have lost population but gained housing, nevertheless, they are among 
those still under Federal control. It is crystal clear that the Expediter has at all 
times been interested only in perpetuating himself. 

In spite of having the greatest amount of housing in the history of the country 
in comparison to its population, the Expediter’s present position is that we still 
need more but at a price lower than private industry can furnish it. This means 
that the owners of rental housing built before 1942 must continue to subsidize 
the renters (including the rich and indolent) until enough Government-owned 
public housing is constructed to give all the renters exactly what they desire at 
someone else’s expense. Few, if any, legislators in Washington could approve 
such a financially impossible socialistic housing plan. 


SOUND LOGICAL LEGISLATION 


Legislators should carefully consider the dangerous evils of continuing this law. 
They should realize that people, when in fear of shortages and rising prices, will 
buy and store more than they need of food. clothing, household goods, appliances, 
tires, and other articles that are consumed or quickly worn out. People will not 
buy or rent more housing than they need except when rent controls make it a 
rare bargain compared with the balance of the price structure. 

If these are serious times and if we are honestly trying to unify the prople in an 
efficient use of our labor and resources, Congress should kill rent control, eliminate 
the Housing Expediter, and allow the people to mutually enter into free contracts 
on rental housing. This will automatically and speedily bring about a large 
extra supply of housing without the use of any new material or labor. What 
could be a more efficient manner of aiding in our defense effort? 

Any fair-minded legislator will agree that the owners of rental property should 
have had the same position as all other citizens with reference to frozen incomes. 
Their rents should have been based on parity or the price index. 

Scores of cities that have had the greatest gains in population in comparison 
to their gains in dwelling units have been decontrolled for a considerable length 
of time. The Bureau of Labor Statistics have issued fifigures on many decon- 
trolled cities and they show that rents have not risen to anywhere near their 
former relative position in comparison to all other items. 


RESULTS OF COURAGEOUS LEGISLATION 


The expediter said publicly that it would be a miracle if rents did not double 
if controls were removed. The facts today show that he was trying to perpetuate 
himself by spreading fear. The courageous legislators who decontrolled these 
many cities have completely exposed and disproved the Expediter’s statements. 
Decontro! of these cities has brought about the following results: 

No sign of mass evictions, riots, etc. 

A modest increase in most 1942 frozen rents. 

No increase in many rents which had formerly had increases over the 1942 
freeze. 

A reduction in rents on many of the new and decontrolled units. 

Sharing of single occupied units by one or more additional people, creating 
thousands of vacancies for families and actually reducing the rents of these 
individuals. 

Married couples without children vacated large apartments and moved into 
smaller ones vacated by single occupants, thus making available large rental 
units for large families needing them. 

Bringing back on the market thousands of rental units that had been held off 
because of rent control. 

You can pick up the paper and find housing for rent and for sale in every 
section of these cities. 

No more begging, buying furniture, black market bonus, etc. 

The renewal of closer relationship between the owners and renters and the 
freedom to work out mutually beneficial matters without the interference and 
propaganda of the Housing Expediter. 

An increased value of the rentai properties, thus justifying increased real 
estate taxes so badly needed by these cities. (Under rent control the small 
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home owner has been taking most of the added tax burden, while the renter has 
taken none.) 

Thousands of apartments were vacated by tenants who could well afford to 
own property. en their rent subsidy terminated, they quickly bought homes. 
These vacated apartments were then available for those families who had to rent. 


ENEMY IN WAR AND IN PEACE 


Rent control is an arch deceiver. It froze out the veterans and those who 
most needed rental housing. It turned class against class. It killed freedom 
of contract. It made honest renters and owners dishonest. It took ample 
housing and quickly created a great maldistribution to fool and confuse the 
American people and make them believe they had a true shortage. Rent control 
has been an enemy of our Nation in both war and in peace. 


INDIVIDUAL CITIES ANALYZED 


A comparative study of the 1940-50 Bureau of Census figures for the 231 
largest cities in the United States shows how impractical even local option has 
been in the operation of this law. A table listing these cities is shown hereinafter. 

The table has them arranged in their proper order as to the number of available 
dwellings in comparison to the increase in population during the last 10 years. 
No. 1 is Scranton, Pa., which is in the most favorable housing position in com- 
parison to its change in population. The last two cities are Madison, Wis., 
No. 230, and Wichita Falls, Tex., No. 231, which are in the lesat favorable posi- 
tions. They are the only two cities on the list that did not have more housing 
available for the increase in population than was being used by their inhabitants 
in 1940. Ironically, both of these cities have been decontrolled for some time. 
A few of the other illogical situations revealed in this table of United States 
Bureau of Census figures are listed hereunder: 

1. Of the first 25 cities on the list, all have lost population and gained housing; 
nevertheless, 24 of these cities are still under Federal rent control. The last 
25 cities on the list show the least proportionate amount of available housing 
and 18 of these are completely decontrolled. These two extreme examples 
indicate the pattern throughout the table. 

2. Of these 231 cities, 95 are no longer under Federal rent control (13 of these 
are located in the State of New York which has its own rent control law). The 
remaining 136 are still under Federal rent control although some of these cities 
are now in the process of voting for decontrol. 

3. The 82 cities entirely free of any rent control gained an average of 31.4 
percent in population. 

4. The 136 cities still under Federal control gained an average of only 9.5 
percent in population. 

5. The 138 cities still under New York rent law gained an average of only 4.7 
percent in population. 

6. Houston, Tex. (No. 186) gained 209,807 or 54.6 percent in population. In 
comparison to Houston, Chicago (No. 83) gained 209,628 but only 6.2 percent 
in population. Chicago’s net increase in dwelling units was over 50 percent 
greater than was Houston’s. Nevertheless Houston is decontrolled while Chicago 
is still under control. 

7. The greater the comparative supply of housing, the more likely it is that 
the city is still under rent control. The shorter the comparable housing supply, 
the more likely the city is decontrolled. 
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Mr. Mutter. Are there any questions? 

Mr. GamsteE. I have no questions. 

Mr. Mutter. Mr. McKinnon. 

Mr. McKinnon. I have no further questions. 

Mr. Mutter. Mr. Schmidt, before we conclude, I want to call your 
attention to the fact that you have misinterpreted the proposed bill. 
This bill does provide for review by the emergency court of appeals 
of any protest that is denied. The reason for the provision in the bill 
that if the President or his Administrator doesn’t take action within 
the specified time, the protest is deemed denied, is to give the court an 
opportunity to review the matter. The provision in the bill is, if the 
President or his agent denies the protest, you can go to court. 

If he doesn’t act on it, it is deemed denied and you can go to court. 
So we have preserved your constitutional rights to go to court and get 
your review in this proposed bill. You have misinterpreted the bill. 

Mr. Scumipr. I don’t understand that, but I would like to tell you 
privately a few things about my experie nees in the court. 

Mr. Munrer. The committee will stand adjourned until 10 o’clock 
tomorrow. 

(Whereupon, at 6 p. m., the committee adjourned, to meet at 
10 a. m., Tuesday, June 5, 1951.) 

(The following statements were submitted to the committee:) 
STATEMENT OF WALTER WAGNER, LEGISLATIVE REPRESENTATIVE, THE CENTRAL 

LaBpor Union anp Mera Trapes Counci, oF THE PANAMA CANAL ZONE, 

BEFORE THE COMMITTEE ON BANKING AND CURRENCY, House, JuNzE 4, 1951 


Mr. Chairman and members of the committee, my name is Walter Wagner. 


Tam the fe islati ive representative of the Canal Zone Central Labor Union and 
Me tal s Ce icil. 

These org nient ions are made up of 30 member unions, all affiliated with the 
American Fee an ition of Labor. The membership of these unions are the United 
States citizens employed by the Army, Navy, Air Force, the Panama Railroad 
Company and the Panama Canal Government, who operate and maintain the 
insta! lations on the Canal Zone. 

My appearance before this body is to submit our reasons for asking that we, 


of the Canal Zone, be exempt sn the wage stabilization of the Defense Produc- 
tion Act. To accomplish this, we submit the following amendment: 

‘To the last line of section 40: 2-d-(2) after ‘District of Columbia,’ insert ‘the 
Canal Zone’ so as to read: 

‘*No action shall be taken under authority of this title with respect to wages, 
salaries, or other compensation which is inconsistent with the provisions of the 
Fair Labor Standards Act of 1938, as amended, or the Labor-Management Rela- 
tions Act, 1947, or any other law of the United States, or of any State, the District 
of Columbia, the Canal Zone, or any Territory or possession of the United States.’ 

We offer the following reasons: 

1. Since the Canal Zone is exempt from price stabilization, it is only proper 
that it be exempt from wage stabilization. 

2. Our wages are already controlled by laws established by Congress. 

3. Wages in the Canal Zone are derived from (frozen) wages paid for comparable 
positions in Government agencies in the United States, 

The following is a list of the various methods used to establish rates of pay for 
United States employees on the Panama Canal Zone and also the legal authority 
for same: 

LEGAL AUTHORITY 
The Panama Canal Act 

This act (37 Stat. 560, 569), now section 81, chapter 6, title 2 of the Canal 
Zone Code reads, in part: “* * * ane the compensation of such persons shall 
be fixed by the President, or by his authority, until such time as Congress may 
by law regulate the same, but salaries or compensation fixed hereunder by the 
President shall in no instance exceed by more than 25 per centum the salary or 
compensation paid for the same or similar services to persons employed by the 
Government in the continental United States.” 
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Civil functions appropriations acts 
In section 102, entitled “General Provisions” under the Panama Canal, 

find: “* * * (5) that all citizens of Panama and the United States rendering 
skilled, technical, clerical, administrative, executive, or supervisory service on 
the Canal Zone under the terms of this chapter (a) shall normally be employed 
not more than forty hours per week, (b) may receive as compensation equal rates 
of pay based upon rates paid for similar employment in the continental United 
States plus 25 per centum; (6) this entire section shall apply only to persons 
employed in skilled, technical, clerical, administrative, executive, or supervisory 
positions on the Canal Zone directly or indirectly by any branch of the United 
States Government or by any corporation or company whose stock is owned 
wholly or in part by the United States Government; * * *” 


Law of July 16, 1862 

“The rates of wages of the employees in the navy vards shall conform, as 
nearly as is consistent with public interest, with those of private establishments 
in the immediate vicinity of the respective yards, to be determined by the com- 
mandants of the navy yards, subject to approval and revision of the Secretary 
of the Navy.” 
Classification Act of 1949 

Section 202 reads, in part: “* * * this act (except title XII) shall not apply 
to-—(21) teachers, school officers, and members of the Police and Fire Departments 
of the Panama Canal whose rates of compensation are fixed by the Governor of 
the Panama Canal with reference to the rates of compensation for similar posi- 
tions in the municipal government of the District of Columbia; * * 

The employees of the Canal Zone are broken down into the following groups for 
the purpose of establishing their rates of pay: 


Classified employees 
These rates are set by Congress under Classification Act of 1923, as amended. 


School teachers, police, and firemen 


These rates are set by the Governor in reference to similar positions in the 
District of Columbia, which are set by acts of Congress. 


Printing crafts 
The Governor sets these rates, based on rates paid in the Government Printing 
Office in Washington, which is under the Kiess Act. 


Railroad group 
The Governor sets these wages, based on statistics supplied by the Interstate 
Commerce Commission for United States railroads. 


Floating equipment group 

The Governor sets these rates based on wages paid for like positions in the 
Corps of Engineers which are based on wages in adjacent territories in the United 
States. 


Electric power system 
The Governor sets wage rates based on similar positions in the Corps of En- 
gineers, Bureau of Reclamation, and the Tennessee Valley Authority. 


Post office group 
The Governor sets these wage rates based on similar positions in the Federal 
post offices in the United States, whose wages are set by Congress. 


Basic crafts (other than the above) 

The Governor sets wage rates for these based on an average of all (9) United 
States naval shipyards whose wages are set by the Secretary of the Navy under the 
law of 1862. 

Furthermore, due to the time required for assembling data, wages for the Canal 
Zone employees always lag considerably behind those in Government establish- 
ments in the United States and as the latter also lag behind wages in private in- 
dustry, the total lag for the employees in the Canal Zone is doubled. 

I thank you for the opportunity of appearing here in order that we may express 
our views. 
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LINEN TRADE ASSOCIATION, INC., 
New York, N. Y., June 8, 1951. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D. C. 


My Dear Mr. CHarrRMAn: As we understand that your committee is presently 
engaged in conducting hearings with respect to the renewal of the Defense Pro- 
duction Act, we desire to bring to your attention a matter of the gravest concern 
to the members of this association. The Office of Price Stabilization issued a 
regulation on May 4, 1951, known as Ceiling Price Regulation No. 31, which 
establishes a method for calculating ceiling pricés of numerous items imported 
into the United States. The members of this association are directly affected by 
this regulation, since they import such items as linen tablecloths, napkins, scarfs, 
doilies, linen fabries, ete. 

In this regulation the Office of Price Stabilization directed that importer re- 
tailers may add the same percentage mark-up over their landed cost that they 
had in a pre-Korean base period, whereas wholesale importers were limited to 
adding the same dollar-and-cent mark-up they had in the same base period. 
Since both retailers and wholesalers often import directly the same merchandise, 
this regulation unfairly descriminates between two classes of competing importers. 
With prices rising abroad we very much fear that this regulation will disrupt the 
importation of goods through normal channels of trade and wholesale importers 
will be replaced by retailers who will import their goods themselves. Moreover, 
the smaller retailers who have normally purchased their goods through importer 
wholesalers may very well find that they can no longer do so. 

Importer wholesalers have traditionally worked on a percentage mark-up on 
their selling prices rather than on their landed cost. The reason for this is that 
they have to pay their salesmen a percentage commission based on the selling 
price and they also give the retail trade a cash discount based on the selling 
price. Moreover, their overhead is fixed and has raisen sharply since the Korean 
War broke out. 

We want to register for the record our protest against the unfair discrimination 
present in Ceiling Price Regulation No. 31 between the wholesale importer and 
the retail importer. It certainly could not have been the intention of the Con- 
gress to have price regulations written in such a manner as to bring about the 
elimination of the wholesale importer of consumer goods. In facet, the standard 
under the Defense Production Act that price ceilings must be generally fair and 
equitable would seem to be violated in this instance by virtue of the fact that the 
regulation is only fari to importer retailers who import only a fraction of the 
total importsof goods into this country. 

In view of the unfair discrimination existing under this regulation, we respect- 
fully request that the Defense Production Act be amended to inelude the fol- 
lowing provision: 

“No price regulation issued pursuant to this act shall establish any different 
basis for determining price ceilings for imported commodities for one class of 
importers than for any other class of importers.” 

We sincerely believe that such an amendment is necessary to safeguard the 
interests of all importers of consumer goods. We respectfully request that this 
letter be made a part of the record of the hearings presently being conducted 
before vour committee. 

Respectfully yours, 
ArTHUR HirscuTHat, President. 





STATEMENT BY JULIAN D. CoNover, SECRETARY, AMERICAN MINING CONGRESS 


Urging that any subsidies found necessary to maintain or increase 
domestic production of metals or minerals be applied on @ uniform basis 
to all new or increased production above that for a specified base period. 


Mr. Chairman and members of the committee, on April 26, President Truman 
in submitting his recommendations for extension and revision of the Defense 
Production Act of 1950 asked for authorization to grant ‘‘differential’’ subsidies 
'o high-cost producers in order to obtain essential production without increasing 
price ceilings. 

The measure, H. R. 3871, now pending before vour committee, would amend 
section 303 of the Defense Production Act of 1950 to accomplish this portion of 
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the President’s program by authorizing ‘“* * * subsidy payments on any 
domestically produced material in such amounts and in such manner (including 
purchases of such material and its resale at a loss without regard to the limita- 
tions of existing law), and on such terms and conditions as he determines to be 
necessary to insure that supplies from such high-cost sources or processors are 
continued, or that maximum production or supply in such area, at stable prices 
of such materials is maintained, as the case may be.” 

While it is, of course, understood that this provision could be applied to many 
commodities, industrial or agricultural, we wish to confine our remarks to the 
possible application of this provision to the production of metals and minerals. 

It is apparent that provisions of the pending bill are so broadly worded that 
the administrative agencies of the Federal Government could devise numerous 
different subsidy plans of varying merit intended to bring about increased do- 
mestie production of metals and minerals. It is noteworthy that a differential 
subsidy system was used during World War II with respect to copper, lead, and 
zine, Which did not succeed in bringing about any substantial increase in over-all 
production, and which created difficulties both in its administration and for the 
operators who were covered by its terms. 

The World War II differential subsidy program for metals, called the premium 
price plan for copper, lead, and zinc, was established as an adjunct to price con- 
trol, because the Government had set ceiling prices at points far below free market 
levels. Originally set up to provide an incentive for increased production, it 
soon became in effect a means of profit control, with many of the features of a 
cost-plus system. The program was based on fhe individual production and 
profit position of each producer. Its operation called for continuous changes in 
the subsidies granted to the individual producers. The history of its operation 
is set forth fully in Senate Subcommittee Print No. 8 of the Senate Special Small 
Business Committee, dated February 1, 1946. 

This World War II metals subsidy program was unique and in a class by 
itself. In general, other types of subsidies are paid on a national or regional 
basis without relation to the particular costs of individual producers. The metal 
subsidies were fixed on a mine-to-mine basis and were changed from time to time 
to provide a set profit for each mine under a complicated formula worked out 
by the administrators. The plan thus gave no incentive for efficiency and con- 
tributed to wasteful and uneconomic operations. By its very nature it was 
discriminatory in its operation and was fraught with inequities and uncertainties 
for mine operators. It also tended to divert labor from mines with a high output 
per man to marginal mines that had a low output per man—the result being to 
reduce the over-all production of metals. 

A further serious defect in the application of the differential subsidy was its 
failure to encourage long-range prospecting and development work. Only through 
continued exploration for new ore reserves can the production of a mining property 
be maintained and its life extended. Only in special cases during World War II 
were subsidies granted which permitted expenditures for exploration and develop- 
ment. In most cases no allowance was made for long-range exploration and 
development costs; and in some instances even current development costs were 
arbitrarily limited. This matter is vital not only to the mining industry but to 
the future security of our country. A healthy mining industry is dependent upon 
continued exploration and development of ore reserves to replace those mined 
out. 

Recognizing these defects in the wartime subsidy program for metals, and also 
recognizing the necessity of providing incentives which will bring out the greatest 
possible production of metals and minerals from domestic sources to meet defense 
needs, we respectfully urge that, in the eonsideration of any subsidy program 
for minerals and metals at this time, Congress provide that such subsidies be 
uniform per pound or other unit of metal or mineral produced and that they be 
applied to all new or increased domestic production above that for a specified 
base period, such as 1946 to 1949, inclusive. We strongly urge that they not be 
applied to metals or minerals on a differential or discriminatory basis. 

In making this reeommendation, the American Mining Congress, which repre- 
sents the major portion of the metal and mineral production of the United States, 
including both small and large producers, is supporting the position of the National 
Minerals Advisory Council to the Department of the Interior. That council, 
meeting on May 9, 1951, unanimaously adopted the following resolution: 

“Whereas the metal and mineral mining industries of the United States have 
developed their premier position in the world today under free markets, whereby 
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production and use has been directly influenced and automatically regulated by 
price; and 

“‘Whereas the metal and mineral industries of the United States are indispen- 
sable for the defense and security of the country; and 

‘“‘Whereas the utmost. new production is needed both for defense and a growing 
industrial economy; and 

“Whereas differential subsidies as provided for in the premium price plan of 
World War II were discriminatory; and 

‘‘Whereas differential subsidies are a means of profit control for each mine, and 
thereby invite the socialization of the mining industry; and 

“Whereas under existing statutes and regulations Government aid through 
loans and exploration grants is available; and 

“Whereas the prices of metals and minerals have a negligible impact on the 
cost of living: Be it 

“Resolved, That the National Minerals Advisory Council recommend, if it be 
necessary for the purpose of controlling inflation, to continue emergency price 
controls for the major metals and minerals, that the ceiling prices established be 
periodically adjusted at realistic levels in relation to world markets; and be it 
further 

“Resolved, That if by reason of price ceilings a subsidy plan is found necessary 
to maintain or increase domestic production, such subsidy should not be on a 
differential or discriminatory basis, but that, instead, a uniform subsidy per 
pound, or other unit, of mineral or metal produced be provided for all increases 
in domestie production over a specified base period such as 1946-49.” 

In order to accomplish this desirable end, we respectfully recommend that 
section 303 of the act, insofar as it applies to metals and minerals, be revised to 
provide that any subsidy payments on any domestically produced metal or 
mineral be at a nondiscriminatory uniform rate per pound or other unit pro- 
duced, such rate per pound or other unit to applv to all increases in domestic 
mine production above the average for a base period comprising the years 1946 
to 1949, inclusive. 

It is our firm belief that, if a subsidy program is found to be necessary for 
metals and minerals, the discriminatory evils and other harmful effects of the 
World War ITI program will be avoided, and the real aim of increased metal and 
mineral production attained, if such a requirement is incorporated into law. 





De LAvat STEAM TURBINE Co., 
Trenton 2, N. J., May 26, 1951. 
Hon. CuHarues R. Howe tt, 
House Office Building, 
Washington, D. C. 

Dear Str: The month of May marks the fiftieth anniversary of the business life 
of thisecompany. The enclosed brochure will give you a comprehensive idea of its 
many accomplishments during that time. 

The products of this company are classified as heavy capital goods and are used 
in practically every basic industry of our national economy as well as directly by 
the Department of Defense. 

During World War IT, 95 percent of our output in our regular product lines was 
devoted to the United States Navy and the merchant marine. At the present 
time, approximately 75 percent of our backlog of regular products has a defense 
order priority rating assigned to it. We are also investing heavily from our own 
resources in expanding facilities to take care of defense production requirements. 

In spite of this record, of which we are justifiably proud, this month very well 
may mark the beginning of the inability of companies such as ours to stay in 
business and continue to grow. The Office of Price Stabilization in issuing Ceiling 
Price Regulation No. 30, has prescribed what is in the first place an administrative 
monstrosity; and in the second place is completely unjustified from the standpoint 
of controlling inflation. 

Furthermore, OPS allowed 3 weeks for manufacturers to file formal compliance 
to the regulation; whereas this job will take at least 60 days; and, in the case of 
some other companies of which we have direct knowledge, as long as 6 months. 

In the face of repeated assertions by the OPS that the May 28 deadline for price 
filing would not be extended we, in a bona fide effort to comply, disrupted the 
scheduled work of many of our top executives and our accounting division only to 
find that a May 28 filing was a physical impossibility. The Office of OPS on the 
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eve of the original filing date has recognized this by extending the filing date 
slightly over 1 month. This action is typical of the hardship experienced by our 
industry as a result of either a lack of understanding by the OPS or its direct desire 
to handicap the operation of business through the imposition of controls impossible 
to meet with consequent criminal penalties making potential wholesale violators of 
American industries. 

Our preliminary analysis of the regulation indicates that a price roll-back will 
be necessary on at least some of our product lines, the prices of which have not 
been increased during the current year. As a result, such a roll-back would 
cause us to lose money on these operations. The so-called relief in the regulation 
magnanimously permits us to file an appeal which would bring us to the break- 
even point, providing our over-all operations are resulting in a loss. 

This preliminary survey has caused us already to withdraw certain of our 
products from further sale. However, the roll-back applies to orders on hand 
as well, on which a roll-back will cause us to suffer a loss unless and until special 
relief may be secured from OPS. In this type of business we have orders which 
require a year or more to deliver. A recent survey of our backlog showed that 
over 70 percent of our orders on hand were placed with us 6 months or more earlier. 

Renegotiation, price determination, and other means including old-fashioned 
competition, effectively control the cost of capital goods used in the defense 
effort. None of the heavy capital goods prices have any measurable effect upon 
the consumer’s cost of living. Efficiency in and increased production of capital 
goods are the strongest factors in reducing consumer cost. Certainly at this 
time capital goods manufacturers should be exempt from price controls, and 
should circumstances later require it, a simple and workable regulation similar 
to that used in World War IT could be adopted making compliance and survival 
under it possible. Representations to this effect have been made repeatedly to 
OPS by this company and many others. 

Since the Defense Production Act is now being considered for extension, we 
urge vou as a Member of Congress, with all the emphasis we can command, to 
use your influence to correct the situation described above. Specifically we 
suggest that capital goods manufacturing be exempt from price regulation until 
the country converts to a full wartime economy, and then that such regulation, 
if necessary, be on a realistic and practical basis. If this is not done, you will 
find that the abilitv of the machinery manufacturing industries to meet defense 
requirements will be seriously impaired and that the control of inflation will 
not necessarily be assisted thereby. 

We shall be most pleased to supply any further detailed information that 
might help you to bring relief to these important industries. 

Yours very truly, 
J. P. Srewarr, President. 





STATEMENT By CaRLTON L. Nav, GENERAL MANAGER, AMERICAN PUBLIC 
PowER ASSOCIATION 


The Office of Price Stabilization is asking for authority to apply Federal price 
controls to rates charged by publicly owned electric systems and rural electric 
cooperatives in the large majority of States where such rates are not controlled 
by regulatory authorities. It is asking for this authority by proposing amend- 
ments to section 402 (e) of the Defense Production Act of 1950. Section 402 (e) 
is an exemption clause and subsection (v) thereof, as proposed, exempts from 
Federal price-control rates charged by any common carrier or other public utility 
“‘who.e proposed increase in any rate or charge is subject to control by a Federal, 
State, municipal, or other public regulatory authority exercising jurisdiction to 
approve or disapprove proposed increases in such rate or charges.” 

Rates of municipal power systems and REA-financed cooperatives are, in most 
States, determined by governmental bodies elected by or responsible to the con- 
sumers, not by regulatory commissions. What is meant by the amendments’ 
reference to a “State, municipal or other public regulatory’’’ Does the Price 
Stabilizer get jurisdiction where the regulation of rates of a publicly owned power 
system is in the municipal government, e. g., a city council? 

The American Public Power Association, an organization representing 750 
publicly owned electric systems in the United States, vigorously opposes any 
unwarranted extension of Federal regulatory authority over 1ates of publicly 
owned electric utilities. We take this position for the following reasons: 
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NATURE OF PUBLIC SYSTEMS 


Publicly owned power systems are now subject to rate regulation in only 12 
Peers The reason the large majority of States do not regulate rates of public 
systems is because the municipal corporation furnishing electric power stands in a 
completely different relationship to its customers than does a private power system. 
Regulation of profit-operated companies has been established on the theory that 
a natural monopoly has to be controlled in the public interest to see that the con- 
sumer is not charged exorbitant rates and that the stockholder, usually not a 
citizen of the local community, is permitted only a fair return on his investment. 
Prices in public operations are not fixed for maximum profit, but on the basis of 
service at cost. In the case of the municipal plant, which is owned by the people 
of the community served, consumer and stockholder are the same person. Thus, 
normal pressures for greater return by stockholders during inflationary periods, 
and periods of increasing taxes, are not present, because the stockholder is also the 
rate payer. In other words, a form of self-regulation is in effect at alltimes. Fur- 
thermore, city officials who order rate increases are most responsive to voter re- 
action on the increase, and you may be .ure that men in public office are not in- 
clined to order rate increases unle.s absolutely forced to do so by rising costs. 
Public reaction to such a decision would be promptly forthcoming. 


EXTENT OF INDUSTRY CONTROLS 


2. Privately-owned electric companies, numbering about 850, account for 
approximately 85 percent of the electric power industry. Public and cooperative 
systems, numbering around 3,000, are responsible for the rest of the business. 
If OPS is willing to depend on State regulation of the private companies to hold 
the line on unnecessary rate increases, then price control in our industry is 85 
percent effective. This is a high degree of control and compares most favorably 
with that secured in other industries. Furthermore, the impracticability of a 
Federal Government bureau securing adequate staff trained in determining the 
reasonableness of a rate base for the thousands of small operating units should 
be evident to everyone acquainted with the problem. 

There is also another aspect of the problem. About two-thirds of the non- 
private electric systems purchase their power at wholesale from private com- 
panies. Under this proposal, a wholesale rate increase on the part of the supplying 
company would come within the jurisdiction of the State regulatory body. But 
when the publie or cooperative system desires to pass the rate increase on to the 
ultimate consumer, they would become subject to Federal price control and 
could very easily be hurt financially, particularly if Federal officials took a tougher 
attitude toward rate increases, as well they might, than State regulatory officials. 
The history of State regulation of eleetrie power companies shows all too 
frequently the close relationships between the regulators and the regulated. In 
fact, it was the complete breakdown of State regulations in the 1920’s and 
early 1930’s that led to the passage of the Holding Company Act and a 
strengthening of the Federal Power Act in 1935. 


EXPANSION OF CONTROLS 


3. Michael V. DiSalle, Director of Price Stabilization, stated in his testimony 
to your committee on these amendments that ‘‘we do not want control.’’ Con- 
trary to this statement, the proposed amendment seeks to control the rates of 
those utilities represented by APPA, and not now subject to control. 

We want to state emphatically that we are perfectly willing to cooperate in the 
Government’s efforts to stabilize prices and reduce the inflationary pressures 
which are having such a disastrous effect upon our economy. Public power came 
into existence to bring lower rates to consumers. In these times of heavy national 
debt, we are opposed to any unnecessary expansion of Federal powers, especially 
where there exists little reason to justify expansion. 


EXPERIENCE OF WORLD WAR II 


!. During World War IT, all rates and charges of public utilities—-both private 
and public—were frozen on September 15, 1942, and no utility could make any 
increase until it first gave OPA 30 days’ notice and consented to intervention by 

State Commis:sion Jurisdiction and Regulation of Electric and Gas Utilities, 1948, Federal Power Com- 

ion, p. 16. 
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OPA before the Federal, State, or municipal authority having jurisdiction to 
consider such increase.? 

While under this language, OPA had power to oppose rate increases by municipal 
power systems, as a matter of policy and practice, it advised officials of public 
plants to use their own judgment in determining the necessity for higher rates and 
depended on the nonprofit and self-regulating aspects of such utilities for effective 
price control. The fact that there were no examples of substantial violation of 
this policy attest to the patriotism of local public officials and the differing charac- 
teristics of these systems. The language proposed now by OPS is ambiguous. 
It is not clear whether, as under OPA, jurisdiction of a city council, board of 
power commissioners or other local public agency managing a publicly-owned 
utility and fixing its rates, is to be recognized. 

There should be no power of Federal control of rates of any publicly owned 
power system. The public, that is, the consumers, already own these utilities and 
establish and control their rates. 





STATEMENT BY WittiamM A. Biers, Vick Prestpent, Avco MANUFACTURING 
Corp. AND GENERAL SALES MANAGER OF ITS CrRosLEY Division, CINCIN- 
NATI, On10 


An important artery of the national economy has developed a clot—and 
remedial measures are urgently needed. 

This clot is in the form of excessive inventories in the appliance and television 
industries. The condition of distributor and retail inventories in this field has 
reached a state which, if allowed to continue, can do great harm in our economy. 
It is already causing bankruptcies, and due to increased factory inventories which 
are not moving will result in the lavoff of a large number of our labor force before 
the Government’s defense program is ready to absorb this labor. 

While it makes no difference at this time how the present condition came 
about, it will be helpful in finding a solution to review exactly what has happened 
and not happened. 

Last fall the Government, of necessity, released publicity indicating to the 
public, manufacturers, distributors, and dealers that there were going to be 
shortages. These shortages, according to the statements, would begin to take 
effect in the spring of 1951 and would get worse as the vear wore on. 

The reaction was immediate. The manufacturer, having large stocks of 
material on hand, was galvanized by fear that his production would gradually 
diminish and decided to ignore the normal seasonal trends by building every- 
thing possible in the little time that he felt was available. 

The dealer shared this fright. He decided to buy everything he could in order 
to protect himself, so as fast as the goods were produced they were absorbed by 
the dealers. 

The consuming public, watching the Korean War and remembering the war 
shortages, bought in anticipation of its future needs, 

As is always the case when decisions are made in fear and haste, they were 
wrong. 

The Government misjudged how rapidly the defense orders could be placed 
and industry switched over to defense production. Manufacturers were wrong 
in accepting the Government’s appraisal of how fast this was going to happen and 
also in ignoring seasonal trends. Equally in error were the distributors and retail 
dealers in buying too much and in buying from many different manufacturers. 
Everybody was wrong in the light of today’s developments. 

Neither second-guessing nor recrimination can change the present situation, 
which is now acute. But an error in judgment may be compounded—as we al! 
hope it will not—by ignoring the unhappy result and letting it continue. Unfor- 
tunately, with this condition existing the Government in its effort to contro! 
inflation recently announced it was ‘rolling back prices to pre-Korean levels.”’ 
This announcement, coupled with the price break which had already taken place 
in television due to distress stocks in dealers’ hands, has caused the public to 
reduce buying on all appliances. 

So the combination of the prebuying which took place last fall, the application 
of regulation W which has eliminated the low-income groups from purchasing, the 


2«* * * no common carrier or other public utility shall make any general increase in its rates or charges 
which were in effect on Sept. 15, 1942, unless it first gives 30 days’ notice to the President, or such agency 
as he may designate, and consents to the timely intervention by such agency before the Federal, State o 
municipal authority having jurisdiction to consider such increase.”’ (50 U.S. C. app. 942 (c) 2 sec. 302). 
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price break in television, and the Government’s announcement of roll-backs has 
drastically reduced retail sales. 

What is to be done with these vast inventories? Stagnating in distributor and 
dealer stocks, these products will not do anybody any good. They are both 
wanted and needed by the public, but they cannot serve the public in warehouses. 
They cannot serve the country occupying space that soon will be needed for the 
storage of defense materials. The terminals, being used to store these and other 
inventories, are also needed for defense purposes. Unsold they will not produce 
any profits from which taxes are paid. 

It is in the best interest of everyone—Government, industry, distributors, 
dealers, and the public—to help move these inventories and dissolve the clot in 
our distribution system at the earliest possible moment. 

The effect of the present situation on labor is of special urgency. Because of 
the inventory congestion, manufacturers are now forced to lay off workers, and 
unless sales are stimulated quickly large unemployment will result as activation of 
defense orders are not presently sufficient to absorb the labor. The result is not 
only a loss of trained manpower to the manufacturer but of loss of tax revenues to 
the Government. The laying off of this labor places a strain on the economy and 
an extra burden on these people. 

In the electronics field, this dispersal of labor is very dangerous. Skilled help 
must be retained to a reasonable degree by those companies upon whom the 
Government must depend to produce the electronic equipment that will be needed 
when the full impact of defense production is upon us. 

We believe that these inventories can be relieved within a reasonable time if a 
temporary modification of some of the orders and regulation W ean be made. 

In modifying regulation W, there are two ways in which this can be done. 
One is to discontinue the discriminatory requirements that trade-ins on appliances 
and television sets do not apply to the down payment. The Federal Reserve 
Board has permitted trade-ins to apply in automobile sales, and there is no 
reason why they should not apply to the sales on television and appliances. 
These articles which are traded in have value and represent an investment in 
money by the people who own them. 

The second way to help sales is to reduce the 25 percent down payment now 
required to 15 percent. The 25-percent payment is discriminatory against the 
low-income groups, forcing them either to forego purchases altogether or in many 
instanees causing them to sell E bonds to make the down payments. These 
people, under our present standard of living, require appliances and the advantages 
of television sets as much or more than do the more fortunate individuals with 
larger incomes or more money. It has been proved in the past that low-income 
groups which are accustomed to buying on low down payments live up to their 
contracts. As labor leaders have stated, these people should not be discriminated 
against. In normal times thousands upon thousands of these low-income people 
would now be purchasing these articles at this season of the vear, but under the 
credit regulations cannot do so. These modifications would do much toward 
relieving the exeessive inventories. 

The Government should also do something quickly to correct and clarify its 
price rule order which has just been issued. An analysis indicates that this 
order is vitally affecting sales and companies cannot do the accounting required 
by the order in the time allotted, which is May 28. This order, as written, may 
precipitate a real crisis if not corrected. 

In effect, the public has been told that prices are going to be lower on May 28. 
It is only natural that they will put off buying until after that date unless the 
dealers and factories guarantee to rebate the difference if prices are reduced. 
These rebates which would have to apply to present stocks as well as production 
may amount to millions of dollars, and no factory would dare guarantee prices 
without knowing the amount involved. It is a physical impossibility for the 
accounting departments of companies to comply with the order as written, and 
analyze and furnish to the Government the information that is necessary in 
determining the prices by May 28. If the Government extends the time allowed 
when it is evident that this accounting work cannot be done, it will only have 
the effect of further delaying sales as the public will continue to put off buying. 
This delay in purchasing is happening during May and June which usually pro- 
duces about 25 percent of all appliance sales of the year’s total volume. 

While this delay in sales is taking place, the factories must continue to produce 
enough products to hold the labor force. The situation is obviously most serious 
unless sales can be increased and the inventories reduced. 
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It has been the practice of the Government in the past to recognize disloca- 
tions in our economy and to correct them. The Government, for instance, helps 
keep farm production and prices on an even keel with a carefully planned pro- 
gram. There are programs to protect wages and help labor in many ways. 
There are other programs, and there should be a program to protect the dis- 
tribucive system of the country, which is the bloodstream of business and so im- 
portant to our economic welfare. Since the distributive system now is clogged, 
action should be taken—immediately—to get the system functioning again. 

Unlike the assis ance usually given to other segments of our economy, relief in 
this case calls for no subsidies, and no additional taxes. All that is needed is the 
correction of orders which are proving to be unworkable and the temporary re- 
laxation of restrictive measures that the Government has taken in anticipation 
of conditions that did not materialize and as a result are impeding the normal 
functioning of our country. 

We, therefore, recommend that the Government immediately modify tempo- 
rarily these orders. Control of production will automatically be effected in the 
future through the controlled materials plan for essential industries. 

Today, living in a dual economy, part war and part peace, for the first extended 
period of our history, our country needs flexible approaches to problems that are 
bound to change from time to time unless we have an all-out war. False con- 
sistency can be as dangerous in this situation as false security, and our strength 
will be in our ability to quick!y recognize and to change anything that is not 
working. 





STATEMENT OF J. L. MANN, PRESIDENT OF SturGis Posture Cuair Co., Srurais, 
Micu. 


(In re: Amendment No. 1 of M. 47 effective July 1, 1951) 


Steel office chairs have been declared essential to the war effort. This is 
naturally true since no Army or industry can operate without a great deal ot 
office work. 

During the last few months civilian production of office seating equipment has 
been allowed at a rate of 80 percent of the materials used during the base period, 
namely January to June 1950. In addition to this civilian production, manu- 
facturers were permitted to manufacture any amount of chairs for DO rated 
orders. 

The use of steel by our industry for the third quarter of this vear has been cut 
to 70 percent of amount used during the base period but does not allow for the 
production of DO rated orders over and above this amount as has been permitted 
previously. In our case, this would not mean a 30 percent cut but would actually 
mean a cut of about 60 percent. 

The demand for steel office chairs by the Government has been tremendous. 
For example, our production for Government agencies alone has increased as 
follows: 1949, $200,347; 1950, $674,951; first 4 months 1951, $393,395, or at 
the rate of $100,000 per month this vear. During the first 4 months this accounted 
for almost 50 percent of our production, in our Sturgis (Mich.) plant. 

At the present time we have unfilled Government defense agency orders in the 
amount of $600,000 which must be filled vet this vear. Government requirements 
on which we have bid but have not yet been awarded amount to over $900,000 
more. 

Yet, under the new steel-use order we would be allowed to manufacture only 
about $527,000 worth of chairs for both civilian and Government use. This 
amounts to $10,000 less than our present Government contracts alone and would, 
of course, leave absolutely no production for our many hundreds of office equip- 
ment dealer customers. 

Since Government requirements show no sign of decreasing and since most other 
manufacturers of metal business equipment are likewise affected, this means that 
thousands of small office equipment dealers will suffer serious financial loss and 
may even be forced out of business for lack of merchandise to sell. 

In our case, unless this order is changed as it affects metal business equipment, 
we will be forced to lay off about half of our emplovees, many of whom have been 
with us for many years and who would not readily be absorbed in other industry 
in our community. 

I doubt if it is the intent of this order to cut off all necessary metal business 
equipment from industry, much of which is essential to the defense effort. Yet 
that is exactly the effect as the order now stands. 
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Since manufacturers are forced by law to accept and ship D. O. rated orders 
ahead of unrated orders, it would seem only reasonable that the manufacture of 
such D. O. rated orders should be allowed in addition to whatever amount is 
available for civilian use. 

The above seems all the more reasonable in light of the fact that most types 
of steel used in the manufacture of steel office seating equipment is more readily 
available now—either with or without D. O. rating—than it has been for many 
months. Also, since essential private industry must have metal business equip- 
ment to carry on production, the lack of this equipment would seriously hamper 
the defense effort. 

The writer has been granted a very courteous audience with officials of the 
National Production Authority and is particularly appreciative of their under- 
standing and desire to be helpful, but the act itself requires revision or amendment 
to allow reasonable production and allocation of all metal business furniture and 
such is hereby requested. 

Respectfully submitted. 

Ji L. MANN. 
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TUESDAY, JUNE 5, 1951 


Hovsr oF REPRESENTATIVES, 
ComMITTrEE ON BANKING AND CURRENCY, 
Washington, D. C. 

(The committee met at 10 a. m., the Hon. Brent Spence, chairman, 
presiding.) 

Members present: Messrs. Spence, Brown, Patman, Multer, O’Brien, 
McKinnon, Dollinger, Kluczynski, Wolcott, Talle, Widnall, Buffett, 
and Betts. 

The CuarrMANn. The committee will be in order. 

Our first witness this morning is Mr. Willliam Green, who has been 
for many years president of the American Federation of Labor, one 
of the great labor organizations of the world, and Mr. Green is a dis- 
tinguished authority on questions of interest to his great organization, 
and we are always glad to have his views. 

Mr. Green, you may proceed. If you have any exhibits which you 
desire to insert in the record, you may do so. 


STATEMENT OF WILLIAM GREEN, PRESIDENT, AMERICAN 
FEDERATION OF LABOR 


Mr. Green. Thank you, sir. 

Mr. Chairman, and members of the Committee, the American Fed- 
eration of Labor appreciates this opportunity to present its views and 
recommendations regarding the Defense Production Act. 

It is important for us to remember that this hearing today is only 
part of the hot and cold war reaching throughout the globe between 
Soviet imperialism and the free world. This battle is truly global in 
its character. In Korea, it is a hot war. In Germany, it is a cold 
war fourght for the allegiance of the German people. Throughout 
Kurope, the struggle takes the form of a race by the free countries 
to rebuild their military strength so that Western Europe can be made 
impregnable from Russian attack. 

The battle is no less intense here in the United States. The domes- 
tic issues facing this country, of inflation, of unity, of confidence in 
out Armed Forces, are just as important as the battle in Korea. 

This can be made clear by a simple illustration: Suppose the process 
of inflation continues. Suppose you gentlemen, together with the 
rest of the Congress and the administrative officials of our Government, 
fail to live up to your collective responsibility. Does anyone suppose 
that the resulting economic collapse of this country would not mean a 
victory of the greatest possible magnitude for the USSR? The re- 
sulting unemployment, reduced production, confusion, and disunity 
would far outweigh any military advance the Soviets could possibly 
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hope to gain on any battlefield. It would break down the military 
might of our Armed Forces, doom to failure the plan for defending 
Western Europe, and make impossible any real defense of the free 
world. 

This is why the task facing this committee is of such vital importance 
to the whole country. That is why the subject of these deliberations 
is a matter of grave concern to the membership of the American 
Federation of Labor and to all the American people. 

The Defense Production Act became law on September 8, 1950. 
It was designed as the basic law governing our economy during this 
defense program. But let us not fool ourselves about one fact; the real 
defense program is just now getting under way. We know that the 
Congress has authorized the expenditure of many billions of dollars 
to build up and equip our Armed Forces, to stockpile strategic raw 
materials, and to place this country in a state of readiness for any 
eventuality. The facts are, however, that there is always a consid- 
erable time lag between authorizing the expenditure and the actual 
spending of the allotted funds. It has been only recently that the 
funds authorized by Congress have actually started to find their way 
into our economy in substantial amounts. This flow of funds has 
been steadily increasing during the past few months and will continue 
to increase until our defense program will be absorbing 20 percent of 
our entire national effort. 

That is why in considering the Defense Production Act, we cannot 
merely think of the present. We must think of the future, of the 
period of time during which this legislation will be effective. The 
Office of Defense Mobilization, estimates that the maximum produc- 
tion impact of the defense program will fall early in 1952 (ODM 
Quarterly Report, p. 9). Decisions concerned with this legislation 
cannot be governed by any complacency that the program is now 
running smoothly, that inflation is being held in check, or that price 
increases have been halted. 

Whenever the question of the Defense Production Act is raised, 
there is always plenty of talk about controls. Every section of the 
law and every new amendment is opposed simply because it involves 
some type of control over our civilian economy. I submit that this 
type of reasoning is fallacious. Of course, the defense program will 
involve controls. Of course, we will have to abandon some of our 
peacetime methods 6f doing business. This country is in a war, 
perhaps not a world-wide shooting war, but a war nonetheless. By 
its very nature, war means a controlled economy. We cannot afford 
the luxuries of our peacetime existence. The issue is not whether 
controls are needed, but the type and character of the controls we 
will have to impose. Our problem is to work out the necessary 
controls without losing the strength and flexibility of our expanding 
economy. 

I am sure you gentlemen realize that the A. F. of L. has always 
staunchly defended the American system of competitive enterprise. 
Let there be no misunderstanding about that. In particular, unions 
cherish their freedom to fight for wage increases and for every im- 
provement in living standards for the Nation’s workers. This is our 
basic reason for existence. Yet, in this critical period we are willing 
to live under restrictions placed on these rights, because we know that 
only in this way can the problem of inflation be conquered. 
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However, it is manifestly unjust to expect the workers of this 
country to take this action unless Congress and the administration 
can develop a truly equitable defense program based upon the prin- 
ciple of equality of sacrifice. 

We have emphasized and will continue to emphasize this necessity 
for “equality of sacrifice’ in sharing the burden of defense. There 
can be no absolute sharing of sacrifice, of course, since nothing can 
equal the sacrifice made by those who actually do the fighting. Yet, 
it has been our contention that the defense program can and must 
be so conducted that the burden among different groups is distributed 
according to the ability to bear that burden. 

Let me point out how this principle can be applied more specifically. 
I want to review for you how the developments since Korea have 
affected the living standard of the average worker and his family. 

The single most important change, of course, has been the sky- 
rocketing of prices. Spectacular increases have affected all the 
elements entering into the worker’s cost of living. Although there 
has been some increase in wages, this has not been sufficient to com- 
pensate for the increase in prices. In addition, increased income 
taxes have eaten into the amount of money available for family 
purchases. 

Workers inevitably lose out in a period of inflation because wages 
are fixed for specific periods of time through collective bargaining. 
They can only be changed when collective bargaining agreements are 
either terminated or reopened; they cannot be changed at will. That 
is why organized labor places so much emphasis on the control of 
prices, because we know that during inflationary periods wages will 
never keep up with the increases in living costs. 

It is true that in certain industries workers have been able to 
increase their earnings by working longer hours. However, any 
resulting increase in pay represents increased income for increased 
effort. It does not come from any increase in wage rates. 

When prices are compared with wages, too much emphasis is often 
placed on workers in manufacturing industries, who after all, com- 
prise less than one-third of all the workers in nonagriculture industries. 
We must, in addition, think of the workers in transportation utilities, 
trade, and service industries, workers who may not have fared as 
well as the workers in manufacturing. 

Let me summarize wage and price developments since Korea by 
the following table: 


Changes in wages for workers in various industries, June 1950 to March 1951 


{During this period the cost of living-inéreased 8.4 perc eon 
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As you can see from this table, the 8.4-percent increase in the cost 
of living has outrun the increases in wages in each one of these in- 
dustries. The net result is a serious decline in real earnings for all of 
these workers beginning with the outbreak of war in Korea. 

This then is the basic problem confronting the average worker and 
his family. Workers are perfectly willing to submit their wages to 
the restrictions of wage stabilization, but is it equitable or fair that 
they should find that their wages have fallen behind the cost of living? 
Only by developing a comprehensive, anti-inflationary program under 
which all the elements in the worker’s cost of living are effectively con- 
trolled can wage stabilization succeed. The new Defense Production 
Act must lay the groundwork for this type of anti-inflation program. 

With this background, let me present to vou the recommendations 
of the American Federation of Labor regrading the various provisions 
in the Defense Production Act. 


FOOD PRICES 


Purchases of food form the largest single item in the average family 
budget. Moreover, while a family can postpone the purchase of new 
clothing, or can avoid buying a new car or refrigerator, the basic fact 
is that every family has to eat and has to spend over one-third of its 
average income on food. ; 

Since January 1950 food prices have increased at an extremely rapid 
rate. At wholesale, the increase has been 21 percent and at retail, 
15 percent. 

Preventing further price increases in food obviously is not a simple 
matter. It is particularly complicated because present provisions in 
the Defense Production Act prevent price controls over those foods 
whose prices are still below parity. At the present time, only about 
25 percent of the total food purchased by an average family can be 
brought under price control. The prices of the remaiming foods, 
even though they have substantially increased during the past year, 
are still below parity. 

If the worker’s wages are to be regulated, he has every right to 
expect that the prices of the foods he has to buy at the grocery store 
will be effectively controlled. This does not mean that the farmer 
has to be deprived of the benefit of a fair market price for his efforts. 
We feel certain that an equitable arrangement can be worked out 
under which the farmer will receive a fair price and at the same time 
the worker will be assured that he will not have to pay continually 
high prices for his foods. 

There is no simple formula for solving this problem. The Presi- 
dent has made only one recommendation on this point; namely, that 
the parity price for each crop should be calculated at the start of the 
marketing season and kept constant throughout that particular mar- 
keting season. This is how the Secretary of Agriculture sets prices 
at which the Government will support certain crops. Thus, this 
recommendation only puts into effect for price controls an arrange- 
ment which is already in effect for price supports 

However, the President’s recommendation cannot effect the prices 
of those crops now below parity. These would still be beyond the 
authority of the OPS. To solve this dilema, some people have sug- 
gested that we introduce again the type of consumer subsidies used 
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so successfully by the Office of Price Administration in World War IT. 
The President, in his message, did not recommend the immediate use 
of the subsidy, bot instead stated: 

If we find that we cannot hold the line on food prices with the proposals rec- 
ommended here, we shall need to consider legislation authorizing the use of other 
devices, including limited food subsidies, to prevent necessary farmer price in- 
creases from being reflected in rises in the cost of living. 

The American Federation of Labor regards the use of subsidies as 
a measure of last resort. In view of the fact that the increase in 
prices has leveled off during the past two months, it may well be that 
subsidies will not be needed. However, if farm prices once start to 
climb upward, some arrangement will be needed to keep this increase 
from being reflected in retail food prices. We, therefore, recommend 
that the President be given authority to embark upon a subsidy pro- 
cram if farm prices once again start an upward climb. ‘This authority 
to use subsidies should be applied only when the price of a particular 
farm commodity is below parity. 


RENT CONTROL 


The second most important expenditure in the average family 
budget is for shelter. In a period of inflation the prices that a family 
has to pay for shelter must be subject to control along with all other 
elements in the cost of living. 

Control over rents is part and pare vel of the fight against inflation. 
We are glad to see that the President has placed the problem of rent 
ease in its proper framework by recommending that it be included 

s an integral part of the Defense Production Act. ( 

The need for rent control is obvious. Although the present housing 
boom has passed all previous records, it has not been nearly sufficient 
to overcome our housing shortage. The 1950 census reports a 
vacaney rate of only 1.1 percent for all nonseasonable, nondilapidated 
dwelling units offered for rent. 

The present rent-control law must be cempletely revised. It was 
passed in an atmosphere of rent decontrol rather than rent control. 
Under its provisions, many communities were allowed to remove 
themselves from rent control, under the assumption that the housing 
shortage in their communities had been overcome and that rents would 
not rise. This committee can judge for itself whether or not this 
assumption was justified. A recent survey by the Bureau of Labor 
Statistics states as follows: 

In nine areas where rents have been uncontrolled for from 2 to 18 months, from 
28 to 70 percent of all rental units have experienced rent increases. * * * In 
seven of the cities more than one-half of all rental units have had increases and 


in three cities, rents have been raised in more than two-thirds of the 
units, * * * 


Average increases in rents over the period for all units (including those dwellings 
which had no rent changes) range from 4 percent in Mobile to 23 percent in 
Birmingham, Among the dwellings reporting rent increases, the average increase 
after decontrol varied from 17 percent in the Norfolk area to 35 percent in the 
Birmingham area. 

However, note the following fact: The largest increase in these 
cities after rent decontrol, took place among those units which were 
renting for less than $30 a month. In other words, the low-income 
families have been hardest hit by this wave of decontrol. 
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The American Federation of Labor has the following recommenda- 
tions to make regarding the type of rent control program which 
should be adopted: 

(1) Place the rent control program on a ‘for the duration’ basis. 

(2) Establish rent controls immediately in all areas around military 
installations. 

(3) Authorize rent controls where needed over all types of dwelling 
units, including new houses and conversions. This will involve re- 
control of many areas which have been decontrolled and the establish- 
ment of controls in some defense areas where they have never pre- 
viously been imposed. 

(4) Provide strong eviction controls and effective enforcement pro- 
cedures, including triple damages for overcharges and illegal evictions. 

(5) Enforce mandatory reduction of rents where there are reduc- 
tions in services. 

(6) To prevent price rises due to increased commercial rents, 
extend rent control to cover business establishments. 

(7) Adopt appropriate safeguards to protect living standards of 
building service workers. 

In considering this rent control legislation attention must be paid 
to the special problems of building service workers. ‘This is the only 
group of workers in our economy whose attempts to obtain equitable 
wage increases have met difficulties because their employers have 
been subject to controls continuously since 1942. 

Although wage increases granted to building service workers con- 
stitute legitimate grounds for seeking rent adjustments, the paper 
work and ,technical problems involved in granting these adjustments 
have made more difficult the settlement of wage disputes among 
building service workers. Moreover, these rent adjustments can only 
be based on the application of each individual landlord, whereas wage 
settlements normally cover an employer's association in a large city 
with hundreds of individual landlords. 

Therefore, we recommend that a provision be included in the 
Defense Production Act which provides that rent increases or rent 
adjustments should be made where it is shown that such action is 
necessary to absorb wage increases. 

A rent increase sufficient to absorb the increase ‘in wages should 
take place—on an area-wide or association-wide basis. 

In addition, we see no reason why luxury apartments renting for 
over $175 could not be decontrolled. This would also ease the settle- 
ment of labor disputes in this industry. 


MORE EFFECTIVE ENFORCEMENT 


No matter how fair and equitable price control regulations may 
appear on paper, they will be useless unless they can be effectively 
enforced. 

Those who are tempted to disobey price-control regulations must 
learn that violation simply “does not pay.”’ We are not talking 
here about the occasional violator who misreads or misapplies through 
ignorance or misunderstanding a price-control order. Effective price 
control is not in danger from this type of violator. Rather, we are 
discussing the persistent and willful violator whose actions can under- 
mine the very foundations of price control. An honest businessman 
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_ finds that willful violators are able to gain financ ially by disobey- 

ing the law can only conclude that he has become a “sucker” for 
following the regulation. Under these circumstances, price-control 
regulations quickly become unenforceable. 

For proper enforcement, the Office of Price Stabilization must be 
able to reach both the seller and the buyer who trade at overceiling 
prices. It must make certain that the Federal Government does not 
subsidize these violators by paying for purchases made at overceiling 
prices. It must be able to force restitution with appropriate penalties 
of all charges made in violation of the OPS ceilings. 

We endorse the proposals made by the President for four changes 
in the Defense Production Act to improve enforcement. These four 
proposals would give the President authority to take the following 
action: 

(1) Issue licenses in particular industries where price-control enforce- 
ment is particularly difficult. 

(2) Disallow for tax purposes fines or penalties paid for overceiling 
prices. 

(3) Disallow for tax purposes the overceiling prices paid by buyers. 

) Remove the antiquated $10,000 limit on the amount of damages 
that can be obtained in actions to recover overcharges in violations 
of price-control ceilings. 


CONTROL OF QUALITY 


Price control is at best an extremely difficult administrative opera- 
tion. It is made more difficult by the fact that this country is not 
in a state of full mobilization for war. 

No one can blame businessmen for disliking the process under 
which the prices of their products are controlled. The administration 
of any price-control program has to expect businessmen to seek ways 
to circumvent the various price-control regulations. 

The operations of the OPA during World War II proved that 
perhaps the most important way businessmen try to avoid their 
obligations under price control is by lowering quality under the 
pressure of a price ceiling. This reduction in quality can take many 
forms including adulteration, down-grading, eliminating or reducing 
output of low-priced items, shifts to different labels, packages, or 
marketing practices. 

Under the existing Defense Production Act, the powers of the OPS 
to deal with these problems are very limited. In particular, the 
restrictions included in paragraph 402 (h) must be eliminated. It 
seems to us elementary that in any price control program the Govern- 
ment must have authority to set specifications and standards and 
require grade labeling, in order to make certain that price ceilings are 
observed. 

Let me make it clear that I do not believe this authority will have 
to be extensively utilized. Rather, the very existence of this authority 
will deter willful violators of price ceilings from lowering the quality 
of their products and taking other measures that they would otherwise 
adopt. 

DOLLAR-AND-CENTS CEILING PRICES | 


We have been gravely concerned by the developments in the current 
price-control program. We have been particularly concerned by the 
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fact that the regulations issued by the Office of Price Stabilization have 
concentrated more on controlling margins than on controlling prices. 

If we have to have a truly effective price-control program, we must 
concentrate our energies on controlling prices. Trying to contro] 
prices by regulating margins only serves to pyramid price increases. 
This can be made clear by a very simple example: If the cost to the 
retailer of a particular commodity is $1 and his margin is 25 percent, 
the normal selling price of this article is $1.25. If the price of the 
retailer should increase from $1 to $1.40, the application of the usual 
margin would give a selling price of $1.75. 

Thus an increase in cost to the retailer of 40 cents has been trans- 
formed into an increase of 50 cents to the consumer. For this reason, 
we have serious objections to a number of the most important regula- 
tions that have been issued by the Office of Price Stabilization. 

In recent weeks, there has been a trend in the other direction. We 
have been heartened in particular by the vigorous action taken to 
obtain for the consumers of this country lowel er prices on all beef 
products. We applaud the action of the OPS in developing a roll- 
back program for beef prices based on dollar-and-cents ceiling prices. 
We are shocked by the attitude of the cattle ranchers and feeders, 
evidently dissatisfied with prices 25 or 50 percent above parity, who 
expect Congress to help them obtain even higher prices by lifting all 
price controls on beef. 

In order to place proper emphasis on dollar-and-cents ceiling prices, 
we urge Congress to amend section 402 (c) of the act to include the 
following sentence: 

In determining and adjusting ceilings and prices, the President shall wherever 
possible establish specific dollar-and-cents ceiling prices on specific commodities. 


REGULATION OF MARGIN REQUIREMENTS ON COMMODITY MARKETS 


Considerable objection has been raised against the proposal by the 
President to control margin requirements on the commodity exchanges. 
The special interests who would be affected by this proposal were 
strong enough to block any effort to include this proposal in the 
original Defense Production Act. 

Those against this proposal talk as though this type of regulation 
had never before been tried. The truth is almost the direct opposite. 
The Federal Government has been regulating margin requirements 
for many years, margin requirements in the various security markets, 
including the New York Stock Exchange. This proposal would 
simply extend to the commodity markets the powers now existing with 
reference to the security markets. 

Trading on the commodity exchanges during the early months of 
this year was one-third higher than during the same period in 1950. 
The lack of any margin requirements attracts the fly-by-night specu- 
lator who is permitted to engage in speculative operations on the 
markets with very little money of hisown. The effect of this proposal 
would be to force these speculators to invest their own money in these 
operations. There is no intention of forcing off the market legitimate 
traders who regularly buy and sell on the exchange for their own 
legitimate business purposes. The present proposal would protect 
these legitimate interests, but at the same time eliminate speculative 
operations and thus reduce inflationary pressures. 
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EXEMPTIONS 


I have emphasized in this statement the importance of controlling 
all the elements that enter into the worker’s cost of living. Without 
this type of over-all control, the entire stabilization program is placed 
in jeopardy and wage stabilization becomes difficult, if not impossible. 

As it now stands, the Defense Production Act contains in section 
402 (e) a number of specific exemptions from any type of price-control 
regulation. Included among the exemptions are the following items 
which I have listed below together with their importance in the 
Consumers’ Price Index. 


Percentage of total 


Public utility rates: consumers’ price inde 
pe Re Ce en Sus at adel es ead oan cs ca RE SP pray SEES? 5 a a ces 1.0 
2 a ene a EP re rst, eee AO eee Se Res Sok okie 
NO END atch eee eee A. A ae ee epen ts io ee A ey | 
PINE INNES 6 25 ales Cet weer ad os i ee a ot OE epee Pe An ae Pe 
ESS RENO et Ee eC rere «4 
MINNIS sor a ee et et Sas Gia te arles setae eek re 
Me re ee co a Se eee Dee ceed ee re ane {2 

Professional services: 

NE bs poe ie 8k sae Wi oh EI Be a se ce Bs Ss ls Sd 1.3 
SS EET ERIS EERE RICE POP ane De eee See Fee eae: My. 
SER EON en a aia a a ea on ones we ase eam 2 

Tnsurance: 
pens tg ae DERE Ie PR Res Eee OEP ae Ge Se ENO Ane FOR BASS Pepe EN DPE ORO E TET RE ot 
Group hospitalization ae Sage ate ete side aie ke te Syeth sles l. 224 tne 1.0 

Motion picture admissions__.._...._._--_- RITES OTe OW GORE ee es y a 

SNE oe ir Ue Ste a ne chek Sh aw ne aa Gees a iD 

fe) SRR SR EOS EA 2. ESR SE MI AT TES RG NES See Meat se NER DET EAN oNY SPUN DRM? Ea 14.6 


As you can see, aithoush this list is comprised of what might be 
regarded as small individual items, they add to almost 15 percent 

of the average family budget. It should be remembered that, for 
example, a 10 percent increase in the cost of these items will be equi- 
valent to a 2 cents an hour reduction in pay to the average factory 
worker. 

We feel that all the exemptions in this section should be subject 
to a complete review. The President has made only one specific 
recommendation in this field. Under the present language of the law, 
the exemption regarding public utility rates is exte ‘nded to all public 
utilities, even those whose rates are not subject to any regulation by 
any Government commission. 

The President’s proposal would confine this exemption to those 
utilities whose rates are now regulated by State commissions. The 
President would also include language making it possible for the OPS 
to appear as an interested party in rate change cases before the 
various State commissions. In our view, these changes proposed by 
the President are an absolute minimum for any effective stabilization 
of public utility rates. 

However, the President made no recommendation regarding the 
many other exemptions now included in the law. We feel, in parti- 
cular, that changes are required in subsection iii which concerns the 
prices established for newspapers, magazines, books, and includes 
admissions to motion pictures. We feel that the prices of these items 
can be subject to some type of OPS regulation without infringing upon 
the traditional freedom of the press. 
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CREDIT CONTROLS ON HOUSING 


I now would like to turn to credit controls on housing. The Defense 
Production Act includes in title VI, the authority under which the 
Federal Reserve Board has issued its regulation X governing the 
use of credit in the purchase of new homes. The President is now 
asking through a change in section 602 (d) that this authority be 
extended to cover sales of existing homes. 

The manner in which the Federal Reserve Board, together with the 
Housing and Home Finance Agency, has exercised this authority over 
credit controls makes us extremely reluctant to recommend any 
increase in this authority. In our opinion, regulation X has harshly 
penalized the low and moderate income groups in our population. 
Let me explain this in more detail. 

When the Government agencies were developing this regulation, 
they asked the A. F. of L. for its general views on this problem. At 
that time it was our contention that what was most urgently needed 
was a comprehensive program relating the entire construction industry 
to the defense program. We insisted that the construction industry 
should be viewed as a whole and that policies should be developed in 
which the most critical construction needs were given priority over 
less essential demands. We emphasized furthermore, that in view of 
the housing shortage the Government should permit as large a volume 
of home building as possible. Since the need for housing among low- 
and moderate-income groups was most acute, we felt that the im- 
position of credit control should not work a hardship on these families 
who have relatively little accumulated savings. 

Our advice was not taken. The drastic terms of regulation X were 
made effective without any over-all program for the construction 
industry. As I predicted in a statement issued last October, the re- 
quirements for high down payments have cut off low- and moderate- 
income families from the opportunity to purchase new homes. 

Latest available statistics from the Federal Housing Administration 
show that the regulation has forced home builders to concentrate more 
heavily on higher-priced homes, thus appealing to higher income 
families with greater accumulated savings. Their figures show, for 
example, that the proportion of applications for FHA-insured mort- 
gages higher than $9,500 has risen from 21 to 34 percent. 

We recommend that the Defense Production Act be changed so that 
regulation X can no longer unduly penalize low and moderate families. 
In particular, we suggest a change in the second paragraph of section 
602 (a) which lists a number of factors which must be considered in the 
imposition of these regulations. We suggest that there be added to the 
existing four factors the following: 

(5) The ability of various income groups in the population to obtain adequate 
housing within their means under such credit regulations; and 

(6) The effect of such credit regulations upon the sales price of residential 
properties. 

It is our opinion that proper consideration of these factors would 
prevent the hardships of regulation X. 

Only if these changes are adopted should Congress give the Federal! 
Reserve Board any additional authority in this field. 
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PARTICIPATION IN ADMINISTRATION OF PROGRAM 


Now, a word as to participation in the administration of the 
defense program. ‘The problems involved in this defense program are 
not merely legislative. The most carefully worked-out provisions in 
this law will be useless unless they are equitably and effectively 
administered. 

One of the basic reasons for organized labor’s withdrawal from the 
defense program earlier this year was our feeling that the administra- 
tion of the defense program was dominated by the interests of big 
business. Although some steps have been taken to solve this problem, 
the following changes in the Defense Production Act are needed to 
safeguard the principle of democratic participation: 

(1) Section 404: This section includes a general requirement that 
the President must ‘‘advise and consult with * * *  representa- 
tives of persons substantially affected by regulations or orders’? under 
the stabilization program. Wesuggest that this be made more explicit 
by lesting specifically “representatives of businessmen, farmers, work- 
ers and consumers.”’ The President has suggested this change. 

(2) Section 703: Because section 404 applies only to the wage-and- 
price program under title IV, another change is needed to cover the 
remainder of the defense program. We suggest that a new section 
703 (ec) be added to read as follows: 

In the formation of policies under this act and in the administration of such 
policies, the President shall, insofar as practicable, consult, advise with and utilize 
representatives of businessmen, farmers, workers and consumers. 

In conclusion, these then represent our considered views regarding 

the extension of the Defense Production Act. 

I do not suppose that it comes with any. surprise to your committee 
to find that our testimony is completely different from the testimony 
siven by representatives of business before this committee. We have 
emphasized strengthening the law; these other witnesses have emphas- 
ized Weakening the law. 

Let me point out that for a labor organization, the easy solution to 
the problem of inflation is to agree with those who want to abolish all 
controls, If price control were scuitled, wage stabilization would have 
to go and there would be no limit to the amount of wage increases 
unions could obtain from employers. In the present tight labor mar- 
ket situations, let me assure you that this would mean very substantial 
wage increases, far above those allowed by the Wage Stabilization 
Board. 

This, I say, is the easy solution for union leaders to the problem of 
inflation. For the American Federation of Labor, we have decided 
that the threat of Soviet imperialism to the free world makes it im- 
possible for us to recommend such a course of action. This is no time 
for ‘business as usual.”’ 

To us, the issue appears very simple. Are we or are we not going 
to have a comprehensive anti-inflation program? No one, least of all 
the American Federation of Labor, contends that price and wage con- 
trol are the whole answer to the problem of inflation. We have, for 
example, made very specific recommendations regarding taxation. 
We have very specific views regarding a savings program and a pro- 

gram to restrict inflationary bank credit. 
83473—51—pt. 3——21 











1734 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 





However, even with these programs, direct controls will be needed. 
Our economy is faced with the problem of adjusting itself to a defense 
program that will shortly be taking 20 percent of our national effort. 
The dislocations and pressures brought by the defense program can- 
not be handled without direct controls. 

If we need controls, let us make them truly effective. We cannot 
stem inflation by halfway measures. It makes no sense for Congress 
to pass a law saying there should be direct controls and then fail to 
include in that law the necessary provisions for making those controls 
effective. That is why we say: Make these controls truly effective; 
make certain they cover the whole economy; make certain that they 
‘an be effectively enforced; and make certain that there are no loop- 
holes for special privilege. If you meet this challenge, you will have 
earned the gratitude of all the American people. 

The Cuarrman. Mr. Green, I think you have made a very able 
and a very clear and convincing statement of your position. 

Mr. Patman, do you have any questions? 

Mr. Parman. This statement on page 10 of your statement, Mr. 
Green. I thought it was rather clear in the original act that business- 
men, farmers, workers, and consumers should be consulted, but since 
in actual practice it hasn’t worked out that way, I think we should 
amend the act according to your recommendation. 

I assume, Mr. Green, that in the practical application of the act, 
you have discovered that these groups have not been consulted as 
anticipated when the original act was passed; is that correct? 

Mr. Green. That is right. 

Mr. Parman. If that is true, I think we would amend it to make 
perfectly clear. 

As to regulations, don’t vou think that we could well afford to 
have no restrictions at all on the construction of residences below a 
certain value, in order to encourage the maximum of units for resi- 
dential use? 

Mr. Green. That is in building? 

Mr. Parman. Yes, sir. Instead of encouraging the construction 
of high-priced units, as vou have pointed out in your statement, which 
has resulted in the 50-percent increase in the high-priced units, accord- 
ing to your figures—which I assume are correct—would it not be 
better to discourage construction of these high-priced homes and units, 
and encourage the construction of the lower-priced residential units 
in order to have the maximum number of residential units for occu- 
pancy? 

Mr. Green. That is what I emphasized, Congressman, in my 
statement. 

I showed that, as a result of the policy that has been applied, the 
increase in higher-priced homes has jumped from 21 to 34 percent. 

Mr. Parman. That is right. I noticed that. I didn’t notice your 
statement that we should exempt from regulation or control the con- 
struction of residential units below a certain price. Is that in your 
statement? 

Mr. Green. Yes, and we ought to encourage the construction of 
lower-priced homes. 

Mr. Parman. And discourage the construction of higher-priced 
homes during the emergency? 

Mr. Green. That is the point | was emphasizing in my statement. 
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Mr. Parman. Yes, sir. I agree with you completely on that. 

I notice on page 8 of your statement, the items that go into the 
cost of living which are not controlled. 1 don’t see imterest rates 
included there. Don’t you think interest rates enter into the cost 
of living, Mr. Green? 

Mr. Green. | don’t think I included that. 

Mr. Parman. No, I see it is not included. 

Mr. Green. It is not included as a specific item. 

Mr. Parman. But it is really a substantial item, is it not, Mr. 
Green? 

Mr. Green. I think you are right. I agree with you on that, sir. 

Mr. Parman. And interest rates should be considered along with 
all these other items? 

Mr. Green. That is correct. 

Mr. Parman. I notice, as to regulation W, vou are critical of the 
Federal Reserve Board. I certainly agree with what you say, and 
I predicted what would happen at the time the bill was passed. I 
opposed giving any authority to the Federal Reserve Board because 
they are separate and apart from the Government. They are not 
obligated to the President or the executive branch of the Govern- 
ment—at least thev say they are not. ‘They claim they are an agency 
of Congress, which of course, is a convenient thing for them to say 
because with the slow, cumbersome way in which a legislative body 
acts, it cannot hamper the operations of the Federal Reserve Board. 
Therefore they are just foot-loose and fancy-free and can do whatever 
they want. 

Don’t you think a better course for Congress to pursue, in the 
renewal of this act, would be to give that power to someone who is 
directly responsible to the people, such as, for example, the President 
or some part of the executive branch of the Government? 

Mr. Green. Yes, sir. 

Mr. Parman. Then if he wants to delegate that power, he can do 
it, and then, if they do not act in the public interest—as | contend 
the Federal Reserve Board are not now—he could make them change, 
he would have some power over them. But if we put in the Federal 
Reserve Board, the President would have no power over them at all 
and they could do whatever they wanted to. 

| think they are clearly wrong, and L think their action is the best 
evidence of arbitrary, cruel action, that has ever been taken by any 
board of our Government. 

Why shouldn’t they take some of these regulations off, such as on 
automobiles, and certain other apphances, of which the warehouses 
are presently filled? Then this money would go into the purchase of 
goods that are not scarce and thus be taken out of the competitive 
market, competing for beef, bread, and the basic necessities of life 
which are being forced up to a ligher-price level because that money 
cannot go into the channels where goods are in good supply. Don’t 
you agree with that? 

Mr. Green. I think vou are right. And I think time and experi- 
ence has shown that you are right. 

Mr. Parman. And I hope that in the renewal of this act that we 
will keep the Federal Reserve Board from having any of this power. 
They have shown they are not entitled to it by their arbitrary actions 
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and mean disposition. They have certainly gone too far in demon- 
strating that they are not entitled to this power. 

Mr. Brown. Will the gentleman yield? 

Mr. Parman. I yield. 

Mr. Brown. Who would the President delegate his powers to then? 

Mr. Parman. To either Eric Johnston, or the Federal Trade Com- 
mission. There are a great many agencies that could handle it. 

Mr. Brown. Do you mean credit control? 

Mr. Parman. Yes, credit control could be delegated to the Federal 
Trade Commission or to Mr. Eric Johnston, and the marginal require- 
ments and speculation regulations could be enforced by the Securities 
and Exchange. They don’t belong in the Federal Reserve Board 
anyway. ‘They are looking after the bankers. They are not looking 
after the people. 

Then if they didn’t follow his wishes, he could take it away from 
them. 

Mr. Mvuurer. We can’t undertake to write the rules and regulations. 
We can only write the principles. And I think if the President were 
in a position to say to the Federal Reserve Board, “You are not doing 
the right thing, and I will give this authority to another agency,” they 
would be more responsive to our will and to the President’s will and 
to the desires and needs of the Nation. As it is now they know they 
are an independent agency, and they know we can’t write regulations 
for them, because by the time we get around to making a change the 
emergency will be over. We ought not to have any temporary or 
emergency controls in any agencies which are not responsible to the 
head of the Government. 

I am in complete agreement with Mr. Patman. 

Mr. Brown. You know the President is going to delegate credit 
controls to ‘he Federal Reserve Board. 

Mr. Parman. Well he doesn’t have to. 

I have another statement. That is that the Federal Reserve 
Board has too much power right now, and if they keep on in this way, 
they are going to throw this country into a depression in time of 
prosperity. 

The CHarrMan. Have you any further questions of Mr. Green? 

Mr. Muurer. Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Murer. Mr. Green, we have had many of the people repre- 
senting the livestock industry and the packers in here telling us we 
don’t need any controls of any kind whatsoever, that the law of 
supply and demand will take care of the situation without any of 
those controls. 

Among other things they said that there is an ample supply of beef. 
The only thing is that the wage earner is spending too much money 
for beef, and therefore he is pushing the price up. 

Can you go along with that principle or that thesis? In other 
words, they gave us two plans for controlling prices without any law. 

First, they said, let the wage earner save more money, put it in the 
bank, and buy less meat, and there would be less demand for it and 
the price would come down. 

That was one of their arguments. 

The other was the idea that we put a luxury tax on the high-priced 
cuts of beef, and therefore the price would come down and the wage 
earner could get more beef. 
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Do you agree with either of those ideas? 

Mr. Green. I don’t agree with that, Congressman, because I am 
of the opinion that many of the working people of the country are 
prevented from having an adequate supply of meat, a necessary supply 
of meat, because they are unable to buy it, and if there is any group 
of people in the country that ought te be pretty adequately supplied 
with meat, it is the man who works with his muscles and has got to 
serve society in some respect. But the fact is that a large number 
of them are unable to purchase an adequate supply of meat. And a 
large percentage of them have to buy lower grades of meat. They 
can’t buy the top grades because it is too expensive. 

Mr. Mvuurer. It is well recognized toaay that meat is a necessary 
part of the diet of the workingman of the country. 

Mr. Green. That is right and that fact can be proven by visiting 
the workers’ homes. 

Mr. Murer. And the fact of the matter is that throughout the 
country, from one end to the other, the wage earner, the worker, does 
not earn enough today to buy the full quota of meat that his diet 
requires, 

Mr. Green. That is right. 

Mr. Motrter. For himself and for his family. 

Mr. Green. That is correct. 

Mr. Mutrer. I noticed that you approve of the recommendations 
for the licensing of industry under this proposed bill. 

We had similar licensing provisions during OPA days; did we not? 

Mr. Green. What I said was, “We endorse the proposal made by 
the President.” And that is largely similar to the OPA policy. 
And we learned much through the application of that method, and 
from the experience through which we passed. 

Mr. Mutter. You and your organization and all your affiliate 
organizations are very much interested in seeing that various persons 
and companies continue in business, and not that they be put out of 
business; isn’t that so? 

Mr. Green. That is right. 

Mr. Mutter. Do you know of any instances during OPA days 
when licenses were arbitrarily or capriciously revoked and people put 
out of business, because of the revocation of their licenses during 
World War IT? 

Mr. Green. I don’t recall at the moment. I can’t carry them in 
my memory. I don’t recall. 

Mr. Mutrer. Well I don’t know of any instances either. The 
reason I raise the question is because some of those people who come 
in here have forgotten that they operated very successfully during 
OPA days without any hardship on anybody, and now they come in 
and tell us this is a most unusual power and that we ought not to 
grant it. 

Mr. Chairman, may I at this time make a part of this record a 
statement that appeared in the New York World-Telegram and Sun 
of May 31, 1951, on the beef question. It is extremely interesting 
because this is by a cattleman who says that the beef price roll-back 
will not adversely affect the industry, despite what some of the other 
‘attlemen have told us. 
ee ee Without objection, that may be incorporated in 
the record. 
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(The statement from the New York World-Telegram and Sun 
referred to is as follows:) 
{From New York World-Telegram and Sun, Thursday, May 31, 1951] 
CATTLEMAN Supports Breer Price Roui-Back 
(By Earl Richert) 


Omana, May 31.—On almost any day, striding through the world’s second 
largest stockvards here, can be seen one of the country’s most unusual multi- 
millionaires. 

He calculates that the recent beef price roll-back will cost him at least $380,000— 
$300,000 in profits he otherwise would have made and an actual cash loss of 
$80,000. Yet: but for one minor objection on timing of the orders, he thinks the 
beef price roll-back and lower prices are a good thing for all concerned. 


NO TAX COMPLAINT 


He paid an average of $1,000 a day in Federal income taxes last vear and would 
have paid much more if he hadn’t made several large gifts. Yet he doesn’t com- 
plain about high taxes. His books are in such shape, he says, that the internal 
revenue agents can get through with him in less than 3 hours. 

This unusual multimillionaire is a small, sturdily built man with twinkling bright 
eves named Bob C. Cooper, And he’s no immigrant. Nor is he newly rich. 
He’s been in the chips for years. 

He’s one of the country’s biggest cattlemen and all-around farmers. He fattens 
about 15,000 head of cattle a year in his feed lots around Omaha, owns 7,200 acres 
of nearby farm land (worth over $2 million) and two ranches in the West. 

He started out as a tenant farmer in South Dakota in 1911, went broke shortly 
after the end of World War I and again in the early twenties. But since 1927, 
he’s been on the upgrade financially with no red ink even in the depression years. 

For the last 10 years he’s made ‘‘killings’’ in the cattle-feeding business because 
of rising prices. And he’s made practically a fortune since Korea. 


CATTLEMEN CAN TAKE LOSS 


Most of his fellow commercial cattle breeders have done as well lately as he has, 
he says, and can stand some loss while beef prices are readjusted and stabilized for 
the benefit of the consuming public. 

Of the cattle country’s criticism that the beef price roll-back—right or wrong— 
simply can’t be made to work, Mr. Cooper has this to say: 

‘If we are good Americans we would see that it would work. If we do a good 
job trying to make it work, it will help a lot.” 

Mr. Parman. Mr. Chairman, sometime ago I asked pe ‘rmission 
and was given permission to insert in the rec ‘ord a letter to the Federal 
Reserve System concerning regulation W. I have now a reply from 
the Chairman of the Federal Reserve Board, and he would like to have 
the letter inserted in the record, which I would like as well. 

And I would like to have it inserted along with the table accompany- 
ing it. 

The CaarrmMan. Without objection, that may be done. 

(Letter and information referred to appear at pp. 569-572, vol. 

Mr. Muurer. That is all, Mr. Chairman. 

Mr. Burrerr. Mr. Chairman. 

The Cuarrman. Mr. Buffett. 

Mr. Burrerr. Mr. Green, I see at the end of your testimony you 
used the sentence ‘‘We cannot stem inflation by halfway measures.” 

Certainly I agree with that. I want to ask you if you believe the 
Federal Reserve Board has used, to the fullest, its powers to restrain 
inflation. 

Mr. Green. Well, I couldn’t express a definite opinion on that 
because I don’t know exactly all that it has done, but it is my impres- 
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sion that it has not exercised all of its powers that it could con- 
structively apply in order to prevent inflation. 

Mr. Burrerr. That is my impression also. I believe that, by the 
use of higher interest rates, business loans could be discouraged; the 
expansion of credit could be discouraged. 

Mr. Green. That is important. 

Mr. Burrertr. That is what makes for inflation; isn’t it, the expan- 
sion of credit? 

Mr. Green. The Board can exercise a great influence in the credit 
field, but it doesn’t seem to have taken advantage of that opportunity 
to do that, in full measure, at least. 

Mr. Burrerr. Your organization undoubtedly has made a serious 
study of inflation; has it not? 

Mr. Green. Yes. 

Mr. Burrerr. Have you found any historic evidence, Mr. Green, 
to support the notion that inflation can be permanently halted in the 
absence of a currency redeemable in gold on demand? 

Mr. Green. Well, we all have opinions on that—that is, we gain 
impressions as a result of experience, and so forth. 

Mr. Burrerr. Mr. Green, is a matter of that kind a matter of 
opinion, or is it a matter of historical evidence? 

Mr. Green. Well, of course, the basis of it is a matter of practice, 
and effort, and so on. 

But at the moment I do not feel competent to express an opinion 
on that, because I will admit I am not a financier, and I am not 
qualified, perhaps, to go into that maiter as one who is an expert on 
it would be. 

Mr. Burrerr. Would you agree with me to this extent, then: If 
there is no evidence to support the notion that an inflation can be 
permanently halted in the absence of a currency redeemable in gold, 
a thorough investigation should be made of that phase of the matter? 

Mr. Green. Well, i think a thorough investigation should be made; 
yes, sir. 

Mr. Burrerr. I have had this question raised with me, Mr. Green, 
by people who rely on savings and interest for their livelihood. They 
have asked me if the labor segment of our economy is prepared to take 
a reduction in its standard of living during this emergency. How 
would you suggest that I answer that question? 

Mr. Green. Naturally, all classes of people are reluctant to agree 
to a lowering of their standard of living that has been gained through 
years and years and years of effort, and it doesn’t seem that there is a 
sentiment, strong in character, in favor of a reduction in our standard 
of living. 

Of course, all are conscious of the fact that passing through an 
emergency, a great war, a situation where even the basic principles 
of freedom are at stake, that the people are willing to make such 
sacrifices as may be necessary during that period, in order to preserve 
freedom, liberty, and justice. 

Mr. Burrerr. Between 1940 and 1950, the contention is made to me 
that neither the farmer nor the laborer suffered a reduction in his 
standard of living, and, to the contrary, that both increased their 
standard of living, and that the impact of the inflation that has taken 
place thus far came out of the white-collar class. 
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If there is to be a further impact of inflation—and we have it 
already—whom should that come out of? 

Mr. Green. [t is my opinion that labor, and the other group you 
referred to, make equal sacrifices, and sometimes a greater sacrifice, 
than most all other classes of people did during the war period. 

They have their sons on the battle lines; they share with all others 
in extending service, in making sacrifices, and you must know that 
they are like all other groups of workers. They must even face some 
situations where they can’t get this material; they can’t get that 
material, and they can’t get others. 

Then they are always faced with a limited ability to buy. Their 
ability to buy is not unlimited and extensive as it is for some classes 
of people. It is a hmited supply, based on their earnings only; and, 
if those earnings don’t supply them with a decent standard of living, 
they have got to have a reduced standard of living. 

It is based on their earnings, what they earn, what they are able to 
earn. If there is sickness, or if there is something that causes them 
to lose the opportunity to work, then their standard of living is 
lowered to some extent. 

Mr. Burrerr. Yes, but you——— 

Mr. Green. Those are the everyday experiences of life. 

Mr. Burretr. You wouldn’t contend that that standard of living 
has been lowered since 1940; would you? 

Mr. GreEN. Since when? 

Mr. Burrerr. Since 1940? 

Mr. Green. No;I don’t thinkit has. That is, the general standard 
of living. I think some individuals have suffered a lowered standard 
of living, because of conditions, situations, and facts they have had 
to face. 

Mr. Burrerr. How long do you think this emergency period 
going to continue? 

Mr. Green. That is the problem we are all thinking about, and it 
is very difficult to answer. It depends on whether something will 
happen that will plunge us into a third world war. 

If we are plunged into a third world war, then we are in for it for a 
long period of time. And that is the thing we are apprehensive about. 
And, as you know, the Government is trying to avoid it. 

But there are certain factors, and certain situations that are operat- 
ing that might, without notice, even, precipitate a third world war 
and then we are in for it. 

Mr. Burrerr. That is all, Mr. Chairman. 

The CuatrmMan. Are there further questions? 

Mr. McKinnon. Mr. Chairman, I would like to ask just one 
question. 

The Cuarrman. Mr. McKinnon. 

Mr. McKinnon. Mr. Green, have you ever given any consideration 
to, or have you ever wondered about, why it is people never seem to 
object about draft laws, and sending their sons to the front to fight 
and risk their lives; but, as soon as we proposed anything on the 
economic front, like ‘regulations, or controls on prices, or profits, that 
immediately people come running in to oppose any such thing? 

I am speaking to vour statement now of equality of sacrifice. 

Have you ever given any consideration to why that happens? 
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Mr. Green. Well, I think, of course, the people who support the 
Government and the Congress in the enactment of draft legislation, 
and so on, are moved by patriotic impulses and influences. 

And, because of this fight that is on between those who support the 
totalitarian form of government and those of us who believe in freedom 
and liberty and a free-enterprise system, they are becoming more 
conscious of the fact that our free-enterprise system is faced with 
tremendous opposition. 

Do you know, Congressman, that America is the last stronghold 
of the free-enterprise system? Examine the systems in most all other 
countries, and you will find that we are the last stronghold of the free- 
enterprise system. 

There isn’t any question but what the drive is on to destroy it. 
That is the issue. 

Now, our people—labor, I know, because they discuss it at their 
meetings—the preservation of these blessings of freedom and liberty 
and democracy is at stake, and they are willing, of course, to submit 
to the draft. They give their boys. They sac rifice their sons on the 
battlefield, and they know if a third world war comes they will have 
to sacrifice more. 

So, I think that is one of the impulses that moves them. 

Now, as far as the economic question is concerned, they feel they 
can fight under our free-enterprise system for the realization of just 
and fair economic policies. They can do that under our free-enter- 
prise system, without endangering or subjecting it to danger abroad. 
That is about the best answer I can make to you, Congressman. 

Mr. McKinnon. Thank you. 

The CHarrMan. Are there further questions? 

Mr. Mutrer. Mr. Chairman, just one thing, please. 

The CHatrMan. Mr. Mutter. 

Mr. Mutter. I am always interested in these remarks about the 
gold standard. Mr. Buffett raised the matter a moment ago again. 

If every worker in all of your affiliated organizations was paid in 
gold instead of currency, instead of bills, would he be able to buy one 
bit more food or merchandise or pay any more rent with the gold 
than with the currency? 

Mr. Green. I don’t think so. 

The CHAIRMAN. He would have a few less dollars, too, I think. But 
we can’t settle that question this morning. 

Mr. Green, on behalf of the committee, I want to thank you for your 
very fine statement. I don’t think that labor ever occupied a more 
important position in relation to the future of our country than it 
occupies now. 

The valor and the intelligence of our men, however great they may 
be, cannot win the battle alone. We are outnumbered. Our enemies 
by far outnumber us. And we must, by production at home, of tanks, 
planes, guns, and ships, through the men whom you represent, help 
win the fight. 

[ know they are going to do the best they can to insure the success 
of our defense and the preservation of our institutions. I want to 
thank you, Mr. Green, for your very excellent statement. 

Mr. Green. Thank you very much, Mr. Chairman. 

The CuarrMan. Call the next witness. 








1742 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Mr. Frvx. Mr. Edmund F. Wagner, representing the Commerce 
and Industry Association of New York. 
The CuarrMan. Proceed, Mr. Wagner. 


STATEMENT OF EDMUND F. WAGNER, REPRESENTING THE COM- 
MERCE AND INDUSTRY ASSOCIATION OF NEW YORK, INC. 


Mr. Wacner. My name is Edmund F. Wagner. T am chairman 
of the property owners’ committee of the Commerce and Industry 
Association of New York, Inc., and president of the General Realty 
and Utilities Corp. 

At the outset, 1 wish to make it clear that my appearance here, 
recommending certain amendments, is not to be construed as approval 
of rent-control legislation. In the past, we approved such controls 
as an emergency measure during the housing shortage. Our industry 
has struggled for existence in the strait-jacket of a most inequitable 
regulation for the past 9 years. Speaking only as to the conditions 
in the metropolitan New York area, we need only refer to the real- 
estate sections of the Sunday papers to find page after page of apart- 
ments for rent at rentals consistent with current costs of construction 
and operation. 

We do not deny that families in certain categories are encountering 
difficulty in finding apartments. But this only indicates that there 
is a shortage of housing at uneconomic, bargain rates in controlled 
housing. I might also add that both commercial and _ residential 
rents are controlled in New York under State law, and I would not 
now be appearing here excepting for the fact that this bill presents 
the possibility of the Federal Government superseding the State. 
Where there is State control there should be no conflicting legislation 
by the Federal Government. 

Without taking a position of approving this legislation, we must 
of necessity address our remarks to the bill now before you. Here- 
after are given the salient provisions which should be contained in 
this bill if it is to provide for equitable treatment of the rental housing 
industry. 

1. A minimum annual return of 6 percent on capital value should 
be allowed. Depreciation at a minimum of 2 percent on the value 
of the building should be allowed. Such a provision is not in the 
bill—but it should be. 

2. Allow rent adjustments which will compensate owners for in- 
creased cost of operation and maintenance since the maximum rent 
date. This provision is now in the bill. We would suggest that it 
be made clear that real-estate taxes are included in costs of operation 

3. Allow landlord and tenant to enter into voluntary rent-adjustment 
agreements with a ceiling at 15 percent. This has been allowed in 
prior Federal laws and is now permitted under the New York law, 
No similar provision is in this bill; we believe it should be. 

4. As presently written (p. 18, line 24 et seq.) rents would be rolled 
back to the level of January 25, 1951. In our State it is permissible 
to receive increases in rent where the tenant agrees voluntarily, and 
the owner provides increased services and/or new facilities, and gives a 
2-vear lease. Should the provisions in this bill rolling back rents be 
enacted, the following would result. 


ithe ie Min Aa ie ey 








Se pheb stating: 











in 


ry 
ty 


Is 


st 
= 
1) 


$84 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1743 


(a) Owners who had made substantial expenditures for new 
facilities, relying largely on the higher rent to cover the cost, would 
be severely injured, 

(6) Tenant would have a 2-year lease with all benefits thereunder 
while the quid pro quo—the rent increase-—would be denied the 
owner. 

This is a most inequitable provision. We recommend that it be 
changed to provide that rents lawfully collectible on the date of en- 
actment be allowed to stand. 

5. Rents of new housing units (created after February 1, 1947) 
would be subject to control for the first time under this bill. (P. 18, 
line 17 et seq.) Builders who were encouraged to provide new housing 
by the incentive of noncontrol—which incentive was provided by 
Congress when it specifically excluded new construction from control 
and rightly so—would be penalized for taking Congress at its word. 
We realize all laws are subject to amendment; but here we have a 
situation where Government offered certain inducements to obtain 
badly needed housing—and after achieving the goal—withdrew the 
inducement We believe these units should continue to be exempt 
from control. 

6. We oppose control of rents for business accommodations. Our 
association appeared before the Senate Banking and Currency Com- 
mittee in 1944 when a similar proposal was under consideration. At 
that time, we held that conditions did not warrant the enactment of 
such a proposal. We were officially at war at that time, vet the com- 
mittee agreed commercial space should not be controlled. 

If conditions then did not justify Federal rent control, certainly 
there can be no excuse for inaugurating such controls now. We are 
opposed to Federal control of rents for business accommodations, 
and I again direct vour attention to the fact that they are controlled 
in New York State. As to other areas, it should be left to the locality 
to decide if and when steps should be taken. 

In developing this statement, we were at all times aware of the 
tremendous responsibilities and problems of the Congress. We have 
sought to be constructive and moderate, while at the same time giving 
full expression to our honest opinions and convictions. 

On behalf of the Commerce and Industry Association of New York, 
Inc., and for myself personally, | want to express appreciation for your 
courtesy in allowing the presentation of our position. 

Thank you. 

The CHatrmMan. Are there any questions. 

Mr. McKinnon. Mr. Chairman, I would like to ask a question. 

The Cuarrman. Mr. McKinnon. 

Mr. McKinnon. In your provision number one on page 2, you 
say: 

A minimum annual return of 6 percent on capital value should be allowed. 
Depreciation at a minimum of 2 percent on the value of the building should be 
allowed. Such a provision is not in the bill—but it should be. 

How would you determine capital value? 

Mr. Wagner. Well, sir, in the New York State provision, we are 
following a generally recognized value as the assessed valuation, as 
determined by the local taxing authority, as being the assumed value 
of the property, unless testimony is given otherwise. But the gen- 
erally accepted answer is the assessed valuation. 
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Mr. McKinnon. That is the way you do it in New York? 

Mr. Waener. Yes, sir. 

Mr. DouunGerR. You advocate local controls. 4 

Mr. Waaner. I think so, sir, instead of burdening this body here 4 
in Washington with those things. 

Mr. Doturncer. How do you feel about local price controls and 
wage controls? 3 

Mr. WaGner. Well, I think it is a little different. 5 

Mr. Douturncer. What is the difference? 2 

Mr. Wagener. There are more situations entering into the local 
control of space. 

Mr. Douurncer. Aren’t they all tied in together? Your whole 
economy is based upon controls of wages, prices, rents, and every- 
thing else. : 

Mr. Waener. Yes, sir, but I think there are many situations that = 
are different. You can have a surplus of space in one part of the 
country, but you can’t move housing to some other part. You can i 3 
move commodities but not housing. E 

Mr. Doxturcer. The present Rent Control Act gives the Adminis- 
trator the right to decontrol such areas if he felt the need was not 
there, and he took those things under consideration when he was so 3 
advised locally. 4 

Now, is there any difference between the two? a 

Mr. Waener. We still think it should be local control. 

Mr. Douiincer. You think so because the State of New York 
rent control law fits your purpose? 

Mr. Waaner. It doesn’t fit us at all. 

Mr. Dotuineer. I know what it is because I come from the State 
of New York. I know that the people of the State of New York are 
not being properly protected because that is not real rent control. 

Mr. Waaner. Well, I think they have been very well protected, sir. 

Mr. Do.turncer. That is a matter of opinion. 

Mr. Waener. It certainly is. 

Mr. Dowuiincer. You ask the people living in the city of New 
York and they will tell you they would rather have Federal controls 
than State controls. 

The CuarrMAN. Are there any further questions? 

If not, the witness may stand aside. 

Mr. Waaner. I have another statement that I would like to file 
for the record. 

The CHAIRMAN. Yes, sir, that may be inserted in the record. 

(The letter and supplementary statement is as follows:) 

CoMMERCE AND INDUSTRY ASSOCIATION 
or New York, INc., 
New York 7, N. Y., June 4, 1951. 




















The Honorable BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
House Office Building, Washington, D. C. 

My Dear Mr. Spence: The Commerce and Industry Association of New York, 
Inec., as the service chamber of commerce for the New York metropolitan area 
since 1897, and speaking for the complete cross section of business and industry 
represented in its membership of approximately 3,500 commercial enterprises of 
national and local importance, presents herewith its views on, and _ specific 
recommendations with respect to, the proposed extension of and amendments to, 
the Defense Production Act of 1950. 
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The association’s views and recommendations will be presented in three parts 
of which the attached statement covers part II, Wage Stabilization and Disputes 
Settlement. The other parts will be submitted separately. 

Very truly yours, 
Josepu A. Sincuarr, Secretary. 


Il. STATEMENT CONCERNING WAGE STABILIZATION AND Disputes SETTLEMENT 
Aspects or Tit_Les IV aNnp V or THE DEFENSE PRopUCTION AcT 


ARE WAGE CONTROLS NEEDED? 


The Commerce and Industry Association, basically, is opposed to wage and 
price controls. It is generally agreed, however, that in an all-out shooting war 
strict controls on the domestic economy are a necessity. 

If the international situation remains as it is today, or improves, there is 
little need for controls of the nature here contemplated. Under such cireum- 
stances the problem is how to increase production to bring the supply of goods 
quickly into balance with purchasing power and market demand, rather than 
attempting to hold the economy in line by artificial controls. 

With the potential deterioration of the international situation a constant 
threat, however, this association believes that establishing proper controls and 
sound control machinery may be necessary. If all-out war comes, we then would 
have had time to shake down the control machinery to a smooth-running, well- 
established operation; sound policies would have been determined; procedures 
would have been clearly defined; there would be a minimum of economie dis- 
location. 

This association also believes that it is the right and responsibility of the 
people, through their representatives in Congress, to determine when there should 
be controls, and when they are necessary. That being so, the Congress at this 
time should limit the period for extension of current controls to 1 year only, so 
that next year it again will have the opportunity to take positive action, on behalf 
of the people, in the light of the then-existing situation. 

As to the specific problems of wage stabilization and disputes settlement, the 
association urges your committee to provide that— 

1. The Wage Stabilization Board be tripartite in structure with equal 
numbers of representatives of industry, labor, and the public. 

2. The Wage Stabilization Board formulate policies designed to stabilize 
wages and salaries. 

3. Disputes settlement of both economic and noneconomic issues be 
excluded by law from the jurisdiction of the Wage Stabilization Board. 

4. Disputes be handled through established procedures under the Labor 
Management Relations Act and the Railway Labor Act. The Federal 
Mediation and Conciliation Service to be used to the fullest extent. 


1. Composition of the Wage Stabilization Board 

The Government is committed to the policy of tripartitism. This association 
is not opposed to this method of reaching decisions, although we do recognize the 
unfortunate tendency toward bloc voting. The question of the number of men 
on the Board seems of comparatively minor concern, as long as the three parties— 
industry, labor, and the public—are equally represented. 


2. Functions of the Wage Stabilization Board 

The primary function of the Wage Stabilization Board is to formulate policies 
for the control of wages, salaries, and fringe benefits so that there will be no further 
inflation resulting from rising labor costs in the national product. It is also the 
function of the Board to promulgate regulations under these policies and to inter- 
pret these policies. 

The administration of these policies as they apply to the salaries of supervisory 
employees (as defined by the Labor Management Relations Act) should be handled 
by a separate agency. For the purpose of coordinating interpretations of policy, 
such salary agency should also report to the Director of Economic Stabilization. 
3. Exclusion of disputes settlement from Board 

Review of the activities of the World War II War Labor Board, which was 
constituted similarly to the now existing Wage Stabilization Board, shows that 
because of labor’s ability to bring strong pressure on the Board to settle disputes, 
we had creeping wage inflation, unusual gains for labor in fringe benefits and, most 
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important of all from labor’s viewpoint, a tremendous growth in union member- 
ship. This unusual expansion was not brought about by normal organizational 
drives alone, but was due mostly to the concessions labor was able to pressure out 
of the War Labor Board. 

The real purpose of labor’s insistence today on unlimited authority for the 
Board to settle disputes is to regain the power to force workers to become union 
members, that was theirs under the old War Labor Board. If the Wage Stabiliza- 
tion Board is continued with its present disputes-settling powers that is just what 
is going to happen. And it clearly is intended as an attempt to circumvent exist- 
ing labor legislation. 

It was largely that experience during War Labor Board days that aroused the 
people of this country to insist upon changes in our labor relations law to rebalance 
the economic power of labor and industry. Ever since enactment of the Labor 
Management Relations Act in 1947, labor has been trying unsuccessfully to have 
it repealed. The will of the people, as represented by the Members of Congress, 
and recorded in your voting record, is that our present labor policy, as expressed 
in the Labor Management Relations Act, is sound policy and must be kept. 

Furthermore, it is impossible to maintain a consistent wage stabilization policy 
if the agency formulating such policy is subjected to constant and heavy pressure 
to modify it each time a dispute arises. Again looking at World War II, we had 
case-by-case determination and changes of policy because of the pressure labor 
exerted to settle disputes, with resultant creeping wage inflation. 

The wording of the Defense Production Act itself and the report of the Con- 
gressional Conference Committee both make it clear that the intent of Congress 
is that the Wage Stabilization Board should have no disputes-settling functions. 
It was stated specifically by Congress that disputes-settlement machinery should 
be entirely separate and apart from wage-stabilization machinery. It was stated 
further by Congress that existing labor legislation was to remain in full force and 
effect and not be modified under the Defense Production Act. 

Disputes settlement by the Board certainly will modify the operation of existing 
labor legislation. That is the reason labor has béen so adamant in its insistence 
upon all-out disputes settlement by the Board. 

The Commerce and Industry Association concurs with the expressed intent of 
the Congress that the Wage Stabilization Board should have no labor disputes 
settling powers whatsoever. 

4. Labor Disputes Settlement 

In enacting the Defense Production Act of 1950, Congress made it clear that it 
favored the handling of labor disputes within the procedures of existing labor 
legislation. The government is committed to the policy of free collective bar- 
gaining and the right of workers to strike for legitimate objectives. This associa- 
tion is in agreement with that policy and, for that very reason, is strongly opposed 
to the establishment of any new disputes settling agency. 

Examination of the War Labor Board’s records shows that when there is a 
means of gaining additional concessions after collective bargaining the following 
oceurs: 

1. Free collective bargaining is hampered. 

2. The number of strikes increases. 

3. Many provisions of existing labor legislation are nullified or circumvented. 

1. The defense mobilization program is hamstrung. 

All legitimate disputes can be handled through procedures established by exist- 
ing labor legislation. The primary responsibility for resolving disputes rests with 
the parties to the dispute, through voluntary negotiation and the use of mediation 
and conciliation facilities. If the national safety, health or interest are involved, 
there is a well-established procedure under the Labor-Management Relations Act 
for handling disputes which the parties themselves have been unable to resolve 
A dispute involving production under a defense contract clearly would fall within 
the scope of the national emergency procedures of the Labor-Management Rela- 
tions Act. 

There will be many disputes, however, which are not covered by these national 
emergency provisions, arising with companies providing products or services for 
the civilian economy, where the impact of strikes would be largely local and have 
little effect on the national interest. This association believes that in such situa- 
tions the right to strike in an attempt to force an employer to come to agreement 
on legitimate bargaining issues should be protected today as much as it would be 
under normal conditions. Therefore, no Disputes Board is needed in either case. 

There is a situation that is not provided for under existing legislation. Fre- 
























DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1747 


quently, in War Labor Board days, a union would strike against an adverse ruling 
of the Board. This strike was designed to force a Government agency to change 
a ruling or compel an employer to commit an act in violation of such ruling. 
While it is perfectly legitimate for a union to strike in an attempt to force an 
employer to come to an agreement on wages, once the two parties have agreed 
and taken the issue to the Wage Stabilization Board for a ruling, it must be made 
illegal to strike against such ruling or to foree the employer to violate such ruling. 
The Wage Stabilization Board therefore should be given authority to start 
injunetive proceedings in the district courts against any union calling such an 
illegal strike. Such a provision would relieve the Wage Stabilization Board of the 
extreme pressure the unions can bring to foree changes in policy and enable devel- 
opment of sound stabilization policy and settlement of disputes within that policy. 
The Board then can reexamine policy in sane and statesmanlike manner instead 
of in the heat of a strike emergency. It would insure wage stabilization in facet, 
rather than the foreed inflation that now exists under the guise of wage stabili- 
zation, 
RECOMMENDATIONS 


The association strongly recommends that these provisions be written into the 
Defense Production Act: 

1. Extension of wage and price stabilization on a simultaneous and general 
basis for 1 year only, with Congress at the expiration of that period to review the 
need for such controls, and their further extension to be accomplished only by 
legislative action. 

2. The functions of the Wage Stabilization Board limited to the formulation 
of policies designed to stabilize wages, salaries, and fringe benefits; the promul- 
gation of regulations under these policies as they appiy to wages and salaries of 
nonsupervisory employees; the issuance of rulings and interpretations of these 
policies. 

3. A separate agency for the promulgation of regulations, rulings, and interpre- 
tations under these policies as they apply to the salaries of supervisory employees 
(as defined by the Labor-Management Relations Act). This agency also shall 
report to the Director of Economic Stabilization. 

1. The Wage Stabilization Board to have no dispute settling functions o1 
authority. 

5. No new Disputes Board established. Disputes settlement to be handled 
by procedures established by existing iabor legislation. 

6. Strikes against rulings of the Wage Stabilization Board or to force an em- 
plover to violate such rulings made illegal. It shall be mandatory for the Board 
to initiate injunctive proceedings in the appropriate courts against such strikes, 


COMMERCE AND INDUSTRY ASSOCIATION OF NEw York, INe., 
New York 7, N.-Y., June 13, 1951. 
Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
House Office Building, Washington, D. C. 

DEAR REPRESENTATIVE SPENCE: The Commerce and Industry Association of 
New York, Inc., as the service chamber of commerce for the New York metro- 
politan area since 1897, and speaking for the complete cross section of business 
and industry represented in its membership of approximately 3,500 commercial 
uterprises of national and local importance, presents herewith its views on, and 
specific recommendations with respect to, the proposed extension of and amend- 
ments to the Defense Production Act of 1950. 

Firmly opposed to Government regulation of any kind in normal times, this 

association recognizes that a national emergency exists and that some controls 
abhorrent as they may be, probably are necessary to insure meeting defense 
requirements. 
_In making this presentation, this association strongly urges that the Congress 
limit to 1 year at the most the powers granted by the act so that, as the termina- 
tion period approaches, it can review and determine in the light of the then 
pending situation whether its further continuation is justified. Without such 
periodie review and determination, no longer needed controls would be retained 
and have serious effects on our free enterprise. 

the association has already submitted to you, the first two of its three part 
statement. Part I dealing with rents was submitted on June 5, 1951; part II 
concerning wage stabilization and disputes settlement was submitted on June 4, 
1951. The following and final statement treats with part III, other provisions 
of the act. 











1748 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Section 202—Authority to condemn real property and facilities 

This association is strongly Opposed to this section which would authorize the 
taking of real property by the mere filing of a petition in the Federal court when 
such petition is accompanied by the bare statement that the President deems such 
action necessary in the interests of national defense. It is recommended that 
this proposed section be discarded in entirety and its intent in part accomplished 
by inserting in section 201 the words ‘‘real property”’ so that sentence (a) (1) 
reads ‘‘(a) Whenever the President determines (1) that the use of any real prop- 
erty, equipment, supplies, etc.’”’ The requisition procedure set up in section 201 
provides the minimum protection that should be afforded to private property 
consistent with national defense needs. Section 202 is an unwarranted and 
unnecessary limitation on a fundamental right. 


Section 303 (e)—Expansion of productive capacity 

This section proposes to give to the President among other things the power to 
acquire and construct industrial facilities for the purpose of manufacturing, 
producing, and processing materials necessary to the national defense and to 
engage in marketing, transportation, and storage of such materials. 

The general emergency powers which were given to the President during World 
War II were not as drastic as those proposed in this section. There were no 
comparable provisions in either the First War Powers Act or the Second War 
Powers Act. 

The War and Defense Contracts Acts (50 App. U.S. C. A., see. 1171), authorized 
the Government to construct and operate manufacturing facilities necessary for 
the national defense, but the facilities were limited to those which manufactured 
military equipment, munitions, and supplies. More extensive powers were given 
to the Government in special laws authorizing the construction of ships by the 
Maritime Commission, the establishment of the Defense Plant Corporation by 
the Reconstruction Finance Corporation, and the mobilization of small business. 
However, these laws covered special programs which were passed by Congress 
with a full understanding of the inability of private industry at that time to meet 
the Government’s particular needs. 

Section 303 (e) represents a serious threat of Government competition with 
private industry. It is reeommended that it be amended by deleting the portion 
beginning with the word “materials” in line 9 on page 6 of H. R. 3871 (S. 1397) 
through the word “materials” in line 11, on paige 6, substituting in place thereof 
the following: “military equipment, munitions and supplies and to engage in the 
transportation and storage of such equipment, munitions and supplies;”. Where 
necessary to undertake any special program the Government would present the 
matter to Congress for appropriate legislation and safeguards. 


Section 401—Profit control 

The directive recently sent by the Economie Stabilization Administrator to 
the Office of Price Stabilization requiring that price increases be permitted only 
where an industry’s profits fall below 85 percent of the average for the industry's 
best 3 years during the period from 1946 to 1949, is viewed as a serious threat 
to all business and an attack on the underlying incentive of our capitalistic 
system. Few steps short of Government confiscation of business could more 
severely injure the might of this nation or more certainly destroy the driving 
force of our economic system than profit control. Adequate practical limits on 
profits already are provided for through taxes. It is reeommended, therefore, that 
section 401 be amended by adding to the end thereof the following: ‘Provided, 
however, That nothing contained herein shall be construed as authorizing contro! 
of business profits or otherwise authorizing establishment of a ratio between costs 
and sales price.”’ The ESA directive should be revoked immediately. 


Section 409 (e), (f ) —-Licensing 

This section, which would permit creation of a licensing system for the sale or 
delivery of any controlled material or service, is categorically opposed. In the 
opinion of this association, the enforcement powers provided in the existing act are 
fully adequate to bring about compliance with price regulations and_ orders 
Any system of licensing, particularly such as the one proposed, is viewed as 
unnecessary and dangerous, and constitutes harrassment of American business. 
The licensing provisions under section 409 (e), (f) should be rejected. 
Section 701 (b) (iv) —Defense contracts for small business 


While section 701 of the Defense Production Act of 1950 shows the clear intent 
of Congress that small business be given the opportunity to participate effectivels 
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in achieving the objectives set up by the act, recent experiences of small business 
have been discouraging and to the contrary. In the belief that small business 
(both prime and subcontractors) has a vital role in national defense which must 
be assured, the association recommends that section 701 (b) (iv) be amended by 
adding the following sentence at the end of the existing provision: ‘‘and the 
Small Business Division of the United States Department of Commerce charged 
with the specific responsibility, and given adequate authority, to review Govern- 
ment defense contracts and stipulate or otherwise set aside those which small 
business is best equipped to execute.’”’ Administration of such a plan in assuring 
proper participation by small business in the defense economy should guide : 
course which, at the same time, will keep alive the full productive capacity of 
existing enterprises while yet guaranteeing all urgently needed production. 

The association is against creation of any new Government corporations such 
as the Small Defense Plants Corporation. It is believed that the needed assistance 
for small business can be achieved within existing governmental agencies without 
pyramiding costs and draining off the already limited manpower supply. 


















Section 701 (c)—Materials for civilian production 

In order that all reasonable freedom be permitted in the conduct of business, 
consistent with the present emergency, it is proposed that this section be amended 
to deny the President the power to allocate those materials available for civilian 
production. To accomplish this end it sugzested that the section be anended to 
reads as follows: “‘Sec. 701 (c). Whenever the President invokes the powers given 
him in this Act to allocate, or approve agreements allocating, for defense pur- 
poses, any material, to an extent which the President finds will result in a signifi- 
cant dislocation of the normal distribution in the civilian market, he shall do so 
in such manner as to make available, so far as practicable, for business and 
various segments thereof in the normal channel! of distribution of such material, a 
fair share of the available civilian supply.” 

The association’s position herein stems from the view that small business in the 
long run will suffer less from the present hardship connected with obtaining its 
share of available materials than it will in taking the step toward socialization 
and bureaucratic domination implicit in allocation of materials for civilian pro- 
duction. 




















Section 716 (a)—Termination of the act 

The association is opposed to extending the life of the act for more than 1 year. 
Controls on business are dangerous measures which should be permitted only in 
extreme circumstances and never allowed to continue beyond the period of critical 
necessity. Renewal of the act from year to vear would provide a minimum 
safeguard against the continuation of a synthetie emergency. It is strongly 
recommended therefore, that the termination of the act be set for June 30, 1952. 

Sincerely yours, 








JosepH A. Srincuarr, Secretary. 





The CHarrMan. The clerk will call the next witness. 
Mr. Hauitanan. Mrs. Leslie Wright, chairman of the legislative 
committee of the General Federation of Women’s Clubs. 
The CHairMan. We are very glad to hear you, Mrs. Wright. 








STATEMENT OF MRS. LESLIE WRIGHT, CHAIRMAN LEGISLATION 
DEPARTMENT, GENERAL FEDERATION OF WOMEN’S CLUBS 





Mrs. Wriaut. Thank you. 

My name is Mrs. Leslie Wright. I am the general chairman of the 
National Federation of Women’s Clubs. I think I am the only unpaid 
lobbyist on Capitol Hill. 

I am testifying for the General Federation because I feel, Mr. 
Chairman, that there is one thing. The consumers have little repre- 
sentation on Capitol Hill. While the members of Congress are sup- 
posed to represent us the pressure groups are so strong that I don’t 
think our voice is heard and at our convention in Houston, 2 weeks 
ago, we brought in a resolution asking that some standing committee 
of Congress be appointed to take care of the consumers. 
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We feel that the General Federation of Women’s Clubs represents 
the greatest buying power of the United States. 

We feel we are the ones who are directly concerned with things such 
as the National Production Act and with the rising cost of things, 
and we have been asking for years that something be done to control 
prices, but we don’t seem to get anywhere. Yet, we have this enor- 
mous potential, which I feel we should use to see that somewhere in 
the Congress people do take care of our interests. 

Our statement is very short and I am simply quoting our resolu- 
tions, adopted to show that during the years we have consistently 
asked for control of prices, control of rents, we have asked for every- 
thing which will bring down the cost of living for the ultimate con- 
sumer, and we are the ones who have to do the purchasing for the 
families and we know what has happened to us all. 

The General Federation of Women’s Ciubs is an organization with 
an aggregate membership in the United States of some 5's million 
women, of whom nearly 800,000 hold per capita paying or active 
membership. These women represent largely the homemakers of 
America who, as custodians of the family budget, are deeply concerned 
and alarmed by the disastrously high and steadily rising cost of living. 

Just a little over 2 weeks ago, the delegates at the General Federa- 
tion’s 1951 convention in Houston, Tex., gave expression to this 
concern, especially as regards food, by adopting the following reso- 
lution: 

Whereas inflation is second only to war itself as a menace to the national 
economy and to individual welfare; and 

Whereas the United States now faces grave dangers of uneontrolled inflation; and 

Whereas temporizing with the situation undermines our whole economic 
structure as a nation and brings disastrous and undjustifiable hardship to our 
people; therefore 

Resolved, That the General Federation of Women’s Clubs, in convention as- 
sembled, May 1951, urges the Government of the United States to act with 
promptness and firmness in this emergency by adopting and enforeing control 
measures without regard to partisan, political considerations or the interests of 
special groups; and further 

Resolved, That the General Federation of Women’s Clubs declares its conviction, 
despite difficulties involved, that food prices should be rolled back to those 
prevailing on or about November 1, 1950, and other vital consumer items to 
levels relatively in balance with the food prices of that date. 

Mr. Chairman, in speaking to this resolution I would like to say we 
know it is not realistic to ask for a roll-back to last November, because 
last September, you wouldn’t even roll the prices back to May and 
June. 

But the thing is this: We don’t want them rolled back to February 
and January, when they were almost as high as they are now. If 
anything is going to be done, we feel you gentlemen are intelligent 
enough to surmount these more or less apparently insuperable barriers 
and give us food at a reasonable price. And that is what we are 
asking for, and I am asking in the name of our great federation. 

Ever since World War II, the General Federation has consistently 
supported anti-inflation legislation whenever inflation threatened. 
In 1946, when the continuation of the Government price and wage 
control program was endangered, the delegates at our 1946 convention 
adopted the following resolution: 

Whereas, in no war in history of the United States has the general public been 
protected so suecessfully from runaway prices and general serious inflation as 
has been the case during the war just ended, and 
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Whereas the United States now faces graver dangers of uncontrolled inflation 
than during the war or at any time in its history: Therefore 

Resolved, That the General Federation of Women’s Clubs in convention 
assembled, June 1946, supports continued Federal legislation for equitable wage 
ceilings and price control on basic commodities such as food, shelter, and clothing 
as being essential to the common good and to sustained prosperity during the 
period of readjustment. 

And again, in 1947, as the war price-control structure continued to 
disintegrate, our board of directors urged Congress, in the following 
words, to take action to salvage it: 

Whereas, the spiraling of prices has become one of the major problems of today 
endangering not only the economic security of this country, but, also threatening 
the hope of rehabilitating war-ravaged sectors of the world; and 

Whereas, to date, there has been brought forward no serious program of a 
permanent nature for correcting this serious economic condition: Therefore, 

Resowed, That the board of directors of the General Federation of Women’s 
Clubs assembled in Washington, D. C., urges all women of this country to unite 
in opposition to present high prices and to refuse to make unnecessary purchases 
at inflationary prices, and 

Resolved, further, That Congress be urged to take aggressive remedial action to 
prevent further spiraling of prices, to restore them to reasonable levels and to 
set up and enforce penalties against those responsible for unreasonable prices. 

Resolutions of the general federation remain active for 6 vears; 
but, in order to make our stand on the present inflation unmistakable, 
our board of directors approved a resolution October 1950 which 
reads: 

Whereas the policy of the General Federation of Women’s Clubs is clear and 
is definitely defined by resolutions still in force on the subject of spiraling prices, 
wage controls, price ceilings, selective service and military training, and 

Whereas the principles contained in these resolutions are equally applicable to 
the present emergency: Therefore be i : 

Resolved by the board of directors of the General Federation of Women’s Clubs in 
meeting assembled in October, 1950, That such resolutions shall be used by the 
officials of the organization as authority for advocating and supporting action. 

In view of the General Federation’s consistent support since 1946, 
of anti-inflation legislation and because rising prices and delayed 
application of effective price ‘controls are not only ¢ ‘ausing real hard- 
ship to our people, but constitute a grave threat to the success of 
our entire defense program, the General Federation of Women’s 
Clubs respectfully urges your committee to speedily approve feasible 
and equitable legislation necessary to halt inflation. 

Inflation is our No. 1 enemy at home. The present cost of living— 
the highest in our history—is adversely affecting the people’s con- 
fidence in government and, if allowed to continue, will undermine 
our economy and weaken our leadership throughout the world. It 
can and must be controlled—in the interest of our own people, in 
the interest of our allies whose economic efforts depend upon sta- 
bility in American prices—and in the interest of victory in the world- 
wide struggle in which all freedom-loving peoples are inescapably 
involved. 

Mr. Chairman, we are not economists. We are just housewives 
and we are just consumers. a we do feel that the Congress of the 
United States in its wisdom, can give us some protection, and give 
us some relief from these cakeaaneet prices which we are paying. 

I have heard vou talk about steaks and steaks and steaks. We 
had our convention in the great State of Texas, and we never got a 
piece of beefsteak in the whole 2 weeks we were there. I don’t know 
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whether that is due to the price of beef or what it is, but we were 
certainly disappointed when we went to Texas, that we didn’t get 
any beef. 

We do feel that Congress should listen to the women of the United 
States over and above these special pressure groups. We feel labor 
is heard up here, agriculture is heard, your business people are heard, 
but the ultimate consumer is not heard. 

I don’t think we are vociferous enough. Heaven knows IT can 
talk enough, but after all, I perhaps don’t talk enough for our 
5,000,000 women, and we do hope you will consider the stand of the 
General Federation, which was taken at a convention of 1,500 women 
representing the whole of the United States, and I thank you very 
much for your kindness. 

The CHarrMAN. Your statement will be given careful considera- 
tion by the committee. 

Mr. Mutter. Just one comment, Mr. Chairman, if I may. 

Mrs. Wright, when the Members of Congress get a lot of mail 
they don’t like, then we say we are getting mail that is inspired. 

Now, we are being told that we are not getting any mail from the 
consumers of this country in favor of controls. 

Even at the risk of having that mail labeled as “inspired mail’’ 
suggest that vou have your women throughout the country write to 
their representatives in both houses of Congress and tell them how 
they feel about these controls, just as vou have told us here. 

Because when we get to the floor of the House we are going to be 
told, “Oh, yes, this lady came in representing these 55 million women, 
but if those women really wanted it, why didn’t they write to us.” 

Mrs. Wricut. Thank you, Mr. Congressman. 

As a matter of fact, my monthly bulletin which is going out this 
week is asking them to write to you all and I would like to point out 
that our whole board at present is Republican. Our president, vice 
president, and second vice president are all Republicans. 

I happen to be the only Democrat in the lot. 

But they are absolutely with us in this thing, and we all feel alike, 
that irrespective of politics, that we have to have controls, and when 
I hear these people talk about rent control hurting them, it 1s ridicu- 
lous. 

My husband and I are people with not much money but we have 
property in New England, and we are under rent control, and we don't 
feel we are being treated badly. We had price control during the war 
and I could go into a store and get enough to feed my family. There 
was always enough to eat. 

I think the women of this country are the essentially patriotic 
people, Mr. Chairman, and I think if you will give us controls you will 
find that the women are all right. 

Mr. Murer. Mrs. Wright, the Republicans sometimes show good 


sense and they showed good sense in picking a Democrat as their 


representative. 

Mrs. Wricur. Well, I like Republicans. I have them in my own 
family. 

Mr. Mutter. I like them, too, particularly those who vote for me. 

The CHarrMan. Thank you very much, Mrs. Wright. 

The committee will now recess to meet at 2 o’clock. 

(Whereupon, at 11:50 a. m., a recess was taken, to reconvene at 2 
p. m. of the same day.) 


ALE ety 




















































DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1753 


“4 AFTERNOON SESSION 

(Whereupon, at 2 p.m., the committee reconvened, the Honorable 
d Brent Spence, chairman, presiding. ) 
or Members present: Messrs. Spence, Brown, Multer, O’Brien, 
l, Addonizio, Dollinger, Kluczynski, Gamble, Talle, Cole, Scott, Nichol- 

son, McDonough, and Betts. 
n The CHarrMANn. The committee will be in order and will resume the 
ur hearings. 
e Call the first witness, Mr. Clerk. 
L Mr. HaLuanan. The first witness will be Mrs. Elizabeth K. Porter 
Vv of the American Nurses’ Association. 
The CHairMAN. You may proceed, Mrs. Porter. 

\- Mrs. Porter. My name is Elizabeth K. Porter, and I am president 


of the American Nurses’ Association. I live in Cleveland, Ohio. 

The CHarrMaANn. I may say that the House is in session, and we may 

il be faced with quorum calls at any time, so we had better proceed as 

_ quickly as possible. 

e a Mrs. Porrer. Mr. Chairman, I feel that it is a great privilege to 
- have this opportunity to present this testimony this afternoon. I 

I - shall present it very briefly. 

oO &, The situation which I shall discuss concerns not only nurses them- 

v selves, but all the people of this country who are dependent on them 

for health care. 





e e 
L, _ STATEMENT OF MRS. ELIZABETH K. PORTER, PRESIDENT 
AMERICAN NURSES’ ASSOCIATION 
s Mrs. Porrpr. The American Nurses’ Association urgently requests 
t ' that the Congress give careful consideration to the effect of present , 
e inflation on the economic position of nurses, and the resulting adverse 
effects on our attempts to remedy the critical nurse shortage in this 
period of national emergency. 
, The American Nurses’ Association is the national professional 
M organization of registered nurses, with a membership of over 175,000 
- , and with constituent associations in all 48 States, the District of 
Columbia, Puerto Rico, and Hawaii. 
e The association is cooperating with Government and _ civilian 
t 1 agencies in plans to mobilize and conserve all available nurse power. 
r j Kfforts to maintain an adequate nurse force will be seriously jeopard- 
e 3 ized if our National Government fails to correct economic inbalances 
and inequities that impose special burdens on nurses and other 
( essential but marginal or fixed-income workers. 
! 4 Runaway prices and rents, and increased taxation, already have 
; reduced the nurse, with her meager salary, to a condition of distress. 
d : If present inflationary forces are permitted to go unchecked, if the cost 
r ; of living continues to soar, nurses must face even greater economic 
hardships. 
L : Nurses’ living standards are already lowered. Nurses’ low incomes 
; and long hours are well-known. Although wages and salaries have 
. followed a sharp upward trend since the Korean outbreak, salary 
adjustments for nurses have been negligible. The Consumers’ Price 
: Index rose 83 percent from January 1, 1941, to March 15, 1951. 


Between the Korean outbreak and March 15, 1951, the index increased 
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over 8 percent. Due to increased living costs and taxes, and the lack 
of salary adjustments to compensate, nurses have suffered a sharp 
lowering of their living standards. Obviously, with today’s high 
prices, a nurse faces desperate odds in trying. to stretch a salary of less 
than $50 a week to cover the necessities of living and the cost of meet- 
ing professional standards. 

The present plight of nurses demonstrates how inadequate the 
Government’s action to control inflation has been up to this time. 

Due to the nature of their work—the care of the sick and injured 
nurses face unusual obstacles in efforts to improve salaries and con- 
ditions. Recognizing their obligation to patients, nurses have 
voluntarily relinquished exercise of the right to strike, a weapon avail- 
able to most other employees. In addition, the Taft-Hartley Act 
imposes serious handicaps to collective bargaining by its discriminatory 
exemption of nonprofit hospitals. 

Without the strike weapon, and without legal recourse in obtaining 
recognition of their authorized collective-bargaining agents, nurses 
have progressed only slowly toward correction of unsatisfactory 
conditions. Thus, nurses are exceptionally hard hit by additional 
inroads on their earnings at this time, through inflation and increasing 
taxes. 

The association believes that in fairness to members of this profes- 
sion and other comparable groups, and in the interest of public wel- 
fare, the Congress should recognize these problems and _ establish 
economic controls that will halt rising prices and rents, prevent 
profiteering, and insure equitable distribution of the tax burden. 

The nation enters this emergency with an already critical shortage of 
nurses. 

Current estimates show 322,000 professional nurses in active 
practice in the United States, of whom 316,000 are engaged in civilian 
nursing. Over 381,000 are needed now to meet minimum civilian 
nursing needs alone. This does not include those required for expand- 
ing military demands. This estimate makes no allowance for an) 
unnecessary use of nurse power, and it was assumed that nurses, like 
other groups, would be called upon to work longer hours than they 
would under a peacetime schedule. In other words, the estimate 
reflects the number of professional nurses needed to render minimum, 
rather than optimum care to civilians. 

The current deficit of 65,000 nurses for civilian services will be 
increased by military demands and by expanded civil-defense require- 
ments. The Army Nurse Corps has called for 3,000 more nurses 
immediately. In June 1945, over 65,000 nurses were on active 
military duty at one time. This indicates the extent to which an 
already precarious situation might be aggravated. 

As the shortage mounts, staffs become depleted, and chaotic 
standards of care result. Nurses are robbed of the satisfaction of 
giving good patient care, the reward they value most. 

In order to meet civilian and military demands in this critica! 
occupation, we must retain those nurses now active, bring inactive 
nurses back to practice, and attract new recruits. It is equally 
important to maintain health, morale, and efficiency. 

The average monthly salary for general duty nurses in hospitals in 
September 1949 was $205 with an average scheduled workweek of 44 
hours. As stated above, only minor gains have been made since then. 
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If spendable earnings are allowed to decrease through further inflation, 
it will become increasingly difficult to keep nurses at their jobs. 

Nursing remains hard pressed to recruit new nurses because of its 
unfavorable economic position in relation to other occupations open 
to women. ‘Teachers, dietitians, librarians and other modest-income 
professionals fare better. Factory jobs, averaging $64 per week 
challenge nursing, especially when they know that they can receive 
as much or more in office jobs which require less preparation and 
where responsibility is lighter. 

Inactive professional nurses are the one immediately available 
source of additional nurse power. Between 85 and 90 percent of 
these nurses are married and some 60 percent have dependents. A 
woman with family responsibilities who accepts outside employment 
must receive sufficient compensation to enable her to pay for necessary 
domestic assistance. Further inflation will make it even harder for 
these nurses to return to work. 

Advances in medical science make it imperative that we have an 
adequate supply of highly competent nurses. Of all those in the health 
team, the nurse spends most time in direct association with patients. 
In large measure, she i, entrusted with interpreting and adapting to 
the patient the contributions of other team members. 

Thus, nursing must attract recruits of high caliber, young persons 
of intelligeace and character who can carry important responsibiltiies. 
In addition, nursing demands the finest sensibilities and humane 
motivations. Can we expect young women of intelligence and sensi- 
bility to choose a career in nursing if rea onable economic incentives 
are lacking? 

New York City Commissioner of Hospitals Kogel has reported that 
of 6,463 authorized registered-nurse positions in the city hospitals, 
only 3,702, or 57 percent, were filled on January 31, 1951, and this in 
the race of a 1950 general-occupancy rate of 100 percent, which is far 
above the 85- percent occupancy considered desirable. Commissioner 
Kogel cites desperate overcrowding, particularly dangerous in tuber- 
culosis units. He relates the nurse shortage directly to compensation 
and describes such personnel as miserably underpaid. 

In addition, the executive director of the Greater New York Hos- 
pital Association cites 2,300 unfilled positions for general-duty nurses 
in New York City’s voluntary hospitals. This situation is not unique. 

In recent months several crisis situations have arisen in hospitals in 
New York, Massachusetts, Pennsylvania, Connecticut, New Jersey, 
Tennessee, and elsewhere. In each instance the pattern is similar— 
chaotic standards of care due to depleted staffs, and this in turn 
charged to poor salaries and employment conditions. _In one Pennsyl- 

vania situation, nurses on a 44-hour week sought relief from a monthly 
salary of $140 plus one meal daily. In Buffalo, 20 nurses caring for 
271 tuberculosis patients sought pay increases in hopes of attracting 
colleagues to long-unfilled vacancies. In Newark, an entire hospital 
floor was shut down due to nurse shortage. 

And of course, it has been in the papers recently, some of the newer 
hospitals being built cannot be opened because of the understaffing of 
nurses, 

The American Nurses’ Association asks Congress to halt inflation 
how, 
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Nurses are public servants in the full meaning of the term. Their 
first interest les with their patients. The profession is proud of its 
service record, in peace and in war. In World War II, 75,000—one- 
third of all practicing nurses in the United States, and the largest group 
from any one profession, male or female—saw active duty with the 
Armed Forces. All of these nurses were volunteers. Nurses are on 
hand to help when disaster strikes our communities. Today’s news 
reports tell of the contribution being made by nurses caring for the 
sick and wounded in Korea. 

During a serious nurse shortage of more than 9 weeks’ duration, 
nurses have made only modest requests and have foregone the use of 
the strike. This constitutes clear evidence that they have chosen to 
put patients first and have not exploited their bargaining advantages 
during the shortage. 

Nurses seek no preferential treatment in this period when sac rifices 
must be made by all citizens. The nursing profession seeks only to 
raise its voice in support of a sound economic structure for our country, 
a structure that will guarantee the welfare and continuing usefulness 
of all our essential occupations. 

Nurses call upon their Representatives in Congress to provide 
economic controls that will enable them to continue their work, free 
from the unwarranted economic burdens which beat upon them and 
every group in this country. Piecemeal and half-hearted controls 
only multiply inequities and imbalances, as the experience of the past 
9 months testifies. Effective action is needed immediately if we are 
to protect the very foundation of the society we are all striving to 
defend and serve. 

Mr. Chairman, I ask permission to insert in the record exhibits J, 
II, and III. 

The CuatrMan. That may be done, without objection. 

(The exhibits referred to are as follows:) 


Exursir I 


AMERICAN NurRSES’ ASSOCIATION—Spot CHECK OF CURRENT HOSPITAL 
NURSING, JANUARY 1951 


(Summary of all data received by February16, 1951. A preliminary summary was 
included in the statement for the Wage Stabilization Board, February 6, 
1951) 


To procure current data on the supply-distribution situation, the ANA Head- 
quarters Economie Security Unit in January 1951 sent questionnaires to directors 
of nurses in 65 non-Federal general hospitals throughout the country. Hospitals 
in the 34 cities used in the United States Bureau of Labor Statistics Consumers’ 
Price Index were selected. A tax-supported institution and a non-tax supported 
institution were chosen in each city as far as possible. There were no tax-sup- 
ported hospitals located in three of the cities so that questionnaires were sent to a 
total of 34 non-tax-supported hospitals and 31 tax-supported. Replies were re- 
ceived from 87 percent of the tax-supported institutions and from 79 percent of 
the non-tax-supported institutions. 

It is planned to repeat this spot check at regular intervals in order to follow the 
impact of mobilization. The excellent response from directors of nurses was 
gratifying. 

All institutions reporting, except one, indicated the number of registered nurses 
on their staff today, the total being 9,051. In July 1950, these institutions had 
1,194 unfilled vacancies and today they have 1 B82 unfilled vacancies (ineluding 
50 new positions). Thus, a trend toward increasing vacancies and hence increased 
workloads in these civilian hospitals is indicated by this spot check. 
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The directors of nurses were also asked to indicate the number of terminations 
since July 1, 1950, the anticipated terminations before February 28, 1951, and the 
reasons for these terminations. Although it is not possible to draw definite con- 
clusions from the results procured, it was shown that directors of nurses antici- 
pated an increase in the percentage of terminations due to employees entering the 
military or nonnursing employment, and a decrease in the percentage of termina- 
tions due to nurses becoming inactive. 

Results from the questionnaire revealed that there had been very little change 
in the proportion of time of professional nursing service performed by part-time 
registered nurses between July 1, 1950, and today, and that the proportion of time 
of nursing Service performed by practical nurses or auxiliary workers had not 
changed significantly during the same period. 

The spot check revealed that these directors of nurses considered the best 
sources of potential additional service to be new graduate registered nurses and 
increased use of practical nurses and auxiliary help. 

Eighty-one percent of the hospitals indicated that evening and night shifts were 
difficult to staff. Of those having difficulty, 77 percent pay premium pay for these 
shifts. Approximately three out of four hospitals stated that premium pay had 
had some effect in alleviating the problem of procuring evening and night shift 
coverage. 

Minimum salaries in effect in January 1951, ranged from $125 per month (44- 
hour week), plus room and meals, to $275 per month (40-hour week), with no 
maintenance. The lowest minimum cash salary paid to nurses who did not receive 
any maintenance in addition to their cash salary was $180 (44-hour week). One 
institution reported a minimum monthly cash salary of $177.67 (48-hour week), 
plus the laundering of uniforms. 

The most commonly scheduled workweek in January 1951, was 44 hours, with 
46 percent of the institutions reporting indicating a 44-hour scheduled workweek, 
37 percent a 40-hour workweek, and 17 percent indicating a scheduled workweek 
in excess of 44 hours. It should also be noted that 42 percent of the institutions 
indicated that no extra compensation was paid for overtime work. Compen- 
satory time off or straight-time pay is granted for overtime work in 30 percent of 
the hospitals. Eight percent of the institutions indicated that they paid for 
overtime work, with 4 percent paying at a rate less than the straight-time rate 
and the other 4 percent at a rate slightly above straight time but less than time 
and one-half. Payment for overtime work at the rate of time and one-half was 
reported by 13 percent of the institutions. Of the remaining 7 percent of the insti- 
tutions, 5 percent reported paying overtime in the operating room only and the 
remainder stated that time and one-half off duty was allowed for overtime work. 

Returns from the questionnaire indicated that 59 percent of the hospitals had 
granted some salary increase since July 1, 1950. The cash increases granted 
ranged from $4 per month to $26.90 per month, with half of the institutions 
granting increases in the amount of $10 per month or less. The increases ranged 
from 2 to 14 percent with half of the increases granted being 5 percent or less. 


Exuisir II 


SaLvaRY Datra—Teracuers, LIBRARIANS, Dretririans, Facrory WorKERS, AND 
Orrick WorkKERS (WOMEN) 


Teachers.—The estimated average salary for classroom teachers (elementary 
and secondary) for 1950-51 is $2,980 annually. (Source: National Education 
Association of the United States, Research Division, Advanced Estimates of 
Publie Elementary and Secondary Schools for the School Year 1950-51, issued 
November 1950.) 

_ Librarians.—The average professional library employee received $3,050 a year 
in January 1949. (Source: U. 8S. Department of Labor, Monthly Labor Review, 
November 1949, p. 529.) 

Dietitians.—Hospital dietitians living outside hospital quarters received annual 
salaries averaging $2,970 in May 1949. (Source: U. S. Department of Labor, 
Monthly Labor Review, February 1950, p. 149.) 

Factory workers.—The average gross weekly earnings of production workers in 
March 1951 was $64.36. The factory workweek average 41 hours. (Source: 
(. 8. Department of Labor, Bureau of Labor Statistics, Hours and Earnings, 
Preliminary Release, March 1951, released April 20, 1951.) 
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Office workers (women) 








Clerks, general Stenographers, general 
Ste i ata | | | 
City Date |} Average | Average Average | Average 
weekly | hourly | weekly hourly 
salary rate ! | salary | rate | 
1950 
| | 
Oklahoma City bat oe “as February $45. 00 $1.12 $43. 50 | $1.09 
New York do } 48. 00 1. 20 47.00 | 1.17 
Milwaukee q _.| January : 44. 50 1.11 42.00 | 1.05 
Memphis ...-| February- --| 44. 00 1.10 42.50 | 1. 06 
Indianapolis January | 45. 00 1.12 44. 00 1.10 
Detroit __| April cal 51.00 1.27 | 50.00 | 1.25 
Chicago. : February 49. 00 1.22 48. 50 1. 21 
Boston January 47. 00 1.17 39. 50 . 99 
Atlanta- ; cae Sa 42. 00 1.05 44. 00 1.10 


! Hourly reate computed on the basis of a 40-hour week. 
Source: U.S. Department of Labor, Bureau of Labor Statistics: Salaries for Selected Office Occupations, 
mimeographed releases (preliminary). 
Exutieir III 
[Reprinted from the American Journal of Nursing, vol. 50, No. 7, July 1950] 
PLATFORM FOR THE AMERICAN NwuRSES’ ASSOCIATION 
PROVIDING HEALTH PROTECTION FOR THE AMERICAN PEOPLE 


1. Participate actively with allied groups to meet the health needs of the 
country, and particularly the needs for nursing care. 

2. Establish national organizational structure for effective action in nursing. 

3. Continue to plan with the National Security Resources Board for health 
care in times of emergency. 
Promote nursing in prepaid health and medical care plans. 
Support accreditation of programs in nursing education by the profession to 
protect the nursing student and the public. 

6. Promote State licensure for all who nurse for hire. 

7. Increase the supply of competent nursing personnel through such measures 
as improved recruitment of students, improved and extended educational pro- 
grams, professional counseling and placement. 


1. 
5. 


AIDING NURSES TO RECOME MORE EFFECTIVE AND MORE SECURE MEMBERS OF 
THEIR PROFESSION 


8. Promote Federal, State, and local financial aid for the improvement of 
schools of nursing, for scholarship aid, and for research in nursing. 

9. Improve working conditions which directly affect the recruitment and 
efficiency of nursing personnel through strengthening economic security programs, 
using group technics including collective bargaining and supporting desirable 
labor legislation affecting nurses. 

10. Promote a wider use by nurses themselves of voluntary insurance plans, and 
support the extension of Federal social-security benefits to all nurses. 

11. Promote full participation of minority groups in association activities, and 
eliminate discrimination in job opportunities, salaries, and other working condi- 
tions. 


ACHIEVING RETTER HEALTH CARE FOR THE PEOPLES OF THE WORLD 


12. Promote international exchange of students and teachers of nursing, and 
support programs for displaced persons in the nursing profession. 

13. Cooperate in the development of professional nursing in the Americas. 

14. Support the United Nations and its specialized agencies, particularly the 
World Health Organization through the International Council of Nurses. 


The Cuarrman. Thank you, Mrs. Porter. 
(re there any questions? 
Mr. Gamsce. I have no questions, Mr. Chairman. 
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The CHARMAN. We are very glad to have your views, Mrs. Porter. 
They will be considered when the committee goes into executive ses- 
sion. 

Mrs. Porrer. Thank you, Mr. Chairman. 

The CHAIRMAN. Call the next witness, Mr. Clerk. 

Mr. Hatianan. John J. Gunther, representing the Americans for 
Democratic Action. 


STATEMENT OF JOHN J. GUNTHER, LEGISLATIVE REPRESENTATIVE 
AMERICANS FOR DEMOCRATIC ACTION 


[am John J. Gunther, legislative representative of Americans for 
Democratic Action. The ADA is an independent political organization 
founded in January 1947 and dedicated to securing economic security 
and political liberty for all people by democratic means. We reject 
totalitarianism in all its forms. 

lam here today to present the views of the AD A on the question of 
extension of the Defense Production Act. 

Scare buying, hoarding, and speculation since the Communist inva- 
sion of the Republic of Korea have forced consumers’ prices up 9 per- 
cent and wholesale prices up 17 percent. During this perioa we have 
diverted only about 10 percent of the economy’s output for national 
defense purposes. By the end of 1952, even with increased production, 
at least 20 percent of the economy's output will be going to defense 
needs. Clearly the full inflationary force of the mobilization program 
lies ahead. 

The present halt in the rapid upward spiral of prices is temporary 
and results from overbuying, over stockpiling by industry, and other 
short-term economic factors, such as the large Federal cash surplus, 
as well as the imposition of price controls. This temporary halt makes 
it possible for the Congress to act now to make certain that in the 
months ahead the American people are not made to suffer the tragedies 
of uncontrolled inflation. 

We all know what inflation means, but I want to point out a few of 
the major results from rampant inflation: 

The production of tanks and planes and other tools of war is dis- 
rupted by speculation and the hoarding of essential materiais. 

Wave stabilization is unfair if not impossible. 

Relations with our allies are impaired because their economic health 
depends upon stability in Americen prices. 

Widespread unrest and cynicism is created, particularly among 
white-collar workers, older people and others living on fixed salaries 
or incomes. 

Living standards are depressed in an inequitable manner. 

Defense costs are increased, requiring more taxation. 

The value of savings ana insurance are reduced. 

The adjustment after the emergency is over is made almost impos- 
sible. 

In short, a nation racked with the deadly fever of runaway inflation 
is in no shape to contend with the armed might of Soviet imperialism. 

Equitable sacrifices from every individual and group in accordance 
with its ability to carry the load is necessary to combat inflation. 
This requires a comprehensive program of both direct and indirect 
controls. 
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A primary objective of the mobilization program is increased 
production. This will help meet the iaflationary problem 

Excess money also must be withdrawn from the economy to reduce 
the fuel fed to the inflationary fire. An equitable and effective pay- 
as-you-go tax program is essential. Personal savings must also be 
promoted. 

There are some who sincerely insist on the primacy of indirect or 
fiscal controls in fighting inflation. The opponents of price controls 
have seized on this and claim that only indirect controls should be 
used. This is economic nonsense. Neither direct nor indirect con- 
trols can substitute for the other. Both are vitally needed. 

The price line can be held. Many prices can be rolled back. 

Those who smugly proclaim that higher prices are needed to pro- 
mote production are merely creating a smoke screen behind which 
vested interests can rack up extortionate profits. 

Those who complacently maintain that more inflation is inevitable 
are selling America short. They are betraying our fighting men and 
women and the ideals that made America great. 

Confident that our production goals can be met without putting 
our country through the wringer of inflation, we propose the following 
minimum legislative program: 

1. The Defense Production Act which expires on June 30 should 
be extended for two more years. Congress should reject the pleas 
of the special interests to exempt- their various commodities or to 
include formulas which would operate to give inequitable price 
increases. 

2. The DPA should be tightened in the following ways: 

(a) Provide cost-of-living subsidies to keep prices down and at the 
same time guarantee parity for farmers. 

(b) Provide subsidies to increase production of marginal producers 
of scarce commodities without raising over-all prices. 

(c) Control of residential and commercial rents. 

(7) Use of grade labeling as a protection for price ceilings. 

(e) Regulate commodity speculation. 

(f) E liminate the present exemption of public utilities. 

(7) Provide for the maintenance of low cost lines. 

(hk) Provide for aid to assist new and independent business to play 
a greater role. 

(i) Strengthen enforcement powers, including licensing. 

3. Congress should investigate price profiteering and chiseling with 
as much vigor as has been used in probing subversion, gangsterism, 
and corruption. We believe that congressional committees should 
not be used as springboards for anti-stabilization forces. 

4. Immediate action, instead of present delay, is needed on these 
other key aspects of mobilization. 

(a) A progressive pay-as-you-go tax program based on ability to 
pay. 

(b) A defense housing program, which is of vital importance, if 
defense production is to be increased. 

(ec) More loan funds and Government construction authority to 
increase the supply of critical items such as steel, aluminum, electric 
power, fertilizer, farm machinery, freight cars, and so forth. 

I appreciate the opportunity ‘which your committee has given me 
to appear here today on behalf of Americans for Democratic Action. 











73a 44 
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The CuarrMan. We are very glad to have your views, Mr. Gunther. 
Are there any questions? 
If there are no questions, you may stand aside, Mr. Gunther. Your 
statement will be considered by the committee when it goes into 
executive ses3ion. 

Mr. Gunruer. Thank you, Mr. Chairman. 

The CuairMAN. Apparently we have no other witnesses this 
afternoon. 

The committee will adjourn to meet tomorrow morning at 10:30. 

(Whereupon at 2:45 p. m. the committee adjourned to reconvene 
at 10:30 a. m. the following day.) 

(The following statements were submitted for inclusion in the 
record: ) 


STATEMENT REGARDING H. R. 3871 To AMEND THE DEFENSE PRODUCTION AcT 


NATIONAL FEDERATION OF SETTLEMENTS, INC., 
New York, N. Y. 
To the Committee on Banking and Currency: 

The National Federation of Settlements wishes to go on record as favoring 
the enactment of H. R. 3871, title [, section 104, price and wage stabilization, 
and title IV—A, rent stabilization. 

This statement is in accord with action taken by the delegate body of the 
National Federation of Settlements at its annual business meetings April 21, 
1950, and May 12, 1951. 

The National Federation of Settlements is a federation of nearly 300 agencies 
in 85 cities scattered throughout the United States. 

The human misery created through the continuing rise in prices and the great 
jump in rents in decontrolled areas is common knowledge among settlement 
workers. We therefore urge the Congress to take prompt and effective action 
to stop this inflationary trend. 

Respectfully submitted for the National Federation of Settlements. 

Fern M. Covporn, 
Secretary for Social Education and Action. 


Hon. BRENT SPENCE, 
House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. SPENCE AND Mempers oF Committee: The D. C. Home Economics 
\ssociation, an affiliated organization of the American Home Economies Associa- 
tion, strongly urges extension of the Defense Production Act, H. R. 3871. As an 
organization of professional home economists and homemakers who deal with the 
problems of consumers, we are concerned with so managing the defense effort as 
to distribute the necessary sacrifices fairly. Consumers have littie or no organized 
means of expressing their needs before the Congress. Yet they are a large group, 
and vitally concerned with all problems that affect the home. We urge this com- 
mittee to realize the needs of consumers in extending the Defense Production Act. 

Inflation is of great concern to consumers. Many homemakers in families with 
low incomes and in families whose incomes have not kept pace with rising prices 
have difficulty in providing family needs for food, clothing, housing, and all the 
other goods and services that make up the American standard of living. In the 
present inflationary situation price control is critically necessary for these families. 
We know that good management of family funds requires advance planning. Yet 
a run-away inflation makes advance planning almost impossible. We want to 
budget savings for the education of our children, for helping them set up new 
new homes when they marry, and to provide financial independence when we are 
old. An uncontrolled inflation would make these family goals almost unrealizable 
and upset the moral principles on which Ameriean family life depends. Under 
the Defense Production Act a start has been made at controlling prices. We urge 
that this effort be continued and strengthened. 

We have faith that the productive capacity of this country will eventually be 
able to meet the needs of defense and provide for the basic material needs of the 
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American way of life. If any materials are in short supply we believe that the, 
should be allocated first to the defense effort and the remainder distributed to the 
best advantage of all. Most consumers are willing to share in any necessar\ 
sacrifices. However, too often the needs of consumers are not considered until it 
is too late. The machinery set up under the Defense Production Act provides a 
means for assessing competing needs and allocating scarce materials to most 
important uses. We believe that this effort should be continued and that it 
should take account of consumer needs. 

The council of the District of Columbia Home Economies Association urges the 
House Banking and Currency Committee to give serious consideration to the 
interests of the consumer. We ask that this statement be read and included in 
the record. 

Very truly vours, 
FRANCES KIRKPATRICK, 
President, D. C. Home Economics Association. 


STATEMENT OF GEORGE FE. BaiLey, PRESIDENT, ASSOCIATION FOR THE ABOLI- 
TION OF Farm Price Support, Inc., New York, N. Y. 


The members of our organization are not in agreement as to the necessity for or 
the efficacy of price and wage controls for the control of inflation. However, we 
are in agreement that no program looking to the stabilization of prices can be 
effective unless there is effective control of the prices of farm products. To this 
end we urge the Congress that any revision of the Defense Production Act of 1950 
eliminate the present inflationary parity floor under farm prices and provide for 
the mandatory control of farm prices at the producer’s level. We also urge that 
existing legislation requiring the Department of Agriculture to support the price 
of most farm products at 90 percent of parity be terminated or, at the very least, 
suspended during the inflation emergency. 

Stripped of its technical verbiage the parity concept assumes that the American 
farmer is entitled to receive the same amount of commodities for the products he 
sells as he did during a base period, usually 1910 to 1914. One need not be an 
economist to recognize the fallacies inherent in this assumption. In the first 
place, the 1910-14 base period was chosen arbitrarily. Who is to say that the 
balance existing between the prices received and the prices paid by the farmer was 
more equitable in 1910-14 than in any other 4-year period that might be chosen? 

An even greater indictment of the concept of parity is the fact that it neglects 
entirely the vast technological advances of agriculture in the last 40 vears. th 
many cases modern farming methods have doubled the productive capacity of 
land and have eliminated a greater proportion of the labor cost involved in the 
production of farm commodities. Yet parity assumes that combine harvested 
wheat should have the same purchasing power as wheat harvested with a horsc- 
drawn reaper. The increased efficiency of American agriculture is evidenced b\ 
the decline in the relative number of farmers to our total population. In 1910 
the productive effort of one farmer was sufficient to feed only eight- persons. 
Now he can feed 15 persons. This would indicate that a fair price for farm 
products would be about one-half present parity. 

The fact that parity prices are ridiculously high is demonstrated by contrasting 
such “fair” prices with the cost of production. The Department of Agriculture 
estimates that the efficient producer can produce wheat for about $1.25 a bushel, 
as against a parity price of around $2.70. Those who advocate special protection 
of farm prices carefully avoid any reference to cost of production in determining 
what constitutes a fair price. 

What has been said should be sufficient to demonstrate that parity has no 
place in any legislation designed to control inflation. However, it should also 
be pointed out that the parity provisions of the Defense Production Act of 1950 
act as a stimulus to the inflationary forces that are threatening to wreck our 
economy, 

A major factor in any inflation-control program is the stabilization of wages. 
About 3,000,000 union workers are protected against increased living costs by 
escalator clauses that provide for increased pay when the cost-of-living increases. 
The remaining 14,000,000 workers covered by union contracts receive substan- 
tially the same treatment under present policies of the Wage Stabilization Board. 
We now know that wage eeilings cannot be maintained so far as organized labor 
is concerned in the face of constantly increasing living costs. 
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Food expenditures represent the largest single item in the cost of living and 
the cost of food is directly related to the cost of farm products. We are rapidly 
advancing into an era where we will be faced with an acute shortage of consumer 
goods other than food and when this occurs the excess buying power so generated 
inevitably will result in the bidding up of any uncontrolled prices. The floor 
price of many farm products increases monthly with each increase of parity prices 
resulting in an ever-increasing cost of living. Under these circumstances it is 
too much to expect that organized labor will consent to fixed wage ceilings. 

It serves no purpose to argue that if rigid wage ceilings were established, then 
the parity level would stop its relentless rise. In the first place, the nonfarm 
population will not stand idly by and permit the farmer to utilize the defense 
effort for the purpose of securing a larger share of the available supply of goods 
and services. In the second place, even if there were a rigid freeze on wages, 
parity would still advance. This follows from the little-publicized fact that 
approximately one-fourth of the items in the list of commodities that farmers 
buy, the prices of which are used to determine parity prices for farm products, 
are themselves farm. products. Under these circumstances an advance in the 
price of corn, for example, tends to raise the parity prices of all other commodi- 
ties. As these other commodities increase in price the parity price of corn 
further increases. Here are the elements of a true inflationary spiral. 

In addition to its function as a floor under farm prices, the concept of parity 
also furnishes the basis for the support of farm prices under the Agricultural 
(ct of 1950. Due to the fact that parity prices have paced the inflationary spiral, 
the prospects are that the Agriculture Department will be purchasing many key 
commodities this year to keep prices up while other agencies of Government are 
attempting to keep prices down. The prop point on 1951 corn will be around 
$1.72 a bushel at Chicago; corn for December delivery at Chicago is selling around 
$1.60. The 1951 wheat crop’s support level at Kansas City is expected to be 
about $2.44 a bushel; wheat for July delivery in Kansas is selling for more than 
10 cents below the support level. The consequences of spending further vast 
sums of money to support farm prices at an artificially high level during this in- 
flationary period would be calamitous. It is vitally important that the Congress 
terminate the price-support provisions of the Agricultural Act of 1950, or at least 
suspend such provisions during the inflation emergency. 

Those in the administration and Congress who have arrogated to themselves 
the right to speak for the American farmer advance woefully weak arguments in 
favor of continued favored treatment for agriculture during a national emergency. 
They argue that average farm income is still less than nonfarm income and, so 
the argument goes, this demonstrates that farm prices are not too high. This 
contention quite obviously is not germane to the question of whether farm prices 
are at a fair level. When they speak of average farm income they are talking of 
all of America’s 6 million farmers. The inefficient farmer, the owner of marginal 
lands, the small farmer, the southern sharecropper, the tax-conscious gentleman 
farmer—all these are included in the determination of average farm income. 
Yet there is no conceivable high level of farm prices that can bring prosperity to 
all these. 

The great bulk of America’s cash crop—approximately 80 percent—is produced 
by only 2 million farmers. Within this group there are many who have made 
fortunes during the last 10 vears as a result of the maintenance by Government of 
a high level of farm prices. <A relatively small inerease in the price of farm 
commodities can mean a large increase in net income to these large producers. 
These are the individuals that must be considered in determining whether farm 
prices are too high—not those whose income is affected but little by increases in 
farm prices. 

Secretary Brannan urges a variation of the low-income argument. To support 
his contention that farmers are not overpaid he points out that farm operators on 
the average receive 90 to 95 cents an hour for their labor, compared with average 
hourly earnings of factory workers of $1.56. What earthly relationship there is 
between the owner of a thousand-acre wheat farm with an investment in land and 
equipment of several hundred thousands of dollars and a factory worker paid on 
an hourly basis is difficult to see. 

With respect to the parity floors contained in the Defense Production Act of 
1950, the Secretary of Agriculture contends that the advancement of all farm 
prices to parity would result in only a negligible increase in the cost of living. 
The Secretary disregards the fact that parity has no fixed level—that as long as 
inflationary pressures exist, parity, and consequently the prices of farm products, 
will continue to rise. 
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The administration has proposed that the new Defense Production Act retain 
the parity floor for farm prices, but freeze this floor for a period of 1 year. While 
this would reflect some improvement over present legislation, it is a weak compro- 
mise that would accomplish little. It would merely transform the inflationary 
spiral into an inflationary stairs. 

As previously stated, many in our organization believe that inflation can be 
controlled without any price or wage ceilings. The logical alternative involves a 
program of selective taxation and the encouragement of saving to absorb the excess 
purchasing power created by rearmament, the drastic reduction of governmental 
spending, stringent credit controls, and increased production. This, incidentally, 
is a program advanced by our leading farm organizations. However, if the 
Congress considers it necessary that price and wage controls be imposed, we 
sincerely urge that rigid on-the-farm prices be established for farm products based 
upon the prices existing during the same base period as is utilized for other indus- 
tries. As a necessary corollary, we also urge the termination or suspension of the 
farm price-support program. Only through this means can the cost of living be 
stabilized by price controls. Failing this, it will be impossible to stabilize wages 
and we will have lost our battle against inflation. 





MAYONNAISE AND SALAD DRESSING MANUFACTURERS’ ASSOCIATION, INC, 
Washington 5, D. C., June 12, 1951. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
New House Office Building, Washington, D. C. 

Dear CONGRESSMAN SpENcE: At a meeting of the board of directors of this 
association held last week in Washington, D. C., I was instructed to send you this 
letter and ask that it be read to your committee and incorporated in the record 
of your current hearings on the extension of the Defense Production Act of 1950. 

It has been brought to our attention that the Director of Price Stabilization has 
stated that he would like to have the authority to license all businesses under 
price-control regulations so that he might use that licensing power as a method 
of policing price controls. 

The board of directors of our association feels that the actual or implied grant 
of any such authority as this would be a step toward totalitarianism and dangerous 
in the extreme. 

Therefore, by unanimous action of our board of directors, I have been instructed 
to urge you and your committee to specifically prohibit the Director of Price 
Stabilization from invoking any system of licensing of businesses in connection 
with price controls. We would not presume to suggest the appropriate legislative 
language, but do urge that you give this matter your immediate and most serious 
consideration. 

Respectfully yours, 
SamvueEL G. Domasnu, President. 





STATEMENT OF CHARLES J. MacGowan, INTERNATIONAL PRESIDENT, INTERNA- 
TIONAL BROTHERHOODS OF BOILERMAKERS, IRON Suip BUILDERS, BLACKSMITHS, 
Droe ForGrrs AND Hevpers, A. F. L. 


The American competitive enterprise system, commonly referred to as “free 
enterprise,’’ has undoubtedly contributed materially to the unparalleled progress 
of American industry in attainment of the commanding industrial position occu- 
pied by this Nation today. 

xcept in times of recognized necessity, such as a national emergency, restric- 
tions on the system, which has worked so successfully, should be avoided. 

However, in the interest of maintaining our economy and preventing uncon- 
trolled inflation during a national emergency, it has been found necessary to impose 
wage and price stabilization regulations whereby the menace of inflation may b« 
controlled. Such stabilization operated successfully during the years of the Sec- 
end World War, which witnessed an unprecedented period of labor-management 
tranquillity and a new minimum of lost man-hours due to industrial-relation 
disputes. 

Regulation W, establishing certain controls on installment buying, was designed 
to combat panic buying. This regulation stipulates the amount of initial payment! 
en installment buying in relation to total cost, and limits the period during which 
the remaining cost must be retired. 
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Many dealers and distributors allege that regulation W imposes unnecessary 
hardships upon the industry and the low-wage earner; that inventories are at 
record levels; and factory curtailments or shut-downs must inevitably follow. 

Unrestricted or encouraged installment buying such as in the late 1920’s con- 
stitutes mortgaging the future of the wage earner and leads to eventual complete 
disaster. In 1929, instead of suddenly finding the promised ‘‘chicken in every 
pot,’”’ the workers by multiplied millions found that they did not even have a pot 
in which to cook a chicken. 

Relaxation of credit buying for homes and home equipment, but not for luxuries 
could bring relief to overstocked distributors, but in some instances, the problems 
about which complaints of business strangulation arise, are self-created. Appar- 
ently some distributors and dealers overstocked in anticipation of a golden harvest 
of business, which has failed to materialize. 

While organized labor fundamentally opposes Federal Government wage con- 
trols, except during wartime, the formula for equalizing sacrifice by regulating 
wages and prices has been inferentially approved or manifested by the return of 
labor representatives to the national defense agencies. Labor still believes that 
the 10 percent wage increase formula is inadequate and this contention is supported 
by the solution of the nonoperating railroad employee and meat packers contro- 
versies. However, labor will endeavor to effectuate an acceptable formula within 
the framework of the present, or amended, wage-price controls system. 

It is a recognized fact that control of materials and the diverting of materials 
from the ordinary channels of a peacetime, civilian economy to the channels of 
an emergency or war economy has resulted in considerable unemployment and 
displacement of labor. This unfortunate condition (the seriousness of which 
could not be overemphasized), is destined, we hope, to be of limited duration, 
and every possible effort should be made to accelerate the industrial readjustment 
to the end that the impact of unemployment should be cushioned to the maximum 
degree and our manpower resources utilized at top efficiency levels. 

It is my considered opinion that to abandon completely all controls under 
present conditions would jeopardize our defense effort, materially increase the 
cost thereof, imperil our recognized obligations and commitments to other nations 
endeavoring to maintain or establish democracy; and would constitute a dis- 
service to the principles for which our Nation stands. 


RECOMMENDATIONS 


1. A comprehensive reexamination of credit controls and modifications pro- 
viding flexibility where justified, to stimulate the flow of products to the ultimate 
consumer. 

2. Careful consideration of lowering the initial payment for potential home 
purchasers and extension of time to retire balance of total cost. 

3. Automobiles are a necessary form of transportation for workers and some 
household appliances are a necessity. This fact should be carefully considered 
and the purchase of automobiles and some household appliances excluded from 
the provisions of regulation W. 

4. Unrelaxed efforts to stimulate production in defense industries to prevent 
undue hardships on labor and industry arising from dislocations attributable to 
changes necessitated by the concentration of industrial activity on defense 
production. 

5. Extension of the Defense Production Act in principle for at least an addi- 
tional 12-month period, during which experience shall be recorded as a guide to 
the future. 

6. In the meantime, regulation W should be realistically adjusted to make it 
flexible and workable with a minimum of hardship. 


83473—51—pt. 3 23 
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WEDNESDAY, JUNE 6, 1951 


Hovusr or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

(The committee met at 10 a. m., the Honorable Brent Spence, 
Chairman, presiding.) 

Members present: Messrs. Spence, Brown, Patman, Multer, Deane, 
McKinnon, Addonizio, Dollinger, Bolling, Burton, Kluczynski, 
Wolcott, Talle, Cole, Nicholson, and Betts. 

The CHatrmMan. The committee will be in order. 

The clerk will call the first witness. 

Mr. Hauvauan. The first witness will be Glenwood J. Sherrard, 
representing the American Hotel Association. 

The CHarrmMan. Mr. Sherrard, you may proceed. 


STATEMENT OF GLENWOOD J. SHERRARD, REPRESENTING 
AMERICAN HOTEL ASSOCIATION 


Mr. SHerrarp. Mr. Chairman, and gentlemen, I am Glenwood J. 
Sherrard, president of the Parker House in Boston, and chairman of 
the governmental affairs committee of the American Hotel Association, 

As a representative of that association I appear before you to urge 
that any extension of rent control, either by extension of the present 
Housing and Rent Act, or by broadening the Defense Production Act, 
should continue the present exemption of hotels. There have been no 
facts presented to your committee which would justify the reimposi- 
tion of rent control in hotels. 

Hotel room rates in all parts of the country (except in resort hotels) 
were subject to control between various dates in 1942 or 1943 and June 
30, 1947. The facts which justified Congress in decontrolling hotel 
rates in 1947 are still present today, and are even more conclusive. 

What are the facts which were taken into account in 1947, and which 
can be reexamined at this time? First and foremost is the fact that 
hotel occupancy in nearly all parts of the country had started to decline 
in 1947, and has continued to decline in an unbroken curve since then. 

Horwath & Horwath, and Harris, Kerr, Forster & Co., the two 
leading firms of certified public accountants which specialize in hotel 
operations, have figures which I think you will find interesting. For 
many years, these firms have developed statistics based upon daily 
and monthly reports for hundreds of hotels throughout the country. 
Their figures are used by Federal agencies as official Government data, 
and have been proven accurate and reliable. The figures as to average 
occupancies during the years 1946-50, which have been compiled 
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independently, and which appear in their published reports analyzing 
the hotel business, are as follows: 





| Horwath & 





1946 
1947 - 
1948 
1949 _ 
1950 


90 
86 | 
82 | 
81 


Harris, Kerr, 
Foster & Co. 


Percent 
93 
90 
85 
82 
81 


] 
|  Horwath | 
| 
| 
| 
| 
| 





These figures are further confirmed by a Nation-wide survey 
recently made by the American Hotel Association, which showed an 
occupancy figure for January 1951 of 79 percent, which, you will see, 
is slightly under the average for the year 1950, as computed by the 
accounting firms. 

The reports for the first quarter of 1951 made by the accounting 
firms show a drop of two points in occupancy percentages as compared 
with the first quarter of 1950, so it is clear that the decline is continuing 
this year. 

The latest occupancy figures in various cities, States, and regions, 
as they appear for the month of March 1951, are as follows: 




















Mone wo 
. . plus increase 
March 1951 | March 1950 (+)or minus 
decrease (—) 
Percent Percent 
I ie es ons. ras ee a ceab ed hou bpnmnag se pndebbeliiie 76 81 —5 
New York City 78 7 -1 
Philadelphia__- 69 70 —1 
Baltimore _. 85 fh raat 
Washington -_._...-...- 92 84 +8 
pS ee ee butane packs o6s-be sen dpa dese bardelh 87 88 -1 
Cleveland - -_-_-.--.. ORE SEES IEA ; 67 75 --8 
Detroit Bi Cp ap TES EP Ree 73 76 —3 
Chicago ie gh cxebeitet enact PR. UE: Be 2 Rl A eres 72 76 —4 
Los Angeles___- Fh weenie nse ed eetnmacedecn 78 80 —2 
Pennsylvania pe Sits ntaastied~ate dance = 71 74 —3 
Virginia : ok iebtoea die 3 79 77 2 
Maryland ee . mia ‘ 78 | 79 —1 
North Carolina ’ TI) SPEER eee eM Se eee 71 76 —5 
Texas ee A ty: Ta Sct MTS» Ae ena 81 | 84 —3 
Nebraska Rua edeoa Cabos sibs aoaph aeennetahuasatnebe seat 75 | 78 —3 
Pacific Coast aie BE Se SA SA 78 77 +1 
All others Guhl Biba Odea cbis tqnelenga naweschentaeceuea 78 82 --4 
National average. - - ‘ OTS eS re ee EY ee 78 | 81 —3 
| | 








It will be seen from this tabulation that with the sole exception of 
Washington, D. C., which has a separate rent law, the occupancy 
figures are far below the 90 percent average which prevailed in 1947 
when Congress decided that further control for hotels was unnecessary. 
The Housing Expediter himself testified before your committee last 
vear that when vacancies in residential hotels ranged between 10 and 
15 percent, the establishments should be free of controls. 

Obviously, the rates charged for hotel rooms control themselves in 
the face of such constant declining business. Competition is still the 
great leveler in our industry. 

I do not believe that anyone can contend that the national defense 
program has caused, or will cause, in the near future, any unusual and 
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undue demand for hotel rooms. The occupancy figures prove that 
there is an ample cushion for substantial expansion before occupancies 
reach the 90-percent level of 1947 and even at that level both the 
Housing Expediter and Congress then decided that further control 
was unnecessary. The Housing Expediter voluntarily decontrolled 
transient rates on February 15 of that year in advance of the con- 
gressional action June 30. 

The fact that hotel occupancies have continued to decline since 
June 1950 indicates clearly that defense activities alone do not crowd 
the hotels; it is only the mobilization and movement of large military 
numbers. 

In World War IT, the defense program started as early as 1940, and 
yet it was not until 1942 that any number of military personnel and 
their families began to appear in hotels. Even in the year 1942 
occupancies were only 73 percent, and it took three more years of a 
growing Military Establishment until the peak of over 90 percent 
was reached in 1945. As far as I know, there is no contemplated 
expansion of our military personnel to anything like the large numbers 
which were in service in World War II. Certainly if any such expan- 
sion is contemplated, it cannot be accomplished this year, or even next. 

I believe that it is the policy of this committee to impose controls 
only in those cases where controls are required by social or economic 
necessity. There has been no impact upon hotels as a result of the 
mobilization program, nor can we foresee any, which would justify 
recontrolling hotels. 

The occupancy figures clearly indicate that no one is being deprived 
of hotel accommodations because of a shortage of rooms. The decline 
in occupancy is also found in hotels which specialize in residential 
accommodations. This type of hotel is advertising extensively for 
permanent guests. Here is an exhibit from the Sunday papers of 
May 20 showing such advertisements. 

And I present here for the record, papers from Akron, Seattle, 
Toledo, Los Angeles, Cleveland, Chicago, Cincinnati, Detroit, San 
Francisco. 

One of the reasons which prompted Congress to decontrol hotels in 
1947 was the fact that the hotels were then faced, as now, with rising 
labor and material costs which do not affect housing generally. These 
rising costs, combined with the decline in occupancy, convinced Con- 
gress that further control was unnecessary and the problem was best 
soived by decontrol. Experience has proven that this action was 
justified. The hotel industry is primarily a service industry. It is 
not a significant factor in community housing, nor the cost of living. 

Figures are not necessary to demonstrate that substantial increases 
in labor and material costs have taken place since 1947. We empha- 
size this point because 60 percent or more of hotel expenses are for 
services which are rendered only by hotels. 

Some may say that these costs have been stabilized since January 
1941 by action of the Federal Government. But, real-estate taxes, 
for example, are not subject to Federal stabilization. Nor do the 
wage-stabilization regulations prevent increases. General Regula- 
tion No. 6 of the Wage Stabilization Board permits an increase of 10 
percent over January 1950. Notwithstanding that fact, the bill 
before you proposes to recontrol rates at levels which might be roll- 
backs as far as June 1950. 
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Obviously, a part of the 10-percent wage increase which is per- 
mitted either occurred after that date or will occur at some date in 
the near future. 

Regulation No. 5 of the Wage Stabilization Board permits merit 
increases, length-of-service increases, and numerous other types of 
individual wage increases. 

There are in fact 10 separate regulations of the Wage Stabilization 
Board which permit increases in one form or another, without special 
approval of the Board. In addition, special applications may be made 
to the Board. It is a matter of record that one such application 
affecting 45,000 hotel employees and retroactive to February 1, this 
year, is now pending before the Wage Stabilization Board. 

All of this presents a picture of an industry in which business has 
declined since 1947, not only in the occupancy of hotel rooms as 
pointed out above, but in the food and beverage business of hotels. 

The increases in hotel room rates have, by no means, kept pace 
with the increase in costs. The result has been a decline in net 
earnings average of hotels since 1946. 

The increases in hotel room rates since 1947 have been modest and 
less than was warranted by the increasing costs. 

The accountants have furnished us with figures which prove this. 
The average increases in room rates in hotels across the Nation are 
as follows: 


Percentages of increases in room rates over preceding year 


Year | Horwath & | Harris, Kerr, 





Horwath | Forster & Co. 

| Percent Percent 
1947 ee ee eRe ee See LO Sree Oe ee 13 ) 
1948 alas Sash ack = Siok ills th I ddadmin didi Sieben ts cio auie | 11 | ll 
1949. _. 4] 5 
EE Te See ee eed Sein id ‘ ? 4 | + 


Hotels were under strict rent control from 1942 to 1947 and no gen- 
eral increases were permitted. Therefore, when considering the in- 
creases we must take into account that these are the only increases for 
the past 10 years. 

In sharp contrast to the moderate increase in hotel rates necessary 
to meet steadily rising costs, the prices of essential supplies and equip- 
ment used by hotels, such as linens, increased 212 percent, carpets 
327 percent. The following table shows the percentage of increase 
of various supplies used by hotels from the prewar base to date. 
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Percentage of increase in prices of various supplies and equipment used by hotels 





| | | 
| 1943 | 1947 | 1951 
| Increase (+) | Increase (+) | Increase (+) 
Item or or | or 
decrease (—) | decrease (—) | decrease (—) 
over 1939 over 1939 over 1939 





Percent Percent Percent 
Linens: Includes sheets, pillow cases, towels, ete...........-.. | +59 +-160. § ] 
Kitchen equipment, appliances bo ait A iit +7.3 +43. 
Soaps, insecticides, cle: uners, Waxes ‘ ‘ : +12 +79. ; 
Laundry room equipment and appliances__.. “os | +1. +13 
Hand and carting trucks ; cheeses “et 3.9 | +14 
Uniforms sergitit i 4.97.7 i +79 : 
Glassware ries es =e j ! | 5.5 +39.7 
Window shades “ F Ea a Ae +21.3 +64. 6 
Brushes hs : : ; +55 +92. 
Lamps , ds ; , +17. § +43 
Coat hangers... ._- +18. 4-84 
Wall paneling - y : : a ; = 1.3 +11 
Vacuum cleaners . tL. 5 | +16 
Forms and stationery : Be 35.8 | +46.3 


951 over 1947 
Sponge rubber rug cushion _ dapetagaeasieuan on ASS, OER: +21.1 


Woolen blankets . ae va eee +44. 2 
Carpets: ........ , did ‘ pb thieiia kee t oe 20.6 158. 6 327.5 





All of this presents a picture of an industry in which volume of 
business has declined since 1947 not only in the occupancy of hotel 
rooms but in the food and beverage business of hotels. It shows an 
industry in which room rates have not increased as much as operating 
costs. 

Not only is the section applying to hotels in the bill before you un- 
necessary, but it is highly inequitable and unfair to hotels. 

Section 105 H. R. 3871 proposed to insert a new title—‘Rent 
Stabilization’’—the Defense Production Act of 1950. Under this 
heading section 452 gives the President the power to establish and 
maintain maximum rents and to make adjustments therein. Para- 
graph (a), subdivision (1) of this section provides for a continuation of 
maximum rents for accommodations for which maximum rents are 
now in effect. This subdivision would not include hotels. Subdivision 
(2) provides for the imposition of maximum rents for accommodations 
for which no maximum rents are now in effect. This subdivision would 
include hotels. 

There is an important and unwarranted distinction made between 
these two subdivisions. Subdivision (1) allows for adjustments in 
maximum rents to compensate landlords for increases in costs of 
operation and maintenance for which they have not been previously 
compensated. No such allowance is made in subdivision (2). On 
the contrary, it specifically eliminates any increases in rent which 
oceurred after January 25, 1951. The subdivision goes even further 
and gives the President power to establish maximum rents based upon 
the May 24—June 24, 1950, levels. 

If such power was exercised and hotel rates rolled back to the May 
24—June 24, 1950, level, it would completely disregard the substantial 
increases In wages and ‘other costs which have taken place since that 
time. Obviously, the injustice of such a roll-back is apparent. 

[ am certain that this committee has no desire to impose Govern- 
ment controls on any industry unless it is in the public interest. You 
decontrolled hotels in 1947 and each year since then you have re- 
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affirmed that decision. The facts presented demonstrate clearly that 
the Korean hostilities have not changed the basic economic conditions 
in our industry. The defense program will not change this condition 
in the foreseeable future. There is no reason for rent control in hotels. 

Thank vou for the privilege of appearing before you. 

The CuarrmMan. Mr. Sherrard, what percentage of the hotels belong 
to your association? s 

Mr. Suerrarp. We have 6,000 members, sir—about 80 percent of 
all the rooms in the industry. The Census Bureau says there are 
about 25,000 hotels, but they consider anything of five rooms or 
over a hotel. 

The CHarrMan. Both transient and residential hotels belong to 
your organization? 

Mr. SHERRARD. Yes, sir. 

Mr. CuHarrMan. Are there any questions? 

Mr. Kivuezynsxr. Mr. Chairman. 

The CuarrMan. Mr. Kluezynski. 

Mr. Kuivuczynskr. Are there any hotels under control now? 

Mr. SHerrarpD. New York has a separate State law, sir, and Chicago 
was left under rent control in the last bill passed by Congress. 

Mr. Kuvezynskt. The only city in the country? 

Mr. SuHerrarp. The only city in the country that I know of, sir. 

Mr. Kuvezynskt. Do you think that is fair? 

Mr. SHERRARD. I do not. 

Mr. Kiuczynski. You would be for an amendment then to take 
the hotels out of this Defense Production Act? 

Mr. SHerrarp. I would, sir, and Senator Douglas in the hearing 
in the Senate, was the gentleman who was responsible for it being in 
last time, would agree that Chicago should have the same treatment 
as the rest of the country. 

Mr. Kiuczynskt. You mentioned a report of Horwath & Horwath 
which shows in 1951 a vacancy of about 15 percent in the hotels. 

Mr. Suerrarp. Which table are you referring to, Mr. Kluezynski? 

Mr. Kuvuczynskt. On the first page. On page 2, you have a table 
which shows Chicago, March 1951, 72 percent occupancy. 

Mr. SHERRARD. Yes, sir. 

Mr. Kivuczynski. That would leave a 28-percent vacancy; is that 
right? 

Mr. SHerrarp. Yes, sir. 

In the month of April Chicago had an occupancy of only 68 percent. 

Mr. Kuvezynsxkt. So you think that Chicago is discriminated 
against, being the only city under control. 

Mr. SHerrarp. We feel very definitely that it is, sir. 

Mr. Kuvezynskr. That is all, Mr. Chairman. 

The CHarrMan. I notice you have some advertisements of resi- 
dential hotels. There were none in the District of Columbia. 

Mr. Kuvczynski. The District of Columbia has a separate rent 
bill, sir. They don’t come under this act. So I didn’t bother to 
bring any from the District of Columbia. They have a different act. 

The CuatrMan. Yes, sir; that is true, but I was wondering if there 
were any vacancies in residential hotels in the District. 

Mr. SHERRARD. I couldn’t answer, sir. 

The Cuarrman. Thank you for your statement, Mr. Sherrard. 
We are glad to have your views, and they will be considered when 
the committee goes into executive session. 
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Mr. SHerrarD. Thank you, sir. 

The CuarrMan. Call the next witness, Mr. Clerk. 

Mr. Hauianan. Mr. R. L. Vanderslic e, representing the Chicago 
Residential Hotel Association. 

The CuarrMan. You may proceed, Mr. Vanderslice. 


STATEMENT OF R. L. VANDERSLICE, CHICAGO RESIDENTIAL 
HOTEL ASSOCIATION 


Mr. Vanpersuice. Mr. Chairman, I am R. L. Vanderslice, execu- 
tive director of the Chicago Residential Hotel Association. 

Il am appearing before your committee on behalf of the Chicago 
Residential Hotel Association to recommend that Federal rent contro! 
should be ended now with respect to residential hotels in the city of 
Chicago, which are the only hotels under Federal rent control in the 
entire country. 

The membership of the Chicago Residential Hotel Association con- 
sists of over 200 residential hotels and similar type furnished service 
buildings. Our members hotels are not, generally speaking, large 
establishments; are in large part individually owned; and usually 
represent the owners’ sole livelihood and source of income. Their 
problems are the problems of any small-business man. 

In the Chicago area, there are two types of establishments com- 
monly known as hotels. There is the large commercial hotel located 
in the Chicago Loop area, catering primarily to transients. The 
second type is commonly known as a residential hotel. These hotels 
are located, generally speaking, outside of the Loop area, and are 
establishments containing straight rooms, straight rooms and apart- 
ments, or consist entirely of apartment units. 

The term “residential hotel’? in Chicago is used synonymously 
with apartment, family, and residential hotels. They are commonly 
known as hotels in Chicago and elsewhere. Residential hotels differ 
from the ordinary apartment building in that not only is bare living 
space offered but, in addition, basic hotel services such as maid 
service, furnishing and laundering of linens, telephone and secretarial 
or desk servic e, use and upkeep of furniture and fixtures and usually 
kitchen, dining facilities, and related equipment. 


HOTEL RENT CONTROL, 1942-46 


Federal rent control was first imposed under the provisions of the 
Emergency Price Control Act of 1942. All rentals on housing accom- 
modations were frozen in the Chicago area at the rates charged on 
March 1, 1942, including rentals on all accommodations in residential 
hotels. Rentals were held to their 1942 levels. 

Generally speaking, no relief was given by the OPA for ordinary 
maintenance costs and repair; the only relief accorded by the regula- 
tions being for major capital improvements on a lengthy and wholly 
inadequate amortized basis, or for increased services. 

In the fall of 1946, all wage and price controls were removed. 
This complete release of controls over prices and wages caused an 
immediate and rapid increase in the entire price structure. Since 
rentals of our members remained frozen at 1942 levels, the effect of 
this skyrocketing increase in cost of operation was extremely serious. 
The administrative relief obtainable for these increases was negligible. 
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Rental adjustment petitions were acted on 1 to 2 years after filing, 
and were effective only on the date granted. Although all rental 
units were thus adversely affected, it must be remembered that our 
residential hotels provide not only living space but basic hotel service 
as well. The rental freeze thus had serious consequences for them. 


HOTEL DECONTROL, 1947-49 


Congress, at the termination of the Emergency Price Control Act 
of 1942 on June 30, 1947, enacted the Housing and Rent Act of 1947. 
It was recognized by Congress that the cost of operation had risen 
substantially with respect to the services rendered by all types of 
hotels. Unlike a straight apartment building, residential and apart- 
ment hotels provide services customarily supplied by that class and 
type of hotels. It was the judgment of Congress that ‘furnished 
service units’ presented a problem wholly different from ‘“‘unfurnished 
units” or units which did not receive basic hotel services. 

Congress accordingly wrote into the June 30, 1947, act provision 
that accommodations receiving customary hotel service in any es- 
tablishment commonly known as a hotel should be decontrolled. 

From June 30, 1947, to March 30, 1949, hotels throughout the 
country were decontrolled. However, Chicago residential hotels 
did not immediately benefit from this needed exemption extended to 
establishments offering basic hotel. services. Simultaneously with 
the enactment of the 1947 Housing and Rent Act, the Housing Ex- 
pediter issued his rent regulations in which he excluded residential 
hotels from decontrol by adding to the definition of a decontrolled 
hotel used in the act the further qualification that no hotel which was 
made up primarily of self-contained units—that is, kitchen, and so 
forth—was decontrolled. 

Although this administratively added condition to Congress’ 
definition of a hotel was deleted after our association had obtained a 
temporary injunction, a very large number of our hotels had by then 
negotiated long-term 15-percent-increase leases, which leases were 
intended to benefit apartment buildings offering bare-space accommo- 
dations as opposed to establishments offering basic hotel services 
which had been decontrolled. 

Also, the city of Chicago, effective July 1, 1947, passed an ordinance 
freezing nontransient hotel accommodations. Thus ordinance was in 
effect until 1948, when the Supreme Court of Illinois held such regula- 
tion invalid as being outside of the State Enabling Act, which, in 
delegating power to cities to control rentals, exempted “hotels” from 
the power thus delegated. 

This exemption extended from and after July 1, 1947, until the en- 
actment of the Housing and Rent Extension Act effective April 1, 
1949. This Extension Act “recontrolled”’ hotel accommodations in 
residential hotels only in Chicago and New York City. Shortly there- 
after, New York City hotels were placed under State control, and were 
no longer governed by the Federal law. 

Hotel accommodations in all cities apart from Chicago, as well as 
the primarily transient hotels in Chicago, were continued free of 
control. Thus, from 1949 to the present, residential hotels in the city 
of Chicago are the only kind or type of hotels in the entire United 
States presently under Federal rent control. 
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Last year, Congress enacted the Defense Production Act of 1950. 
That act specifically exempted rent control from the scope of its pro- 
visions. However, a bill has been submitted to extend the Defense 
Production Act beyond its expiration date of June 30,1951. There is 
a section devoted to the further extension of rent control contained in 
that bill. 

That section would extend rent control for a period of 2 years, 
would make no provision for ending the present discriminatory rule 
of the Housing Expediter over Chicago residential hotels, would 
narrow and limit rent adjustments, and would in fact give far wider 
and far greater powers over rentals than is contained in the present 
Housing and Rent Act. 


ADMINISTRATION OF THE HOUSING AND RENT ACT OF 1947 AS APPLIED TO 
CHICAGO RESIDENTIAL HOTELS 


From the very inception of the Housing and Rent Act of 1949, the 
Housing Expediter has treated Chicago residential hotels as a wholly 
unwanted foundling and orphan. It is our belief that the Housing 
Expediter was never interested in obtaining recontrol of Chicago 
residential hotels, and his treatment of them is in full accord with that 
belief. 

That Office has ignored our legitimate requests for needed relief, 
has denied us rent increases granted to all other controlled housing 
accommodations, and has maintained an attitude of apparent and 
pained regret that it had to deal at all with the peculiar and special 
problems created by the recontrol of Chicago residential hotels. 

(a) Congress has rightly been solicitous throughout the history of 
OPA and throughout the administration of the Housing and Rent 
Act that fair, expeditious, and reasonable rent relief be given to those 
deserving of it. Congress, in recognition of this fact, enacted as a 
part of the Housing and Rent Extension Act of 1949, the so-called 
“fair net operating income adjustment provisions’? made expressly 
applicable to all “controlled housing accommodations,” which very 
obviously included recontrolled residential hotels. 

Some months after the passage of the 1949 Extension Act, the 
Expediter issued adjustment provisions (Form D-—106) providing for 
this relief. Many of our members filed these petitions. They were 
prepared at substantial cost, since most required the efforts of an 
accountant or someone similarly skilled to prepare them. These 
petitions were filed in substantial numbers from August 1949 to 
December 1949. 

Of course, each petition filed qualified for rent relief, varying in 
amounts according to each case. Although the majority were fully 
processed, checked, and investigated, to the best of my knowledge, 
not a one to this day has ever been officially approved and signed. 

Instead, effective January 25, 1950, the Housing Expediter arbi- 
trarily declared that rent relief could not be obtained for Chicago 
residential hotels under the fair-net-operating-income provision on the 
ground that Congress did not intend that the fair net operating pro- 
vision should be extended to Chicago residential hotels. Every single 
one of the large number of petitions were summarily dismissed and 
returned to the landlords. 





1776 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


We immediately protested this arbitrary, unlawful, and discrimina- 
tory action. Yet, up to this very moment, the Housing Expediter 
has refused to apply the fair-net-operating-income provisions to 
Chicago residential hotels, although every other type or class of con- 
trolled housing accommodation except Chicago residential hotels are 
entitled to obtain these benefits. The Expediter did issue a form 
(D-122) allegedly applicable to hotels. 

However, this form was tailor-made for the large transient hotels, 
which had cocktail lounges and other sources of nonrent income. Yet, 
from 1949 up to the present, as well as from 1947 to 1949, this type of 
hotel was never under Federal rent control. Residential hotels in 
Chicago have thus been prevented from obtaining any rent relief 
whatsoever under the fair-net-operating-income provisions by the 
unreasoning and completely discriminatory action of the Housing 
Expediter. 

(6) Furthermore, the Housing Expediter has denied ‘“‘compara- 
bility”’ rent increases. Again, the original regulation under which 
residential hotels operated when they were recontrolled by the 1949 
Housing and Rent Extension Act provided for comparability rent 
increases on a March 1, 1949, basis. 

This afforded a small measure of needed rent relief. However, the 
Housing Expediter in January 1950 summarily deprived Chicago 
residential hotels of this avenue of relief by amending the regulation 
so as to make the comparability standard for Chicago residential 
hotels that of March 1942 when rent control was first imposed on 
housing accommodations under authority of the Emergency Price 
Control Act of 1942. The practical effect, which was well known to 
the Housing Expediter, was completely to deny relief under the com- 
parability provision. — 

(c) The Housing Expediter has also required our members to absorb 
in whole or in part all increased costs of operation. Thus, for example, 
there have been several increases in telephone rates, and the Illinois 
Bell Telephone System has applied for a further and larger increase. 

However, Chicago residential hotels have been forced to absorb all 
such increases without rent relief. The same is true of increased costs 
in labor rates, including direct wage increases, pension plans, and 
“fringe”? benefits, as well as the sharp increases in States and local 
taxes. The list might be expanded greatly. The effect has been that 
the residential hotels have been forced to absorb, in whole or in sub- 
stantial part, all increases in normal operating expenses. 

(d) In an effort to reduce expenses so as to prevent a loss operation, 
some residential-hotel operators have attempted to reduce expenses 
by removing maid service or furniture and fixtures. These hotels 
did so by following the normal routine of a petition to the Housing 
Expediter, asserting that they were seeking to remove certain services 
and asking that the Housing Expediter readjust the maximum rentals 
in accordance with this suggested change. 

However, the Housing Expediter refused to grant the required 
adjustment. Instead, he took the position that no reduction in 
services would be permitted. Thus, the Housing Expediter on the 
one hand refused to grant any rent relief by reason of the very great 
increase in the cost of furnishing these services. 

(e) The Housing Expediter has not issued any hetel regulation. 
Instead, he has attempted to sandwich Chicago residential hotel 
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controls within either the Rent Regulation for Housing, or the Rent 
Regulation for Rooming Houses. The Housing Expediter has refused 
to recognize the essential differences between “apartment-house ac- 
commodations,”’ in the ordinary sense of the words, and ‘‘furnished- 
service accommodations” as represented by residential hotels. 

The Housing and Rooming House Regulations are intended to 
govern housing accommodations wholly different from hotels, and 
these two regulations are wholly unresponsive to the sharply differing 
characteristics and practices of residential hotels. 

Thus, whether measured in terms of rent relief or measured in any 
other terms, the Housing Expediter has shown a callous indifference 
to the legitimate needs of Chicago residential hotels. 


CHICAGO RESIDENTIAL HOTELS SHOULD BE DECONTROLLED NOW 


Residential hotels located in Chicago are the only hotels under 
Federal rent control. When measured against the very large number 
of housing accommodations under control, the units represented by 
residential hotels in Chicago are extremely small and insignificant. 

At all times, the Housing Expediter has treated Chicago residential 
hotels as a wholly unimportant and unwanted class of controlled 
housing accommodations. As I have heretofore pointed out in this 
report, he has arbitrarily and unlawfully discriminated against Chicago 
residential hotels by either ignoring their requests or by seemingly 
going out of his way to deprive Chicago residential hotels of the 
remedial benefits of the act and rent-adjustment provisions which 
are accorded to all other nonhotel accommodations under Federal 
rent control. 

When Federal controls were imposed in 1942 on housing accom- 
modations, Chicago residential hotels were running at 93 percent of 
total occupancy. And the number of vacancies were steadily de- 
creasing. Now, we find exactly the opposite has occurred. The 
number of vacancies is steadily increasing. It has now reached, as 
of March 1951, 86.37 percent of total occupancy for Chicago resi- 
dential hotels, as determined by the monthly survey made by Horwath 
& Horwath, a firm specializing in hotel accounting. This percentage 
figure is confirmed by the monthly survey of Harris, Kerr, Forster 
& Co., another firm specializing in hotel accounting, which for the 
month of March 1951 reported an occupancy figure for Chicago 
residential hotels of 87.09 percent. 

It is substantially below the 93 percent occupancy ratio in 1942, 
when rent controls were first placed on housing accommodations, 
including residential hotels. If an occupancy factor of 93 percent 
justified control in 1942, then surely the steadily increasing number of 
vacancies which has now fallen to 86.37 percent of occupancy logically 
should require the decontrol of residential hotel accommodations. 
This would seem but simple justice. 

| think it worthy of passing comment to note that the Housing 
Expediter recently made a ‘‘survey” of vacancies in Chicago residen- 
tial hotels which resulted in the startling figure of 4.8 percent. This 
survey is attached to this statement as exhibit A. My reply to the 
survey attached as exhibit B clearly demonstrates the totally biased 
and prejudiced nature of the survey made by the Housing Expediter. 
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It is of importance to note that both Senator Douglas and former 
Congressman Barett O’Hara, who strongly and successfully sup- 
ported the recontrol of Chicago residential hotels in 1949, changed 
their views in 1950 in the light of the changed situation which showed 
vacancies of about 13 percent, and recommended instead the decontrol 
of Chicago residential hotels. 

Senator Douglas made his views known by giving his unqualified 
support to the eventual Senate approval of the exemption of Chicago 
residential hotels contained in the housing and rent-control extension 
bill of 1950. However, at the conference committee, that exemption 
was not retained in the act as it finally was approved, although Senator 
Douglas continuously urged the elemental justice of this exemption. 

Former Congressman Barett O’Hara was one of the principal advo- 
cates for recontrolling Chicago residential hotels in 1949 and for 
successfully maintaining controls over this class of buildings when 
the 1950 rent-control extension bill was considered by the Congress. 
Yet, at the hearings on the temporary extension of rent control. 
(House hearings on H. R. 9763, December 4, 1950, at pp. 41-43), he 
dramatically reversed his position and declared that in his judgment 
Chicago residential hotels should be decontrolled. He said, in 
pertinent part, as follows: 

I fought, as you know, Mr. Woods, to keep the hotels under control. I thought 
that it was necessary at that time. I have been told, since we passed the last 
extension or the last amendment to this legislation, that the hotel situation in 
Chicago has improved, and that there is no need for hotel rent control any longer 
in Chicago and the hotel men there feel it is unfair because hotels in other cities 
are not under control and that if they were relieved from that control it would 
lessen to a great extent your work burden and make more effective administra- 
tion of rent control where it is most needed * * *, When we were consider- 
ing the rent-control bill of 1950 the gentleman will recall that, although the other 
body had voted to remove the hotels and, as I have pointed out, that applied 
only to the hotels in Chicago, the House voted to keep the controls on, and 
that I supported this action in the House and certainly no Member was any 
more active in advocacy, which of course, would be natural since the provision 
affected only the hotels in the city from which I came. The point now is, as | 
see it, that we have in the rent-control law a hotel provision that applies only 
to the citv of Chicago. It did not originate in Iilinois. It is the child of our 
own creation, and I must acknowledge that no one has a greater share of respon- 
sibility for it than have I. 

Since then we have had an election, and the plain fact is that a great majority 
of the hotel tenants in my district, and I am informed in similar hotel precincts 
in other districts in Chicago, voted for the opposition. If this were intended by 
them to be an index of their sentiment as tenants in hotels on a matter in which 
they have a personal interest it should receive proper consideration. * * * 

Thus, measured against standard, it is clear that the discriminatory 
provisions of the present act controlling only and solely Chicago 
residential hotels should not be continued but should be removed 
from any extension act. I therefore propose an amendment providing 
for the orderly and effective decontrol of Chicago residential hotels as 
follows: 

As used in this title—the term ‘‘Controlled housing accommodations” mean 
housing accommodations in any defense-rental area, except that it does not 
include 


(1) Those housing accommodations in any establishment which is common!yv 
known as a hotel in the community in which it is loeated and which is occupied 
by an appreciable number of persons who are provided customary hotel 
services such as maid service, furnishing and laundering of linen, telephor 
and secretarial or desk service, use and upkeep of furniture and fixtures, and 
bellboy service: Provided, however, That nothing herein shali be construed to 
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have the effect of controlling any housing accommodations which are exempt 
from control under this section or which have been or may hereafter be deter- 
mined to be a hotel as defined in this section by administrative order, or— 
Mr. Chairman, I would like to have these exhibits [A, B, and C] 
made a part of the record. 
The CuarrMan. Without objection, that may be done. 
(The documents referred to are as follows:) 


EXHIBIT A 


Hore, Vacancy Survey, Cuicaco, Itn., MApE BY THE OFrFiIce or THE HousiNna 
EXPEDITER 


A survey of vacancies in a representative group of hotels in Chicago was con- 
ducted during the period December 18, 1950, to January 3, 1951. The sample 
consisted of 100 hotels containing 11,463 rental dwelling units of which 8,837 were 
subject to rent control and the remaining 2,626 were not subject to rent control. 

Of the 8,837 units subject to rent control 426 or 4.8 percent were found to be 
vacant. 

Of the 426 vacancies in controlled units, 139 or about one-third of the total were 
in 6 establishments and 242 or about 57 percent of them were in 15 of the 100 
hotels surveyed. 

In 22 hotels having 254 of the 426 vacancies in controlled units, a comparison 
was made between the maximum rents on March 1, 1942 (the original maximum 
rent date), and March 1, 1949 (the date of recontrol). The rents for these 254 
vacant units were found to have risen an average of 80.7 percent. 

The number of vacancies in controlled units was relatively small. Moreover 
most of the vacancies were in the smaller-sized units with 79.6 percent in one- 
room units and an additional 13.6 percent in two-room units. 

During the period, July 1947, to April 1949, when hotels were not subject to 
control, it is evident that all rents for similar accommodations were not increased 
equally due to irregular turn-over in occupancy and other factors. As a result, 
when units rented on a weekly or monthly basis were renting at varying levels. 
\lost of the vacancies are in the higher priced units and the majority of them are 
in a relatively small number of the hotels surveyed. 

On the basis of these findings the removal of rent control for hotels in Chicago 
does not appear to be justified. 

Exuisit B 
Marcu 10, 1951. 
Re Chicago residential hotel vacancy survey. 
Mr. Ticoe E. Woops, 
Housing Expediter, Washington, D. C. 

Dear Mr. Woops: As you will remember, Congressman O'Hara, just prior to 
the expiration of his term of office, at a hearing before the House Banking and 
Currency Committee, suggested to you that a survey should be undertaken of 
Chicago residential hotels to determine whether their existing vacancy factor 
justified administrative decontrol. 

In accordance with this suggestion, your office made a survey. I recently 
received a letter from your general manager, concluding that the results of the 
survey do not now justify administrative decontrol of Chicago residential hotels. 
The letter attempts to summarize some of the findings upon which the ultimate 
conclusion apparently rests. 

How any conclusion, including the conclusion expressed, could have been drawn 
from the facts as recited in the letter, is beyond my comprehension. The report, 
whether read from left to right or right to left, is confused, contradictory, and 
offers no sensible, reasonable, or factual basis for the conclusion expressed. 

{tf would seem to be axiomatie that any proper survey must consist of the 

owing steps: 

') A fair sample of representative residential hotels must be selected; 

2) The percentage of currently existing vacancies in all units, whether con- 

led or decontrolled, to the total number of all housing accommodations in the 
tablishments, should be determined; 

3) Then, on the basis of this information, it must be determined whether the 
vacaney factor is sufficient to qualify residential hotels as a class for decontrol. 
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A 


The report states that the sample consisted of 100 hotels. No information is 
contained in the report as to the size of the hotels; the number of dwelling units 
in each individual hotel; the location of the individual hotels; and the method, 
if any, pursued by your investigators in selecting these hotels. 


B 


The vacancy factor of 4.8 percent was arrived at, apparently, by excluding all 
units not subject to rent control. Of course, any fair survey necessarily must 
include all units in the individual hotels made the subject matter of the survey, 
in order properly to determine the existing vacancy factor. The exclusion of 
uncontrolled units is manifestly at odds with the purpose of the survey. The 
design of the survey was to reflect whether there was a sufficient number of 
vacancies in all units in the representative hotels, to qualify them for decontrol, 
and it was never intended that so-called decontrolled units would be excluded 
from the survey. To carry your office’s approach to its logical conclusion, if a 
hotel was 20 percent occupied by permanent guests and if the balance of the units 
were decontrolled and were vacant at the time of the survey, you would be forced 
to say that the establishment was 100 percent occupied for the purposes of your 
survey—an obviously absurd result. The exclusion of decontrolled units from 
your survey serves completely to vitiate the factual basis upon which the alleged 
conclusion rests, and serves to destroy the conclusion as well. 


C 


Your report seeks to attach some importance to alleged rental increases in 254 
of the 426 vacancies found in eontrolled units, which increases are stated to have 
occurred between March 1, 1942, and March 1, 1949. This is, of course, totally 
irrelevant to any vacaney survey. Also, no explanation is made as to how or why 
the 254 units were selected. The only assumption is that these units were selected 
because of a higher average rental increase. Furthermore, no statement is made 
as to the rental in effect on March 1, 1942, as compared with the present rentals 
in effect. Thus, for example, a one-room furnished apartment with a March 1, 
1942, rental of $40 per month, might have been raised to $80 per month—which 
latter figure would be comparable to present-day existing rentals for similar types 
of accommodations, and which would result in 100 percent rental increase. Un- 
less the basic figures are examined, percentage figures are wholly meaningless. 
In addition, since the date taken was March 1, 1942, it may well be that many of 
the units obtained increases pursuant to OPA or OHE orders, or pursuant to 15 
percent increase leases. 


D 


Your report states that most of the vacancies were in the smaller-sized units. 
(See par. 4 of report.) However, in paragraph 5 of the report, the seemingly 
contradictory statement is made that ‘“‘most of the vacancies are in the higher 
priced units.’’ The only explanation of this very obvious inconsistency must, 
necessarily, be that one-room units rent for higher sums than three- or four-room 
units; an explanation which does complete violence to the actual facts and to 
common sense, as well. 

As I stated in the beginning of this letter, how any conclusion reasonably could 
be based upon these findings, is beyond my comprehension, including the conclu- 
sions that these findings do not justify the removal of rent control from Chicago 
residential hotels. Because of the complete inadequacy of the report, I should 
at this time, therefore, like to request that you inform me as to the following: 

(a) An individual listing of each hotel so as to reflect for each individual hotel, 
the number of rental units, the number of vacancies in the controlled units, and 
the number of vacancies in the decontrolled units. 

(b) Identify which of the above listed hotels were used to support the statement 
that 139 vacancies were in six establishments. 

(c) Identify which of the above listed hotels were used to support the statement 
that 242 vacancies were in 15 of the hotels surveyed. 

(d) Identify the 22 hotels where the rent increased on an average of 80.7 percent, 
and in respect to each of the 254 units in these 22 hotels, please state as to each 
unit, the rent in effect on March 1, 1942; the rent in effect on March 1, 1949; 
the sizes of the units in question and the amount of any increases obtained through 
permission granted by the OPA or the OHE or by 15 percent statutory leases. 
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(e) State what the rental increase was for the 78 hotels having the balance of 
the vacant units, between March 1, 1942, and March 1, 1949. 
Thanking you for your consideration of this matter, I am, 
Very sincerely, 
R. L. VANDERSLICE, Executive Director. 


Exuisir C 


OFFICE OF THE HowusING EXPEDITER, 
Washington D. C., April 9, 1951. 
Mr. R. L. VANDERSLICE, 
Executive Director, Chicago Residential Hotel Association, 
Chicago 11, Ill. 

DeaR Mr. VANDERSLICE: This is in reply to your letter dated March 10, 1951, 
in which you raised a number of questions regarding the Chicago residential hotel 
vacancy survey. 

The 100 hotels selected for the survey were representative of the various sections 
of the city and of the various sizes and rent ranges of residential hotels in Chicago. 

The purpose of the survey was to determine the number and type of vacancies 
in units subject to rent control. There were 11,463 units in the 100 hotels sur- 
veyed, 2,626 of which were not subject to rent control and 8,837 of which were 
subject to rent control. There were 426 vacancies in the units subject to rent 
control or 4.8 percent of the 8,837 controlled units. 

The 22 hotels with the largest number of vacancies in controlled units were 
selected for an analysis of the extent to which rents had increased between the 
original maximum rent date, March 1, 1942, and the date of recontrol, Mareh 1, 
1949. The 254 vacant units in these 22 hotels showed an average rent increase of 
80.7 percent during this period. No similar comparison of rent increases was 
made for the remaining 172 vacancies in controlled units because they were 
scattered among the remaining 78 hotels and such a comparison would have been 
very time consuming. Your assumption that the 254 vacant units were selected 
because of a higher average rental increase is therefore incorrect. 

Of the 426 vacancies in controlled units, 339 were one-room units, 58 were 
two-room units, 28 were three-room units and 1 was a four-room unit. A spot 
check of the vacancies in each of these categories indicated that the vacant units 
were generally higher-priced than similar controlled occupied units. 

With respect to your contention that the number of vacancies in uncontrolled 
units should be taken into consideration in determining whether or not controlled 
units should be decontrolled, it would appear to be correct to assume that such an 
argument presumes a higher vacancy rate in uncontrolled units. If this were the 
case, it would appear to be proper to assume, also, that the rents of such vacant 
uncontrolled units were higher than the rents of similar controlled units. As 
stated before, the average rent increase of 254 of the 426 vacant controlled units 
was 80.7 percent between March 1, 1942, and March 1, 1949. A substantial 
number of vacancies in a relatively small number of uncontrolled units which were 
priced out of the market would not, in our opinion, justify the removal of rent 
control from a relatively large number of controlled units whose rents had already 
risen substantially during a period of decontrol. 

Sincerely yours, 
TicgHE E. Woops, Housing Expediter. 

Mr. VaNpeErRSLICE. Now I have a supplemental statement. I would 
like briefly to summarize and supplement my prepared statement, 
and ask that it be entered in the record as though delivered. 

This discriminatory control inflicted upon Chicago residential 
hotels is without justification or precedent. From 1947 up to the pres- 
ent, all hotels throughout the entire United States have been free of 
Federal rent control with the single exception of Chicago residential 
hotels which were recontrolled on April 1, 1949. 

The principal reason which prompted Congress to decontrol all 
hotels in 1947 was because Congress recognized that hotels were 
primarily a service industry. The rapidly rising costs of hotel serv- 
ices, in the judgment of Congress, required a wholly different treat- 


&3473—51—pt. 324 












1782 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


ment of this class of rental accommodation from the ordinary bare- 
space living accommodations which did not provide or offer hotel 
service. This reason for decontrolling hotels in 1947 applied to all 
hotels throughout the United States including Chicago residential 
hotels, for Chicago residential hotels are hotels that offer to their 
occupants all basic hotel services such as maid service, furnishing and 
laundering of linens, telephone and secretarial or desk service, use and 
upkeep of furniture and fixtures and, also, in addition, usually kitchen 
and dining facilities. 

Congress has consistently recognized that residential hotels are 
hotels within the meaning of the Housing and Rent Act. The 
Supreme Court of Illinois has held residential hotels to be hotels, the 
Federal courts in Illinois, including the United States Court of Appeals 
for the Seventh Circuit, have similarly so held, and the State laws and 
local ordinances of Illinois have classified residential hotels as hotels. 

The United States Court of Appeals for the Seventh Circuit recently 
decided that a residential hotel was a hotel within the meaning of the 
Housing and Rent Act (Adler v. Northern Hotel Co., 180 F. 2d 742). 
The court said: 

We cannot determine this question by ancient definitions of a hotel. In early 
days and under primitive conditions it was necessary for an establishment to 
furnish food, lodging, drink, and stables for horses in order to bring it within the 
legal definition of aninn. ‘‘Hotel’’ and “inn” were long considered as synonymous 
terms. When the days of travel by horses passed, establishments were gradually 
defined as inns or hotels even though no accommodations for horses were available. 
As more time passed it was also thought unnecessary that an establishment furnish 
drink in order to be considered as a hotel. In later years hotels were common 
which made no pretense of furnishing food. In comparatively recent times, espe- 
cially in the larger cities, we have come to look upon apartment or residential 
hotels as a recognized and established type of hotel even though accommodations 
in such hotels constitute complete living units with facilities for cooking and 
eating. This latter class of hotels, by their very nature, cater primarily, and in 
some instances entirely, to permanent guests. When Congress passed the 1947 
act, it undoubtedly intended to decontro!l accommodations in this type of hotel 
as weil as in the transient type of hotel, if the occupants were furnished customary 
hotel services. 

Even the Housing Expediter, who only recently told the Senate 
Banking and Currency Committee that Chicago residential hotels 
were neither fish nor fowl and neither hotels nor furnished apartment 
buildings, in 1948 and 1949, by an official interpretation, expressly 
stated that hotels, within the meaning of the act, included transient 
hotels, residential hotels, apartment hotels, and family hotels. It 
thus seems that only the Housing Expediter now professes to be in 
doubt.as to the true character of a residential hotel and even he had 
no doubts when he correctly interpreted hotels as including residential 
and apartment hotels. 

In his statement before the Senate Banking and Currency Com- 
mittee, the Housing Expediter testified to an admitted fact—that 
the recontrol of Chicago residential hotels has been a headache to 
everybody. This is an understatement. He asserted that our hotels 
were of doubtful paternity and he has treated them accordingly. 
But, in addressing a meeting of this association as Chicago area rent 
director in November 1946, Mr. Woods stated that residential hotels 
had suffered most under rent control and were more deserving of a 
break than any other type of structure, and urged us to present our 
case to Washington. However, every effort of his office has been to 
deny us relief accorded to other controlled housing accommodations. 
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For example: Congress in 1949 enacted a provision into the law 
requiring the Housing Expediter to grant fair net operating income 
increases to all controlled housing accommodations. We were assured 
that the Housing Expediter would effectuate this clear congressional 
command by extending the fair net operating income provisions to 
Chicago residential hotels and he, at first, recognized and gave effect 
to this intent of Congress by permitting ‘the filing for rent relief by 
Chicago residential hotels pursuant to this regulation. 

However, after a substantial number of petitions had been filed, 
but before any had been granted, the Housing Expediter summarily 
amended his regulation on January 25, 1950, and completely excluded 
Chicago residential hotels from obtaining relief under the fair net 
operating income provisions. Yet every other class of housing accom- 
modations throughout the country then had, and still has, the right 
to qualify for increases under the fair net operating income provisions. 
Only Chicago residential hotels are excluded from obtaining rent 
increases under the “fair net’’ formula. 

I protested immediately to the Housing Expediter, and have con- 
tinued my efforts to end this discrimination. However, as of this 
date, no relief has been granted to us by the Housing Expediter, 
despite the clear command of Congress that the fair net operating 
income provisions of the act should be extended to all controlled 
housing accommodations. 

The Housing Expediter has denied us the right to file petitions 
based on comparability by changing the comparability date in his 
regulation from March 1, 1949, to March 1, 1942. He hasforced 
Chicago residential hotels to completely absorb all mereases in tele- 
phone rates, increases in State and local taxes, all wage increases, and 
all increased costs of furnishings and supplies, electricity, fuel, gas, and 
similar related costs of operation. The unit cost of items purchased 
by residential hotels is higher than that of, the large decontrolled 
transient hotels because of the smaller volumé, 

Furthermore, the Housing Expediter has even refused to permit 
owners of Chicago residential hotels to dispense with maid service and 
take a reduction in rent when they found it prohibitive to continue to 
supply this service. So, we have the picture of the Housing Expediter 
on the one hand requiring the continuance of the maid service, and 
on the other hand refusing the unfortunate owner the right to obtain 
an increase to compensate him for the increased cost of providing 
that service. 

Thus, not only were Chicago residential hotels unjustly discrimi- 
nated against by being recontrolled in 1949, but the Housing Expediter 
has shown a complete indifference to their legitimate needs for rent 
relief. 

Furthermore, the monthly survey of March 1951, by Howarth «& 
Howarth, a leading hotel accounting firm, shows that Chicago resi- 
dential hotels are 86.37 percent occupied and that vacancies are 
steadily increasing. If an occupancy of 93 percent in 1942 justified 
control, then most assuredly the present occupancy of 86.37 percent 
in Chicago residential hotels, with vacancies steadily increasing, should 
justify decontrol. Not only does this vacancy factor offer sufficient 
2zrounds for decontrol, but it also insures that no excessive rent in- 
creases would result from decontrol. 
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In addition, with the growing vacancies in all residential hotels, 
owners and managers are reporting increased sales resistance. 

Contrary to the statement of the Housing Expediter before this 
committee that tenants did not demand a complete redecorating job 
when they rent a place, did not demand new frills or extras, new 
stoves or refrigerators, our member hotels report many more “shop- 
pers,” and that prospective tenants are much more demanding when 
renting accommodations, requesting new carpet, new furnishings, and 
appointments. 

There is no doubt but what the demands will increase proportion- 
ately as additional new units are placed on the market and the number 
of vacancies are further increased. 

In connection with the rental situation in Chicago, a survey was 
made which discloses some interesting facts as to the source of tenants 
in the new 608 buildings—multiple units renting at $25 and more per 
room. 

The figures disclosed that the tenants in these new properties came 
from the following sources: 


Percent 
Unrurnished aparunentts (Wak 6)... 27. 3 
CTisser MneaasLa yt Vetere! Se Si sue bee SoS es SU . 10.6 
abNOR GENIN oo ee. Gio een os ok ea ec Stim Seek Gee 
Pann Ammen NORA 3 oo 8 OSS ee el a a Ae 7. 4 
ee ft i as le ne Ie TE REY veer nat se eS ee Eee gee Se 8.8 
Houses (rented) _____- ea: Ble ee Ae es a | pepe ea nea s aaa aime 1. 4 
umerapenmiens Weermnie e602 CE son) he Se es Sas Pee see ee Ee sent 3. 2 
Doubled-up quarters __ 1 eae ri tees eres aot Sete 4.6 
New households (newly married) Meine oom 5 bist ed ce epee oe sas 8. 5 


There are over 7,000 section 608 epantaciaiis units coming on the 
market in Chicago in the very near future, most of which are small 
units directly competitive with apartment hotels, so the greatest im- 
pact will be felt by apartment hotels. 

It is important to note that former Congressman Barrett O’Hara, of 
Chicago, who strongly and successfully supported the recontrol of 
Chicago residential hotels in 1949, changed his view in 1950 and said, 
in part, during the hearings before the Committee on Banking and 
Currency, House of Representatives, December 4, 1950, as follows: 

I might say, Mr. Woods, that I take very serious!y the mandate of the people 
at an election. In the precincts in my district where most of the tenants live in 
hotels—the Mey j who have been affected by the legislation that I fought for in 
the Eighty-first Congress—the voters declared for my opponent by, in most in- 
stances, as much as three to one, so I would judge from that that the tenants in 
those hotels are against any kind of controls. * 

In conclusion, we feel that property owners should no longer be 
singled out to carry on the battle alone against inflation. 

I made some statements, Mr. Chairman, in connection with the 
action of the Housing Expediter and I would like to submit substantiat- 
ing correspondence between myself, Senator Douglas, and the Housing 
Expediter’s Office. 

One letter is dated August 23, 1950, to Senator Douglas; the second 
letter, September 19, in reply likewise to Senator Douglas, by Mr. 
Dupree, Acting Housing Expediter; a letter of Nowaubar 20, 1950, 
from myself to Mr. Woods; and Mr. William G. Barr, general 
manager, answer of April 20, 1951. 

The CuatrmMan. They may be inserted in the record. 

(The correspondence referred to is as follows:) 
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Cuicaco ReEsiIpENTIAL Horet ASSOCIATION, 
August 23, 1950. 
Hon. Paut H. Doveutas, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR DouaGuas: In accordance with the suggestion of Mr. McCul- 
loch, I would like to take this opportunity to invite your attention to the denial 
by the Office of the Housing Expediter of the fair net operating income formula 
to recontrolled Chicago residential hotels; as well as his denial of comparability 
rent increases to recontrolled Chicago residential hotels. 

Congress, in the Housing and Rent Act of 1947, exempted from rent control 
all accommodations in a hotel which offered customary hotel services. The 
Housing and Rent Act of March 30, 1949, recontrolled all accommodations in 
hotels which were not predominantly transient in character. The effect of this 
provision was to bring back under control all residential and apartment hotels. 
The rentals of these units were frozen at the rate in effect on March 1, 1949. 
The recontrol of these establishments has resulted in the almost complete break- 
down of the administration of this segment of controlled rental housing. In 
particular, the financial position of our members, and other similarly situated, 
has been jeopardized by the arbitrary refusal of the Housing Expediter to extend 
the benefits of the fair net operating income formula to recontrolled hotels and 
to otherwise cut down and deny necessary rental adjustments. I wish partic- 
ularly to invite your attention to the treatment by the Housing Expediter of our 
efforts to obtain relief under the fair net operating income formula and under the 
comparability formula. 


FAIR NET OPERATING INCOME INCREASES 


Congress has been rightly concerned with the measure of rental relief accorded 
to owners of controlled housing accommodations. Rental housing is presently 
the only large industry in the country under wartime controls. It is common 
knowledge that the general price level has substantially increased while rental 
ceilings have remained frozen, subject to such rental increases as may be obtained 
from the Office of the Housing Expediter. From 1947 to the present, Congress 
in each of the extending acts, has recognized the plight of the landlord and has 
sought to require the Housing Expediter to give rental increases to those deserv- 
ing of them. This determination by Congress resulted in the writing into the 
1949 Housing and Rent Extension Act the provision known as the fair net operat- 
ing amendment. By this amendment Congress expressed its clear intent that 
“all controlled housing accommodations” should be permitted to earn a fair net 
operating income. 

The Expediter amended his regulations to implement this salutary command 
of Congress. Many members of our association filed petitions for rent increases 
on Form D-106. Because of the complicated nature of the forms, accountants 
and other expert help was necessary properly to prepare these petitions. These 
petitions were filed and the very great majority of them, although fully processed, 
were tabled by the Expediter’s office in Chicago. In January 1950, almost a 
year after the passage of the 1949 Housing and Rent Act, the Expediter stated 
his intentions to deny all such petitions filed by recontrolled hotels, on the sole 
ground that Congress did not intend that the fair net operating income amend- 
ment should extend to accommodations in hotels. This was formalized by the 
Expediter by amendment to his regulations effective January 25, 1950, flatly 
stating that the fair net operating income relief was not available for hotels, and 
every single one of the large number of petitions were summarily dismissed and 
returned to the landlord. I personally protested to both the Chicago as well as 
the Washington offices of the Housing Expediter and was assured that at least 
the pending petitions would be processed. However, the Expediter’s office, 
shortly after this assurance to me, finally determined that all petitions pending 
would be dismissed and all relief for recontrolled hotels based on the fair net 
operating income formula would be unavailable. 

A reading of the 1949 act shows utterly no justification whatsoever for the 
Expediter’s arbitrary and capricious ruling. 

(a) Having in mind the specifically expressed intent of Congress that land- 
lords should obtain needed and necessary rental relief where they were deserving 
of it, and in particular with respect to the fair net operating income provisions 
of the 1949 act, it would require express language in the act to deny that relief 
to any class or type of housing accommodations. No such language is contained 
in the act expressly or inferentially denying the remedial provisions as applied 
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to recontrolled hotels. This in itself is sufficient to show that the Expediter’s 
ruling is wholly untenable. 

(b) Not only is there nothing specific establishing an intent of Congress to 
deny this relief to recontrolied hotels, but the language used by Congress specifi- 
cally includes all controlled housing accommodations as eligible for the fair net 
operating formula. Section 204 (b) of the act was amended to insert the fair net 
operating income standard. It requires the Housing Expediter to make such 
individual and genera! adjustment as may be necessary to remove hardships or 
to correct other iniquities, or further to carry out the provisions of the act. The 
section then specifically recites: 

“In making and recommending individual and general adjustments 
the Housing Expediter and the local boards shall observe the principle of main- 
taining maximum rentals for controlled housing accommodations so far as prac- 
ticable at levels which will vield to the landlord a fair net operating income from 
such housing accommodations.” 

Throughout this entire section, Congress has manifested a clear intent that the 
beneficia! effects of that section shall be available to all “controlled housing aeccom- 
modations.’”’ There is no exception to the sweep of this language. It is appli- 
eable to all controiled housing accommodations under the act. Recontrolled 
hotels are clearly “controlled housing accommodations,” and they are therefore 
eligible to obtain the benefits of the fair net operating income provisions of the act. 

(c) The fair net operating provisions of the 1949 act were largely those contained 
in the House bill to extend that act. The Senate bill provided for automatic 
increases beginning October 1, 1949, and the Senate amendment was to be made 
applicable to all controlled housing accommodations. There is no room for argu- 
ment that had the Senate bill become law then assuredly recontrolled accommoda- 
tions in hotels would have been eligible for the increases provided for in the Senate 
bill. The substitution of major portions of the House bill for the Senate bill forti- 
fies our contention that Congress clearly intended the remedial provisions relating 
to rent increase to be applicable to all ‘‘controlled housing accommodations” 
whether such accommodations had been controlled from 1947 to 1949, or whether 
they happen to be recontrolled by the 1949 Housing and Rent Extension Act. 

(d) After the dismissal by the Housing Expediter of the fair net operating in- 
come petitions filed by reeontrolled hotels, the Expediter developed a new petition 
(D-122) which he made applicable for hotels. This rental adjustment form is 
not a fair net operating form and finds no specific statutory support in the Housing 
and Rent Act. Neither I nor any other authorized representative of residentia! 
hotels was consulted in its preparation. It is one which is tailored for the large 
commercial hotel with outside income derived from the sale of food, cocktail 
lounge, and similar income-producing facilities offered by the typical commercia! 
hotel. Residential hotels as.a whole are not of that character. They offer cus- 
tomary hotel services to those persons desirous of obtaining comparatively per- 
manent accommodations and usually include kitchenette and kitchenette facilities. 
The typical residential hotel has no income-producing facilities such as dining 
room, cocktail lounge, ete. To my knowledge no residential hotel in our associ- 
ation is qualified for anv increase under this so-called hotel formula. The issu- 
ance of this type of relief has thus been of no value to any of our members. 

The Housing Expediter has thus denied to our members any fair net operating 
income relief whatsoever. In so doing he has completely disregarded the express 
intention of Congress that the fair net operating income felief contained in the 
1949 extension act should be made available to all controlled housing accom- 
modations. Our industry is in large part a service industry rendering as we do 
customary hotel services to our occupants. The increase in cost of these services 
has been high and is continuing. Repair, maintenance, and replacement has been 
a substantially increasing factor as well. Labor contracts have been renewed 
every vear calling for increased wages, and this vear we are faced with requests 
for health and welfare plans as well. State and local taxes on real estate and 
personal property have increased substantially. This is exactly the kind and 
type of increase in cost of operation which impelled Congress to enact the faii 
net operating income provisions contained in the 1949 act. I think it clear that 
the complete denial of this relief by the Office of the Housing Expediter is wholly 
unjustified and expressly contrary to the affirmative statement of Congress to the 
contrary. 


* ok * 


COMPARABILITY RENTAL INCREASES 


One of the very important provisions relating to rent increases was the so-called 
comparability formula whereby increases were granted with respect to units 
which were under disproportionately low ceilings as compared with units both 
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in the establishment as well as outside of the establishment. This formula has 
been in effect since the very first regulations issued by the Office of Price Adminis- 
tration under authority of the Emergency Price Control Act of 1942. These 
provisions were contained in the regulations issued by the Housing Expediter 
under authority of the Housing and Rent Act of 1947, as amended. On Januarv 
25, 1950, the Housing Expediter amended the regulation with respect to rental 
increases based on comparability. Prior to the amendment, rental increases 
were granted based on comparability on March 1, 1949. The amendment changed 
the date from March 1, 1949, to March 1, 1942. The effect of the change in date 
was of course to read out comparability from the regulation as a means of obtaining 
justified and long-recognized increases. No reason whatsoever was assigned by 
the Housing Expediter to this change. No statutory authority or command of 
Congress in any wav or manner required the change. It is but a further example of 
the Expediter’s effort to so amend or change the regulations as to deny necessary 
and required increases to landlords. The change in date with respect to the 
comparability formula has for all practicable purposes removed this very important 
means of obtaining justified rental increases from the regulations of the Housing 
Expediter. 

If there is any further information you might need with respect to the above, 
or any further explanation of our position with respect to these issues, please 
do not hesitate to write me concerning it. I also wish to say that Mr. Edward H. 
Hatton, our general counsel, of the law firm of Poppenhusen, Johnston, Thompson 
& Raymond, prepared the legal aspects of this letter. Thank you for your very 
kind consideration in affording me the opportunity to present our views to you. 

Very truly yours, 
R. L. VANDERSLICE. 


OFFICE OF THE Housinc EXPEDITER, 
Washington 25, D. C., September 19, 1950. 
Hon. Paut H. Doweatas, 
United States Senate, Washington, D. C. 

Dear Senator Dovauras: I have your letter of August 29, 1950, addressed to 
Mr. Woods, enclosing a letter to you by Mr. R. L. Vanderslice, secretary to the 
Chicago Residential Hotel Association. Mr. Vanderslice sent a similar letter to 
Congressman Sabath, who also forwarded his letter to Mr. Woods for comments. 

Mr. Vanderstice is critical of the rent regulations issued under the Housing 
and Rent Act of 1947 as they pertain to the residential hotels in Chicago. He 
particularly objects to the provision in the regulation which excepts hotel accom- 
modations in Chicago from the benefits of the fair net operating income pro- 
vision. He also objects to the provision in the regulation relating to compara- 
bility adjustments. 

You may recall that in the Housing and Rent Act of 1947, as originally en- 
acted, hotel accommodations were decontrolled. In the 1949 extension, however, 
hotel accommodations in Chicago and New York, which were rented on a per- 
manent basis, were recontrolled at the rents in effect on March 1, 1949. In the 
same Extension Act, Congress, directed the Housing Expediter, in making rent 
adjustments, to “observe the principle of maintaining maximum rents—so far as 
is practicable—at levels which will vield to landlords a fair net operating income 
fromm such housing accommodations.”’ 

After considerable study, we concluded that it was not practicable or feasible 
to apply the fair net operating income adjustment formula to hotels. We found 
that there were so many extraneous factors in the operation of a hotel which were 
not directly related to the control of rents that it was impossible to apply the 
formula adopted for other housing accommodations. We made very effort to 
secure statistics on which a reasonable standard for such adjustments for hotels 
could be based, but without suecess. 

Having reached the conclusion that the fair net operating income provision 
could not be applied to hotels, we undertook to devise a new procedure which 
would give hotels in New York and Chicago adequate relief from inequitable 
maximum rents. We developed a form and procedure under which these hotels 
could obtain increases in their maximum rents which would relieve them from 
Increases in the cost of operation since the freeze date. These procedures were 
developed after many consultations with representatives of two of the leading 
hotel accounting firms in the United States, as well as with representatives of the 
industry. Most of the suggestions which were made by the representatives of 
the industry and by the hotel accountants were found to be acceptable and 
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were incorporated into the new procedures. We felt that we had really solved 
the problem of hotel adjustments, and still feel that this provision gives Chicago 
hotels adequate relief from increased costs of operation. Perhaps some of the 
hotels, which Mr. Vanderslice refers to in his letter, were unable to get relief 
under this cost increase adjustment provision because they were adequately 
compensated for such cost increases by substantially increased rates, which were 
established during the period July 1, 1947, to March 1, 1949 when they were 
decontrolled, and which rates were preserved as maximum rents when these ac- 
commodations were recontrolled on April 1, 1949. This relief for increased costs, 
of course, is in addition to the relief allowable under all of the other adjustment 
provisions which are equally applicable to hotel accommodations as well as other 
controlled dwelling units, such as adjustments for major capital improvements, 
increases in services, ete. 

Mr. Vanderslice also complains that the regulations do not permit the adjust- 
ment of rents to the rent generally prevailing in hotels in Chicago on March 1, 
1949. In recontrolling hotel accommodations in Chicago and New York in 
the 1949 act, Congress provided that the rents in effect on March 1, 1949 would 
be the maximum rents. We found from experience that these rents varied 
greatly, from freeze-date rents to rents which were 200 percent or more of the 
freeze-date rents. In view of this rental picture, any attempt to select a point 
as representing the rent generally prevailing would be unrealistic and arbitrary. 
It would be an impossible task, and any application of the March 1, 1949, com- 
parability formula would result in gross inequities to tenants. 

Although we have taken the position in both of these matters which we believe 
to be equitable and according to law, Mr. Woods would be happy to sit down 
with Mr. Vanderslice or other representatives of the Chicago Residential Hotel 
Association to discuss this entire problem. It may be that some of our procedures 
relating to cost increase adjustments should be modified so that these Chicago 
residential hotels may benefit more from this adjustment provision. Mr. Woods 
will be glad to meet with Mr. Vanderslice at his convenience and consider any 
recommendations which he desires to make with reference to a change in our 
adjustment provisions as they relate to accommodations in these Chicago hotels. 

Thank you very much for your inquiry and your interest in this matter. If 
we can be of any further service to you please do not hesitate to call upon us. 

Sincerely yours, 
Ep DuPpREE, 
Acting Housing Expediter.. 


NOVEMBER 20, 1950. 
Hon. Ticue E. Woops, 
Housing Expediter, Washington, D. C. 

Dear Mr. Woops: Under date of August 23, 1950, I took the liberty of writing 
both Senator Douglas and Congressman Sabath with respect to the denial by 
your office of fair net operating income relief to residential hotels located in 
Chicago, as well as with respect to the total inadequacy of rental relief under the 
“comparability” formula. Both Senator Douglas and Congressman Sabath sent 
these letters to you for your comments. This letter is in reply to a letter from 
Mr. Ed Dupree setting forth the reasons on which your office relies to sustain its 
position with respect to the foregoing. 


FAIR NET OPERATING INCOME ADJUSTMENTS 


’ 


With the exception of ‘hotels,’ all controlled housing accommodations are 
eligible for fair net operating income adjustments (Form D-106). The reasons 
advanced by your office to sustain this discriminatory denial of needed rental 
relief either ignore our arguments, or are based on facts which have no relevance 
to residential hotels. 

(1) The major premise on which your asserted position rests, is that “hotels” 
differ from all other types of controlled housing accomodations, and thus “hotels” 
should not be accorded rental relief available to all other controlled housing 
accommodations. Your office, in drawing this arbitrary distinction, relied on 
the difference between commercial hotels, having substantial income derived 
from nonhousing sources such as cocktail lounges, dining rooms, etc., on the one 
hand; and on the other hand, units without such outside sources of income. 

However, the typical residential hotel has no major source of income other 
than rentals derived from housing accommodations. This is true, for example, 
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of more than 90 percent of the members of our association. The typical resi- 
dential hotel is nontransient in character, and offers customary hotel services to 
its occupants. The typical residential hotel does not have dining rooms, cocktail 
lounges, ete. Its income is derived (like any apartment building for example), 
solely from rentals of the housing accommodations contained therein. 

Thus, the sole basis drawn by you between “‘hotels’? and other controlled 
housing accommodations, for purposes of applicability of the fair net operating 
income formula, has absolutely no validity as applied to residential hotels. There- 
fore, the formula should be made available to residential hotels of the character 
I have described. 

(2) The failure of your office to distinguish between commercial as opposed to 
residential hotels for the purpose of applicability of the fair net operating income 
formula finds confirmation in the fact that many residential hotels, to my own 
knowledge, qualified for fair net operating income increases by petitions filed 
with the Chicago Area Rent Office during 1949; when all such petitions were 
arbitrarily dismissed by order of your office on January 23, 1950, these hotels 
sought to qualify under the new Form D-122. None of them were able to so 
qualify. See, for a few examples, the establishments located at 5860 North 
Kenmore Avenue, Chicago; 6321 Winthrop Avenue, Chicago; 909 Foster Avenue, 
Chicago; and 3318 Lake Shore Drive, Chicago. 

Form D-122 was drawn up solely with a commercial hotel in mind, and the 
income sources of which includes not only rentals of rooms and apartments, but 
substantial income from nonhousing sources such as dining rooms, cocktail 
lounges, ete. Jt was not drawn up with the typical residential hotel in mind, 
and it is wholly inapplicable to a typical residential hotel. Not one residential 
hotel whose income is derived from rental of housing accommodations, has ever 
qualified under Form D-122. The proof of the pudding is in the eating. Our 
actual experience adds conclusive support to our arguments. 

(3) Form D-122 was not drawn up after consultation with me or any other 
authorized representative of the residential hotel industry as is inferred in your 
letter. The first knowledge I had of Form D-122 was in December 1949, when 
I obtained a copy of it. The next thing I knew, on January 23, 1950, vour office 
summarily and without prior notice, excepted all hotels from the applicability 
of the fair net operating income formula for the future, and dismissed all of the 
many pending petitions, each one of which qualified for a rental increase. I 
vigorously protested this action, and was assured by your office that at least the 
petitions pending on January 23, 1950, would be processed. As a measure of your 
intentions, you sent two of your officers to Chicago to make personal investiga- 
tions, and process the forms. These men carefully spot-checked the applications, 
verified figures by actual physical examinations of the premises, and left for 
Washington, D. C., with the understanding that orders granting required in- 
creases would be there entered. However, shortly thereafter, I was informed 
that even this relief would be denied our members whose files had been taken 
to Washington, because they were “‘hotels.’”’ Iam sure that these conferences are 
hardly the conferences you refer to in your statement as having been held with 
representatives of the hotel industry. 

(4) The argument contained in your letter of September 19, 1950, also suggests 
that the inability of residential hotels to obtain rent increases might be ascribed 
to rental increases obtained during the period of decontrol. (1947-49.) If in- 
come had increased greatly in proportion to costs, as you suggest, then hotels 
would not have been able to qualify for fair net operating income increases. 
But, the fact is that many residential hotels qualified for fair net operating income 
increases. When the further admitted fact is added that practically none of the 
hotels which qualified for a fair net operating income adjustment, could qualify 
under form D-122, the conclusion seems obvious that Form D-122 was designed 
and tailored for commercial—not residential hotels, and this is the decisive reason 
residential hotels can find no basis for rental relief under its terms. 

(5) There is no mention in your letter specifically meeting our arguments that 
Congress intended the remedial provisions of the fair net operating income pro- 
visions to apply to all controlled housing accommodations; and that your dis- 
criminatory denial of that avenue of relief to “hotels” as a class is inconsistent 
with and in derogation of this expressed intent of Congress. In any event, we 
think it clear that your denial of the remedial fair net operating income provision is 
clearly unwarranted insofar as it applies to typical residential hotels. 

For the reasons we have stated, we respectfully and most strongly urge that the 
residential hotels whose income is wholly or primarily derived from rentals of 
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housing accommodations, again be accorded the benefits of the fair net operating 
income provisions of the rent regulations. 

(6) The experiences of one of our member hotels serves further to illustrate the 
discriminatory and unreasonable application of rent controls to residential hotels 
in Chicago. 

This establishment from 1947 to 1949, did not, in the judgment of the management, 
fall within the definition of a hotel as contained in the Housing and Rent Act of 
July 1, 1947, and the regulations of your office issued thereunder. Accordingly, 
it was operated from 1947 to 1949 as a controlled establishment. The only rental in- 
crease enjoyed during this period was by reason of the 15 percent statutory lease. 
In 1949, it filed a Form D-106, to avail itself of fair net operating income relief, 
and qualified for a substantial increase. However, your Office also required it to 
file a Form D-95<A, although it had conducted itself as a controlled ‘‘nonhotel’’ 
establishment from 1947 to 1949. Your Office then determined it to be a “hotel,” 
and after vour amendment to the rent regulations denying fair net operating in- 
come relief to “‘hotels,’’ dismissed this ‘‘hotel’s”’ petition. 

Unable to obtain any rent relief, this ‘‘hotel’’ then sought to reduce its losses by 
petitioning your Office for a reduction in rent by reason of a proposed reduction in 
services. However, your Office refused to permit any reduction in ‘services. 
Your Office has thus, on the one hand, taken away the possibilities of rental in- 
creases, while also, on the other hand, preventing the establishment from reducing 
its losses. 

COMPARABILITY RENTAL INCREASES 


The comparability rental formula, as originally applied to hotels recontrolled 
by the 1949 Housing and Rent Act, provided that rentals might be adiusted up- 
ward for low-rent units to rents for comparable units in effect as of March 1, 1949. 
However, this necessary and needed avenue of rental relief was denied to residential! 
hotels by making the comparability date March 1942, rather than March 1, 1949, 
This has effectively foreclosed any rental adjustment under this formula. The 
reason advanced by your Office is that in some instances, there were very large 
increases during the decontrolled period for hotels. (1947—49.) However, I think 
it illogical to penalize the very great majority of hotels, by reason of the few out-of- 
line increases you suggest, even if such insolated cases occurred. 

Furthermore, an administratively feasible and economically equitable procedure 
exists to raise inequitably low rentals on the comparability formula without the 
unfair consequences which you suggest might occur. Our member hotels now 
have two separate rate structures, as the attached exhibit A indicates. The two 
structures are made up of the older tenants on the one hand, and the tenants 
obtaining possession during the 1947-49 decontrol period on the other. This 
distortion of rents occurred because of the desire of landlords to maintain their 
good will and satisfactory relations with their older tenants, because many of 
these tenants were given 15-percent rental leases, because the city of Chicago 
controlled rentals in hotels until February 11, 1948, and for other related reasons. 
New tenants customarily were charged rentals higher than rentals in existence 
for older tenants. The result has been a clearly defined double-rate structure 
for most residential hotels, as exhibit A so clearly reflects. This distortion has 
resulted in severe financial hardship on landlords because of the large number of 
vacancies. Although mounting costs of operation in the past were offset in part 
by a very low vacancy factor, the steadily increasing vacancy factor has made 
the increasing costs of operation a serious threat to the financial stability of the 
residential hotel industry. My suggestion would therefore be to average the 
low-rate rentals for comparable units, average the high-rate rentals for the same 
type of units, and then take the median between the high and low averages, and 
raise the low rental units by that amount. Thus, for example, if the low-rate 
average were $50 and the high-rate average $70, the difference would be $20, 
and the increase to be applied would be $10 to each of the low-rate units. This 
would be fair to both the landlord and tenants; would be administratively feasible, 
and would be simple of operation. 


CONCLUSION 


I firmly believe that residential hotels are entitled to the benefits of the fair 
net operating income formula, and to a revision of the comparability formula, 
for the reasons I have indicated. I believe that such relief is in accord with the 
intention of Congress, and is in accord with common sense. 
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If there is any information you might desire, or any further explanation of 
your position, I should be only too happy to consult with you or your repre- 
sentatives with respect thereto. 

Very truly yours, 
R. L. VANDERSLICE. 


OFFICE OF THE Houstina EXPEDITER, 
April 20, 1951. 
Mr. R. L. VANnpdERSLICE, 
Secretary, Residential Hotel Association, 
Chicago 11, Lil. 

Dear Mr. VANDERSLICE: In the latter part of January, Mr. Muchin, the 
assistant general manager; Mr. Sauer, an assistant general counsel: and Mr. 
Martin, Assistant Coordinator of Program Analysis and Statistics, met with you 
and other representatives of the Chicago hotels in Chicago to discuss proposals 
made by you for changing the rent regulations with reference to rent adjustments 
for Chicago hotels. At these meetings you made three general recommendations 
which, for the sake of clarity, I will discuss separately. 

1. Fair net operating income formula.—You recommended that the rent regula- 
tions be amended so that hotels in the city of Chicago would be eligible for rent 
adjustments under the fair net operating income formula. We explained to you 
at the conference that we had not provided such relief in our regulations because 
we found it to be not practicable. We agreed, however, that we would make 
special survey of the situation in Chicago in a further effort to come up with a 
fair net operating income formula for Chicago hotels. In accordance with the 
agreement reached at this conference we determined upon a category of establish- 
ments for the purpose of this survey. It was decided to limit the survey to hotels 
in which, on March 1, 1949, 15 percent or less of the accommodations were rented 
on a transient basis, with a further limitation that only those establishments would 
be considered for survey purposes which had neither restaurants, taverns, or cock- 
tail lounges on the premises. After making this determination, we requested our 
area rent: office to make a complete study of all residential hotels in Chicago and 
give us a list of those establishments which met these requirements. After 
receiving this list, we discussed with the Budget Bureau the techniques of making 
a survey and received clearance from them. For the past few weeks our account- 
ants have been in Chicago examining the books of the selected establishments to 
determine their net operating income position for the years 1939 to 1946, inclusive, 
to find out whether it would be feasible to establish a new net operating income 
formula which would be equitable for such establishments. As soon as this 
survey is completed, I shall be happy to advise vou of the results. 

2. Comparability adjustments.—You requested us to amend the rent regula- 
tions so that Chicago hotels would be eligible for comparability adjustments based 
upon the rent generally prevailing in recontrolled Chicago hotels on March 1, 
1949, the date determining the maximum rent for such hotels. 

Mr. Elwood Williams submitted to the Chieago conference a formula for ad- 
justing rents on a “comparability basis within the hotel.’’ Under the proposed 
formula, the rent director would determine what in a particular hotel the middle 
of the rental range was for the “‘lower rent structure”? and what the middle of the 
range was for the “higher rent structure.’”’ He would then determine what the 
middle of the rental range was between the first and the second groups and would, 
by order, increase all rents in the establishment which were lower than that de- 
termined figure but would not reduce rents which were higher than the deter- 
mined figure. The lower rent structure would consist of units occupied by ten- 
ants in possession prior to and through the 1947-49 decontrol period. The higher 
rent structure would consist of units in which the rent was established during the 
decontrol period as the units were vacated and rented to new tenants. 

We explained to you previously that we did not permit in our regulations rent 
adjustments to Chicago hotels on the basis of March 1949 comparability because 
there was nothing in the congressional history of the Housing and Rent Act of 
1949 which indicated that Congress intended to adjust rents on this basis, and 
also because it was impossible to determine 1949 comparability since the rates 
varied widely because of the many ways in which they were established. We 
pointed out that in many instances the March 1, 1949, rents were the same as 
they were on July 1, 1947; in other instances they were 15 percent above the July 
1, 1947, level because the landlords were doubtful whether the units were decon- 
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trolled and therefore requested the tenants to sign ‘‘voluntary leases.’”’ In other 
instances the rents were frozen at certain rates because of the Chicago rent- 
control ordinance, and in still other instances the rents on March 1, 1949, were 
rates which had been established on a free market during the decontrol period 
and were considerably higher than the rates in effect on July 1, 1947. With such 
a varied rate structure our conclusion was that there was no equitable method of 
adjusting rent on the basis of comparability. 

We have studied the new formula recommended by Mr. Williams and have 
reluctantly come to the same conclusion. It appears to us that this is a purely 
arbitrary method of adjusting maximum‘rents and has no support in the act or 
the congressional history. We find nothing in the history of the present law 
which would indicate that Congress intended that a large group of rates in a 
structure be raised on a purely arbitrary basis without making a corresponding 
reduction in the rates which are above so-called comparability. Moreover, we 
do not believe that the prescribed method would be equitable to the tenants in 
the building. If, for example, 90 percent of the units in the establishment were 
in the lower rent structure, all of these rents would be raised substantially if 10 
percent of the rates had been raised in a substantial manner during the decontro! 
period. We still feel that the provision in the regulation for granting rent adjust- 
ments on the basis of increases in cost of operation is the most equitable method 
of adjusting hotel rates in Chicago and that there would be no justification for an 
amendment to the regulations to provide comparability adjustments on the basis 
of March 1, 1949, rates. 

3. Cost increase adjustments.—At the Chicago conference you complained that 
Form D-122, which is a petition, designed for use by Chicago hotels in applying 
for rent adjustments because of operating cost increases, was too complex and 
burdensome and that the procedure did not grant the relief needed by these 
establishments. 

First, let me iterate that this form and the procedure for granting hotels rent 
adjustments on the basis of operating cost increases was devised in a series of 
conferences with representatives of the hotel industry, including representatives 
of the American Hotel Association and two of the largest hotel accounting firms. 

In developing this form and procedure, consideration had to be given to the 
fact that in hotels some of the rooms, suites, and apartments are decontrolled and 
others are under Federal rent control; that many of the establishments derive 
part of their income from commercial units, such as stores, offices, ete.; that 
many hotels have dining rooms, cocktail lounges and bars, that the hotels as dis- 
tinguished from apartment houses, have variable rates for different terms of occu- 
pancy and different numbers of occupants. All of these considerations tended 
to make the procedure somewhat complex. In devising these procedures, we 
were assured by the accounting firms that most hotels followed a uniform system 
of accounting and that it would be quite simple for them to fill out the form D-122. 

At the conference you stated that most of the hotels represented by your asso- 
ciation were residential hotels and did not have restaurants, dining rooms, or 
cocktail bars; and that very few of them rented to commercial enterprises. If 
such is the ease, it should not be difficult for your members to fill out these forms. 

You complained at the conference that some of your members were unable to 
get relief under this procedure. This may be true and is probably due to the 
fact that they have had rent increases which exceed their increases in operating 
costs. Many of the units in the hotels represented by your association were de- 
controlled during the period July 1, 1947, to March 1, 1949. It is possible, 
therefore, that during this decontrol period the rates were substantially increased 
and that these increased rates were in effect on March 1, 1949, and became the 
maximum rents and absorbed the cost increases. 

Permit me to assure you that our area rent office stands ready at all times to 
assist any hotel which desires to petition for relief on the basis of operating cost 
increases or any of the other adjustment provisions and is prepared to explain 
the appropriate procedures to any interested parties. 

Sincerely yours, 


Wiiut1aM G. Barr, General Manager. 
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[Excerpts from hearings on rent-control legislation before the Senate Banking and Currency 
Committee, 1949] 


STATEMENT OF Kt. L. VANDERSLICE, Executive Drrecror, CHICAGO RESIDENTIAL 
Hore. ASsoOcIATION 


(P. 315) 


This analysis of actual operating experience disclosing almost no real return 
on investment and disclosing only a modest increase of rentals completely refutes 
biased, undocumented, and hysterical charges to the contrary. Further confirma- 
tion may easily be found. For example the Chicago Sun-Times in its edition of 
January 31, 1949, admitted that but very few landlords have made large rental 
increases. The Sun-Times inquired of the Bureau of Labor Statistics as to the 
number of landlords increasing rentals on all decontrolled units, and received 
information from BLS that “relatively few” landlords had instituted large in- 
creases, and that rent experts agreed that these few large increases by a very few 
landlords amounted to an average of 40 percent, the vast majority of landlords 
having made only modest and moderate increases on decontrolled units far below 
40 percent, and in the neighborhood of 18 percent. Our own figures, the Bureau 
of Labor Statistics’, and the Chicago Sun-Times’ all agree that increases in rents 
for decontrolled units have been modest, the overwhelming majority of such 
units have seen only slight increases, but there have been certain few exceptions. 
I think these facts are indisputable, and I do not believe that Congress would desire 
to penalize unjustly the vast majority of those owning decontrolled units in an 
effort to reach the very small minority. : 


STATEMENT OF Pau A. C. ANDERSON, ON BEHALF OF THE GREATER CHICAGO 
Hore. AssociaTION 


My name is Paul A. C. Anderson of Chicago, IIll., and I operate the Fairfax 
Hotel, located at Hyde Park Boulevard and Dorchester Avenue in Chicago. 
This statement is filed on behalf of the Greater Chicago Hotel Association, of 
which I am privileged to be chairman of its board of directors, having served as 
its president during the years 1949 and 1950. 

All hotels in the country were decontrolled by action of Congress as of June 30, 
1947, and you will recall that residential hotels in Chicago and New York were 
recontrolled as of April 1, 1949. Inasmuch as New York hotels have been placed 
under local rent control, the result is that Chicago residential hotels are the only 
hotels in the United States under the Housing and Rent Act of 1947, as amended. 
Certainly this is discriminatory. 

Chicago hotels are the same as other hotels throughout the country. Our hotels 
render the same services and operate in substantially the same manner as hotels 
elsewhere. There is no need for rent control in Chicago residential hotels. In 
March of 1951 a survey of occupancy of Chicago residential hotels by Harris, 
Kerr, Forster & Co., and Horwath & Horwath, the two outstanding accounting 
firms of the hotel industry, disciosed the following figures: 

Harris, Kerr, Forster & Co. (for 26 residential hotels with 10,199 rooms): 
occupancy, 87.09 percent; 
Horwath & Horwath (27 residential hotels with 11,740 rooms): ocecupaney, 
86.37 percent. 
This shows a vacancy of approximately 13 percent, which certainly proves that 
no shortage of hotel accommodations exists in Chicago. The Housing Expediter 
has formally testified before congressional committees in past years that there 
was no reason to keep hotel room rates under control when vacancies reached 
10 to 15 percent. 

Last year, when rent control was extended, the Senate adopted an amendment 
to the Rent Control Act which would have exempted Chicago residential hotels 
from rent control. No such amendment was included in the House bill, and the 
proposal was stricken by the Senate-House conferees. 

We respectfully request your committee to correct this discriminatory situation 
at this time, and urge the adoption of an amendment to decontrol hotels in 
Chicago. 

Respectfully submitted. 

Paut A. C. ANDERSON, 














1794 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


The CuatrMan. You say the Expediter has made an exception with 
reference to regulations over residential hotels in Chicago and that 
those regulations do not apply generally to other hotels. y is that? 

Mr. Vanpers.ice. I wish I could answer that, Mr. Chairman. 

The CuarrMan. Well, what reason did he give? Did he give some 
reason? 

Mr. Vanpers.ice. He said that Congress did not intend that our 
hotels be given the rights to come under the fair net operating income. 

In other words, it was not the intent of Congress that they should 
benefit by the fair net operating income. 

On the other side, in the Senate Banking and Currency Committee, 
they certainly don’t view it that way, and they openly stated that it 
was not their intention, Chairman Maybank said, to discriminate 
against hotels; that they should have the same rights and treatment 
as other housing accommodations. 

The CuarrMan. Has he applied a different regulation, a different 
rule, to the residential hotels of Chicago than to other residential 
hotels in the other cities? 

Mr. Vanprers.ice, Well, the commercial hotels in Chicago are not 
controlled. It is on a percentage basis. 

The CuHarrman. I am not talking about those. I am talking about 
residential hotels in other parts of the United States. He has made 
the same rules applicable to your residential hotels as he has made 
applicable to other residential hotels in other cities; hasn’t he? 

Mr. Vanpers.ice. No; there are no other residential hotels under 
control anywhere else. 

Mr. Mutter. They are in New York. They ‘remained under 
Federal rent control until the State law came in and are now under 
State law. 

Mr. VANpDERSLICE. Well, that was a matter of months. Instead of 
giving us a regulation, Mr. Chairman, he chose to keep us between the 
housing and rooming house regulations, and we were, as he says 
himself, neither fish nor fowl. He just ignored us. 

Mr. Mutrer. When they were under Federal control in New York, 
didn’t he process applications of residential hotels for increases? 

Mr. Vanpers.ice. I believe they provided another form other than 
the fair net operating income. It was a D-122, and this correspond- 
ence shows our objection to that form and shows that it did not apply 
to residential hotels, and when we had a meeting in Chicago in 
January 1950, with some of his Washington and regional office staff 
people, it was agreed that they were going to make a survey—now, 
don’t forget this was almost a year after the act was in effect before 
we could even get them to move on the subject--they were going to 
pick out certain types of hotels and make a survey. 

A former chief examiner in their Chicago area office, who has been 
an adviser in our association, met with us, and we were going to coop- 
erate with them and classify these buildings, and list them for them 
for the purpose of the survey. 

We were supposed to set them up the next day, and instead of that, 
something happened, and the matter has been dragging on ever since 
last January, and they have made a survey of their own, which has 
taken months, whereas any two or three people could have sat down 
and classified those hotels in a matter of hours. It has just been one 
dilatory tactic after another. 
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I mentioned in my report about the telephone situation, and also 
the discontinuance of maid service. We also brought that question 
up with them on January 18 that the hotels found themselves in a 
position where they could not provide the maid service because of the 
rents which the Expediter had set for those buildings; in other words, 
which he insisted upon. 

That was brought about because the particular building in question, 
from the decontrol period, which was June 30, 1947, to the recontrol 
period, March 1, 1949, had continued to operate under the housing 
regulation and not as a hotel. So, they had observed the housing 
maximum rent regulation all through this period of over a year. 

When they found themselves in financial difficulty and in need of 
relief, they filed a D-106, which is the fair net operating income form. 

After the usual delay, they went out and inspected the building 


' and decided it was a hotel. Then they refused to let them file a 


D-106, and they would not file a D-122 because they knew from 
experience in our group that there wasn’t a single hotel in our set-up 
that could qualify for relief under that formula, under which we were 
given no consideration whatever. It was merely set up on the basis 
of New York or some other: areas. 

The hotel then said, ‘‘We will discontinue maid service.” 

And they ruled they could not discontinue maid service and linen 
service, and this morning I have the answer from the Expediter to 
the letter which I addressed to their area director on January 18. I 
also wrote him on March 10, asking him for an answer to that com- 
munication, and I was told here in Washington by one of Mr. Woods’ 
assistants that our letter was being answered—that was over a month 
ago—and yesterday I received their reply. 


Mr. Mutter. Have you added that to the record? 

Mr. Vanprersuicse. And I would like to add that to the record, if 
] may. 

The CuarrMAN. Without objection. 

(The letter referred to is as follows:) 


CuHicaso REsIpENTIAL HoTret ASSOCIATION, 
Chicago, Ill., March 10, 1981. 
Mr. NorMAN B. SHOGREN, 
Area Rent Director, Office of the Housing Expediter, 
Chicago, Ill. 

Dear Mr. SHoGrEN: On January 18 we wrote you, requesting rulings on several 
matters, including elimination of maid service and the formula by which the 
amount of rent reduction would be determined; rental adjustment for increases 
in cost of providing telephone and secretarial service and the formula by which 
the rental increase would be determined. 

The delay in acting on these matters has had a serious effect on all residential 
hotels. It would seem, following our conference here with the Washington 
representatives, that this delay is uncalled for. 

May we hear from you? 

Very sincerely, 
R. L. VANDERSLICE, 
gxrecutive Director. 


JANUARY 18, 1951. 
Mr. Norman B. SHocren, 
Area Rent Director, Office of the Housing Expediter, 
Chicago, Ill. 
Dear Mr. SHocren: I wish to bring to your attention two matters which 
Messrs. Hatton, Williams, and the writer discussed with representatives from 
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your national office, as well as with Messrs. Lieberman and Kovarik of your area 
rent office, on Tuesday, January 16, 1951. These two matters on which I request 
a ruling are as follows: 

1. If the owner of an establishment, all of the accommodations of which were 
decontrolled as hotel accommodations from July 1, 1947, to March 31, 1949, 
but which were recontrolled on and after April 1, 1949, at the rentals in effect on 
March 1, 1949, by virtue of the “hotel’’ recontrol provisions of the Housing and 
Rent Extension Act effective April 1, 1949, filed a petition to eliminate maid 
service and take a reduction in maximum rentals, would your office— 

(a) permit the owner to eliminate maid service; and, if permission were 
granted, would your office 

(b) reduce the maximum rentals, and, if reduced, what standard or formula 
would your office employ to determine the amount of the reduction? 

2. The second question concerning which I should like a ruling relates to 
whether your office has authorized the granting of rental increases based specifi- 
cally on increases by the Bell Telephone Co., in telephone rates. 

As you know, there have been at least two increases in general telephone rates 
since 1947. The Bell Telephone Co. recently filed a petition with the Illinois 
Commerce Commission seeking another substantial increase. Also, switchboard 
operators have obtained yearly wage increases and other types of benefits under 
union contracts. Thus, the direct and indirect cost of maintaining a switchboard 
and telephone service for the occupants of a hotel recontrolled as of April 1, 1949, 
has substantially increased. This problem has been intensified by the recent 
telephone rate increase raising local calls from public booth phones from a nickel 
to a dime for many occupants of hotels who theretofore used a public phone now 
use the telephone switchboard. 

I should therefore desire an opinion as to whether 

(a) your office will grant a specific rental adjustment for increases in cost 
of providing telephone and secretarial service to occupants of a hotel; and, 

(b) if so, then the amount or:formula employed to determine the rental 
increase. 

Thanking vou for your kind consideration, I am, 

Sincerely, 





R. L. VANDERSLICE, 
Executive Director. 





OFrFrice OF THE HousinG ExpPEDITER, 
Cuicaco AREA RENT OFFICE, 
Chicago 6, Ill., June 4, 1951. 
Mr. R. L. VANDERSLICE, 
Executive Director, Chicago Residentiat Hotet Association, 
Chicago, Ill. 

Dear Mr. VANDERSLICE: On January 18, 1951, you wrote to this office in 
connection with certain matters which were discussed at a conference held earlier 
at which you, Messrs. Hatton and Williams, Mr. Lieberman of the regional 
office, and representatives of the national and area rent offices were present. ‘The 
first question you raised was as follows: 

1. If the owner of an establishment, all of the accommodations were 
decontrolled as hotel accommodations from July 1, 1947, to March 31, 1949, 
but which were recontrolled on and after April 1, 1949, at the rentals in effect 
on March 1, 1949, by virtue of the ‘‘hotel”’ recontrol provisions of the Housing 
and Rent Extension Act effective April 1, 1949, filed a petition to eliminate 
maid service and take a reduction in maximum rentals, would your office— 

(a) Permit the owner to eliminate maid service, and if permission were 
granted, would your office— 

(b) Reduce the maximum rentals, and if reduced, what standard or 
formula would your office employ to determine the amount of the 
reduction? 

It is apparent from your question that only those establishments which were 
decontrolled under the 1947 and 1948 acts and recontrolled as of April 1, 1949, 
under the category “hotels” are considered in this problem. In defining this 
group of establishments Congress not only looked to the type of estabiishment 
but also to the services which were provided to the tenant. We refer you to sec- 
tion 202 (ce) (1) (B) (2) in which Congress defined this group of establishments 
and we quote therefrom: 

“The term ‘hotel’ means any establishment which on June 30, 1947, was com- 
monly known as a hotel in the community in which it is located and was 
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oceupied by an appreciable number of persons who were provided customary 
hotel services such as maid service, furnishing and laundering of linen, 
telephone, and secretarial or desk service, use, and upkeep of furniture and 
fixtures, and beliboy services.” 

It is apparent from this definition that the services rendered by the establish- 
ment were considered an integral and substantial part of the services which 
distinguish the type of accommodations. In fact, the Congressional Record, 
during the hearing on the act, discloses that Congress was cognizant of the fact 
that persons occupying housing accommodations in these establishments received 
more than just shelter, and that a substantial portion of the rent paid by the 
tenant went toward the furnishing of these services. 

The services which were specifically enumerated in the act are, in our opinion, 
the type of services which are not only essential but which cannot be readily pro- 
vided by the tenant. It is our opinion therefore, that while a tenant isin possession 
we will deny the request of the landlord to reduce the maid service, but in the 
event the dwelling becomes vacant, the service may be reduced. In such an 
event the landlord would be required to file a report of such reduction with the 
area rent office so that the rent director may have an opportunity to enter an 
appropriate rent-reduction order. In reducing the rent for the elimination of 
the maid service, the rent director will take into consideration the rental value 
of the services on March 1, 1949. 

The second point you raised in your communication is whether or not this 
office will grant a specific rental adjustment for increases in cost for providing 
telephone and secretarial services to occupants of the hotel and, if so, the amount 
or formula employed to determine the rental increase. In connection with the 
category of housing accommodations herein involved it has always been the 
policy of the Housing Expediter to grant increases in the maximum rents where 
the landlord can prove that there has been an increase in the cost of operation. 
As you know, a separate and distinet procedure has been adopted in connection 
with these so-called decontrolled recontrolled hotels and such adjustment in the 
maximum rents can be obtained by petitioning the area rent office on Form 
D-122. Adjustments in maximum rents because of the increase in cost of indi- 
vidual items such as taxes, fuel, ete., have not been allowed in connection with 
this type of establishment. We do not believe that the increase in telephone 
and secretarial service should be considered in any other manner than the other 
individual items, and it is our opinion, therefore, that no increase will be allowed 
solely on the grounds that the cost of furnishing telephone or secretarial service 
has increased. 

Very truly yours, 
NorMAN B. SHOGREN, 
Area Rent Director. 


The CuarrmMan. What services do you afford in residential hotels? 

Mr. Vanpersuice. The basic services, Mr. Chairman, of any other 
hotel. 

These buildings have complied with the requirements of Congress 
and the regulations of the Expediter as to their qualifying as hotels— 
and the courts, incidentally. As I said, we have had a number of 
court cases. The picture is pretty clear to us. 

The CuarrMan. You are the only residential hotels that are regu- 
lated under Federal law now, in Chicago? 

Mr. VANDERSLICE. Yes, sir; and I can’t conceive how 25 or 30 
thousand units in the city of Chicago could affect the economy of this 
country. If it is spread out that thin it is indeed thin, so it can’t be 
that. 

And IT am reminded, Mr. Chairman, of a statement made by one 
of the labor negotiators to me about 2 years ago and that was that it 
is about time the people living in these residential hotels and getting 
all these services of a hotel recognize that people that perform these 
services for them are entitled to a living wage, and not be held down 
so that they can’t get proper wages. 

Mr. McKinnon. Mr. Vanderslice, you maintain that the competi- 
tive situation is existent in Chicago now for your type of hotels? 
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Mr. Vanpersuice. Very definitely so. I can see the change since 
the first of January. It is a complete drop. We had a meeting of 
about 114 hotel representatives a week ago, and I asked those present 
how many had full houses, and somebody said, ““Why don’t you ask 
how many of us have vacancies” and everyone in the room indicated 
they had vacancies except one. 

Mr. McKinnon. As long as you have a competitive factor, there 
is no need for control, is there, as long as the law of supply and de- 
mand is operating? 

Mr. Vanpersuice. Absolutely not, Mr. McKinnon, in order to be 
entirely clear on that, I can say to this committee very frankly that 
there will not be any rent increases. There will be what we call 
equalization, that is comparability of rents for people living in these 
places, that have, though various relationships, stayed there for much 
less rent than those in other similar units. They will be raised to 
what the rest of the people in similar units the buildings are paying. 
There is a very small number of those, generally speaking. 

Mr. McKinnon. I don’t know how closely you follow politics 

Mr. Vanpersiice. We think we follow it pretty closely out there. 

Mr. McKinnon. Do you think the Republicans and Democrats 
were influenced in choosing Chicago as their convention city because 
of the fact that hotels are under controls? 

Mr. Vanversuice. No, I feel the reason they chose Chicago is 
because they feel Chicago will give them a fair deal and there will not 
be the overcharges that are rumored to have occurred in other cities. 

Mr. Kuivczynskr. And that was assured, wasn’t it, that they would 
not be overcharged? 

Mr. VanpersLIce. Yes, it was agreed. 

Mr. McKinnon. You don’t think then that if Congress fails to 
knock out controls in Chicago hotels, that Congress will be suspected 
of some ulterior motive? 

Mr. Vanpersuice. Well we have the utmost confidence in you 
gentlemen. 

Mr. Corr. Your hotels would house a great many of the delegates, 
wouldn’t they? 

Mr. Vanpersuice. Oh, yes, Mr. Cole. A number of them come 
there, and may have their headquarters at the various Loop hotels, 
but they like a little place for their families where they can go, and 
get a little sleep at night, so they come out to our residential hotels. 

Mr. Murer. You mean residential hotels also have accommoda- 
tions for transients? 

Mr. VANpDERSLICE. Oh, yes; we had an average of about 15 percent 
transiency. 

Mr. Murer. Well those transient rooms are not subject to control, 
are they? 

Mr. Vanpersticr. I am glad you asked that point. It gives me 
an opportunity to make a very important point. 

When rent control went into effect in 1942, those units that had 
monthly rates and didn’t have but about a 50 percent transiency, 
were automatically frozen. In other words, it put us out of the 
transient business. If a room or apartment was sold for $60 a month, 
we had to sell it for $2 a day if sold on a transient basis, which was 
an impossible situation. 
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When we got out from under the dilemma in June of 1947, we went 
back into the transient business and we had a number of rooms vacant 
at that period, and those were decontrolled, and thereafter we built 
up our transienc y. 

Mr. Mutter. But from June 1947 to March 1949 when you had 
no controls you boosted up the rates—I mean all the hotels throughout 
the country—and when you went back under controls, you were 
controlled at the higher rates. Isn’t that so? 

Mr. VANpeERsSLICE. I am glad you asked that question because it 
gives me another opportunity. 

In my report here, I show that at the same time that we were de- 
controlled by Congress, Illinois had an enabling act that provided 
for rent controls for Chicago, and the act specifically exempted hotels. 

In spite of that, and in spite of the advice of the city counsel that it 
was not legal, they passed an ordnance controlling hotel rents in 
Chicago. 

That was hanging over our heads until February, until the Supreme 
Court threw it out. 

Mr. Mutter. February of what year? 

Mr. VANDERSLICE. 1948. In the meantime, there were a number of 
inspectors, or whatever you prefer to call them—TI guess that is about 
as good a term as any—who came from Washington and started 
knocking on doors in our buildings, some of them at 10 or 11 o’clock 
at night, and the upshot of it was that if the hotels sign long-term 
leases with the tenants, that they would not be bothered further. 

It was so obnoxious that I came down here and saw Mr. Creedon, 
the then Administrator. I don’t know what he did, but he said there 
was only one way to do certain things to certain people and that was 
to fire them. We had no further trouble. 

But we were harassed constantly, and many leases were given, and 
as you recall the act provided that these leases run until at least 
December 31, 1948, which was a year and a half. So we were right 
under the hammer. 

Now as to the increases, the increases were very nominal, and only 
in certain buildings, and the over-all increase was about 18 percent 
according to the Department of Labor survey. 

Our firures which I submitted here to the Congress, when I appeared 
here in 1949, showed our over-all increase at 24.2 or 24.9 percent. 
And that is a very detailed and correct statement of operations of 53 
hotels. It shows very clearly what we were up against. 

One thing that impressed Senator Douglas was that out of the 
hundreds of thousands of dollars that was put back into these 
buildings, 45.19 percent of the earnings before income taxes was spent 
in building improvements, furniture, and fixtures. In other words, 
they had deteriorated to such an extent that it was a real problem of 
getting them back in condition. 

About the time some of them got back in condition, controls were 
placed on them again. Some were betwixt and between. They were 
in the process of their rehabilitation program when they were recon- 
trolled, and were caught in a rigid rent control program, and some of 
the people are living in those newly improved units today without 
paving a cent of increased rent. 

Mr. Mutrer. Would you have any objection to the extension of 
rent controls on a country-wide basis, in areas where it is necessary, 
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defense areas and areas around military installations, provided there 
was no question about the fact that you would be entitled to a fair 
return, and that the Expediter would know, whoever he might be, that 
he must receive your figures and give you a fair return and allow you 
an increase to take care of it? 

Mr. Vanversuicr. Mr. Multer, I think it is only fair for me to call 
attention to the fact that during this entire period of control, we have 
had one continual headache after another on this enforcement. | 
stated before this committee a number of times that our objection was 
not to rent control as rent control, but to the administration of the 
act, and, as I see the picture now, I don’t see that controls have done 
other than hurt the picture. 

During the period when we were out from under control, we were 
able to start a campaign of fixing these properties up as the people 
wanted them, and agree on what rents they would pay, and a spot 
survey showed our per capita occupancy increased about 25 percent. 

In other words, we were able to handle about 25 percent more 
people in the same space. And that started the trend toward the 
easing up of the occupancy. 

Nevertheless, there are those who will tell you that if vou take 
controls off, they are really going to have to do something toward 
redecorating and rehabilitating their apartments. 

Well, regardless of that, the objections I see to controls, particularly 
so far as hotels are concerned—as one of the lady owners cited to me 
“T can go down to court in 48 hours and get rid of my husband and he 
can get rid of me in a pretty short time.” 

Mr. Mutter. In what city is that? 

Mr. VANDERSLICE. Chicago. 

“But,” she says, “when I want to get rid of an immoral women or 
an offensive guest, it takes a lot of time.” 

They do like to run their own properties. We did a good job on 
selling our tenants and the proof of that is, as Mr. O’Hara says- 

Mr. Mutter. You are not serious that the courts frown upon your 
trying to eject an obnoxious or objectionable tenant, are you? 

Mr. Vanpersuice. Well, you try to get an eviction order. You try 
to get one, even for immorality. Under the present situation with the 
Expediter you have to give them 10 days’ notice. If they don’t pay 
their bill you give them 3-days’ notice. If you give somebody in a 
hotel a 3-day notice for not having paid their bill, I would like to know 
where you are going to serve them. 

Mr. Mutter. You don’t have to serve them personally. You just 
leave it in the room. 

Mr. Wotcorr. Will you yield, Mr. Multer? 

Mr. Mutter. Yes, sir. 

Mr. Wotcorr. And, of course, the property owner takes a chance 
of a libel or slander suit? 

Mr. Vanpers.ice. A very serious chance. 

Mr. Mutter. Not if a man brings a suit in court. He has im- 
munity. I don’t know of any State where you don’t get immunity 
by reason of a complaint or petition filed in a court. 

Mr. Vanpersuicr. Yes, sir, but Mr. Multer, those cases, most of 
them, with a few exceptions, have to go through the Expediter’s 
office before you can go in for an eviction. 

We don’t have any trouble with the courts. 
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Mr. Mutter. In the case of an objectionable tenant the Expediter 
passes upon the facts, first. 

Mr. VanpersLice. It is almost impossible in the city of Chicago to 
get rid of an obnoxious person, and our greatest problem is a type 
of tenant which is very, very difficult to handle, call them psycho- 
pathics, or whatever you want. 

Mr. Mutrer. You don’t really mean there are so many of those 
people in Chicago that you have a problem with them. 

Mr. Vanpversuice. Well, I don’t think that Chicago is any differ- 
ent than any other city but I do know they try to use hotels for 
hospitals, and they occasionally bring people in with special beds, 
and attendants, and we have the difficulty of going out and getting 
a doctor and having a doctor take them out. We can’t evict through 
the normal procedures. 

Mr. Mutrer. In connection with the administration of rent con- 
trols by the Expediter, do you object to the form that he requires to 
be filled out, because of the information that he requires, for the 
over-all operation, rather than giving, as some people think they 
ought to do, just the figures as they apply to the rental phase of the 
operation? 

Mr. Vanpersuicre. Mr. Multer, we filed quite a number of these 
D-106’s. Immediately after the act was passed I asked Mr. Woods 
himself and also Mr. Duprée— 

Mr. Mutrzr. What is the D-106? 

Mr. Vanperstics. It is the fair net operating income form. 

Mr. Mutrer. It gave information only as to operating income of 
the real property. 

Mr. Vanpersuice. That is right. 

Mr. Muurer. It did not call for income of restaurant facilities or 
other facilities. 

Mr. VaANpDeERsLICE. Yes, sir; 
facilities. 

Mr. Mutter. Didn’t the Expediter take the position you should 
use the form D-122 which called for your over-all operation? 

Mr. Vanpersticrk. Which we showed is entirely impracticable. 

Mr. Mutter. Whether it was impracticable or not he made a 
regulation saying hotels must file D-122 and not D-106. How 
many filed those and got no action on them? 

Mr. Vanpersiicr. We had a gentleman process them as best we 
could, and the answer was ‘‘No.”’ That was on five or six buildings. 

Mr. Mutter. That is with the D-122? 

Mr. VANpeRSLIcE. Yes, sir. Now, we claimed and still claim that 
that is not a correct form for these hotels, and the Expediter has, 
because of our resistance, decided to make a survey of the type of 
buildings which we claim represent typical apartment hotels and 
residential hotels. 

Mr. Murer. But whether the form is the right form or not, the 
hotels in Chicago did file D-—122 forms, filling in the information 
required, and got no action on it from the Expediter’s Office? 

Mr. Vanpersuice. No, that isn’t exactly correct. They filed 106’s. 

Let me try to make it clear for you. First, Mr. Woods told us 
that we were qualified to file under the fair net operating income. 

We returned to Chicago and had the attorneys and accountants, 
particularly accountants, fill out these forms. They were filed. 


but we have very few restaurant 
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They sent people out from Washington, and they went over the 
books of these hotels. I made appointme nts for them and they went 
in and checked the books to verify the figures. 

They left Chicago to come back to ‘WwW ashington for the specific 
purpose of making the allocations. That was 10 months or a year 
after the act was passed. 

Then all at once they issued the order disqualifying all of them. 
So therefore, we had lost all retroactivity. 

Mr. Mutrer. When they issued the order disqualifying all of them 
did they say you should then file D—-122 forms? 

Mr. Vanperstice. Yes, sir. 

Mr. Mutter. Did they? 

Mr. Vanperstiicr. A few of them did. 

Mr. Muurer. Did they get any action? 

Mr. Vanpersiice. A few of them who filed received nothing and 
many found they didn’t have the necessary records. That form 
D-122 was based on a false assumption—the first being that you 
should be operating at a satisfactory margin, in 1942, which very few 
residential hotels were. That is the assumption of D-122. 

I know of only one hotel that was able to qualify under D-122, in 
Chicago, and I understand there was probably one in New York. 

Mr. Murer. They did get increases 

Mr. Vanperstice. Yes, sir; they. got slight i increases. 

Mr. Mvuurer. Well, then, ‘when you say they were disqualified, 
you don’t really mean that. The Office of Expediter took D-122 
forms from whoever wanted to submit them, processed the applica- 
tion, and in these one or two instances they were granted, and in the 
others they were denied. 

Mr. Vanperstice. Yes, sir; the one that did qualify in Chicago 
was a very abnormal case, with a very low-rent structure, and the 
man had applied for no increases and had virtually done nothing 
to secure a rental increase during the entire period of rent control. 
And I don’t think I need to emphasize that the gentleman doesn’t 
own the building today. 

Mr. Murer. Mr. Chairman, from the presentation of this witness, 
it would appear that the Expediter is being very arbitrary. I don’t 
think you ought to let that stay in the record that way without giving 
him an opportunity to present the facts. 

I suggest we ask the Expediter to tell us what the situation is with 
reference to this hotel situation in Chicago, and if he is being arbitrary, 
[ think he is violating the law, and maybe we better write something 
into the law to see that that doesn’t happen again, either in Chicago 
or anywhere else. But I do think we ought to give him an opportunity 
to answer this situation. 

It appears to be a bad one. 

Mr. VanpersLice. My correspondence with the Expediter, Mr. 
Multer, shows the picture rather clearly. So you will have plenty 
to go on. 

&. The Cuarrman. If the Expediter desires to answer these letters, 
he may do so. 

Mr. Mutrer. He has his representative here. 

Mr. VanVeen. We will be very glad to file a supplemental state- 
ment. 
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Mr. Wotcorr. No, if he is going to file anything we will want him 
back. 

Mr. VanVeEeENn. He will be very glad to come back. 

The CuatrMan. We will bring him back, if he desires to file some- 
thing. 

Mr. Mutrer. I think first he should send in a statement on this 
question, and then we can send for him if required. 

The CuairMan. I think that is right. He may file a statemert, 
and if you want to interrogate him on the statement that will by II 
right. 

What would be the increase in rents, in your opinion, if rent coucrol 
was lifted from residential hotels in Chicago? 

Mr. Vanperstice. Nothing. Noincrease. Absolutely no increase. 
I am positive of that, Mr. Chairman. 

The CuHatrrman. There would be no increase. 

Mr. Vanversuice. No, the conditions of competition are such 
there that when a person comes in now and wants an apartment, we 
have to fix it up and redecorate it. 

We had a case last week where a couple moved into a bedroom 
apartment at a very low rental, which the hotel redecorated, and fixed 
up for them, and they stayed there 2 months and moved out and the 
building had to redecorate because the next tenant didn’t like the 
color of the paint. 

Mr. Mutrer. Mr. Vanderslice, because of the light, I can’t see 
whether you said that with tongue in cheek that there would be no 
increases. We have heard that before. 

Mr. Vanpersuice. No; the increases would be, as I told Mr. 
McKinnon a moment ago, for comparability. 

For instance, there was a gentleman living in one of our buildings 
in the early period of ¢ ontrols, and he had been a very substantial man 
in the financial district, and he ran into the same difficulties which all 
of us ran into at that time. They gave him an $85 or $90 apartment 
for $45 a month. 

Mr. Mutrer. What did you do between 1947 and 1949? What was 
the rate of increase? 

Mr. Vanpersuice. Twenty-four and two-tenths percent. 

So this property owner, after the situation became a little trying for 
him, started looking over the rent roll and found a number of elderly 
retired persons with limited income, in the place, and thought, “Well, 
I better try to get an increase for special relationships,” and he filed on 
this particular one, who was paying $45 for a $90 apartment. 

The letter that tenant wrote to the Office of Price Administrator was 
one of the most condemning letters I have ever read. 

The gentleman’s wife passed out of the picture and he left the 
place, and that apartment continued renting at $45 a month up until 
the decontrol period. 

Now, we have a number of cases where there are elderly people 
living in these buildings, and they are living on incomes left them by 
departed ones, and the hotels have not increased their rents. In a 
9-year period, a lot of those people pass away. Those apartments are 
still being rented for substantially the same rent which they did in 
1942 or 1941. Naturally, there is no relationship between the people 
in those apartments now, and there is no reason why, in due deference, 
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to the other people living in the building, why they shouldn’t pay the 
same rental for like apartments as others living in the building. 

Mr. Wotcorr. What is the percentage of vacancy now? 

Mr. Vanpersiicr. About 14 percent. 

The CuatrMan. Your cost of maintenance has increased, has it not? 

Mr. Vanpersuice. Enormously. 

The CuarrMan. If that is true, don’t vou think there should be an 
increase in rents, even if only based on that? 

Mr. Vanpversuice. Yes, sir, Mr. Chairman. The Expediter’s Office 
comes here and very glibly tells you, ‘‘ All vou have to do is come down 
and we will give vou the increases.”’ That isn’t so; he knows it isn’t so. 

The CuarrMan. If controls are lifted now, vou say there wouldn’t 
be any increase in rents. But based upon the fact that you say there 
has been an increase in the cost of maintenance, wouldn’t it necessarily 
follow that the owners of the property would increase their rents very 
materially if they were permitted to? 

Mr. Vanpvrersuice. No, sir; the competition is such that they can’t 
increase them. 

Mr. Kuvezynskt. Wouldn’t you decrease your rents if you were 
decontrolled? Wouldn’t you lower your rents? If you have a 
vacancy of 14 percent now, you would be poor business people not to 
do so. 

The CuarrMan. All competitors are under the same increased 
costs, however. Wouldn’t the whole rent structure rise? 

Mr. Vanpersuice. Mr. Chairman, let me try to clarify that for vou. 

I was in here in the period of recontrol, and it was my understanding, 
and I think it was generally the thought of this committee, that we 
would be reimbursed for increased labor costs, taxes, and other items 
which we had no control over. 

That did not prove to be correct at all. The matter was carried on 
and on and we have never gotten any relief for those increases. 

Now, fortunately, the contracts which I made at that time, the labor 
contracts, were for periods of 2 and 3 vears. One or two of those con- 
tracts have expired and have been renewed, and the thing that is saving 
our neck is that some of the controls run for another vear. 

As recently as a month ago, with those contracts that did expire, I 
found it necessary in one case to give a 10-cent-an-hour increase. 

The men involved were mechanical men. They are important men 
in the building. We found ourselves in a position with the Labor 
Board down here not knowing what they are doing, and I don’t think 
they know today. They may know but we don’t. 

So we have to take our choice of giving no increase or losing these 
people, and not having service. 

In the building I previously spoke of, they wanted to discontinue 
maid service and reduce the rent. The Expediter’s office contends 
that you cannot discontinue maid service and take a reduction in 
rent, and that has been a policy in that office ever since rent control. 
They have done that consistently all through the war, when we were 
short of people. 

It is a most absurd position the Expediter takes. 

A telephone call in a booth in a residential hotel that is under con- 
trol, costs 10 cents because the telephone company increased the rates 
in Chicago. 
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In an apartment hotel room, the hote] pays for the switchboard, 
extensions and all those other costs, and the cost of the operators, 
they are permitted to charge 5 cents, and the Expediter says in this 
letter which I have submitted for the record, that you have to file a 
D-122 to get that extra nickel. 

Mr. Kuvuczynsxi1. Where does Mr. Woods live? Where does he 
come from? 

Mr. VANDERSLICE. Chicago, I am sorry to say. 

Mr. Kuvezynskt. I wish he came from Kentucky, so we could have 
your hotels decontrolled. 

Mr. Mutter. You say if controls come off you will not increase 
rents? 

Mr. Vanprerstice. No, sir. 

Mr. Mutter. Then how are you going to make up this tremendous 
loss you are suffering now because of increased costs of maintenance? 

Mr. Vanpersiicre. Because of this equalization. For instance, 
there is one building with some 500 rooms and apartments. The 
owner told me the other night, “TI don’t want an over-all increase, I 
can’t get that. All I want is to increase the rents of the 40 people in 
here that I have been carrying on my back for 5 years. I want to 
bring them up to the same rents as the rest of them.” 

Mr. Mutrer. Then there will be increases. 

Mr. VanpeErsLIck. Such as outlined. Yes, sir; we call that equal- 
ization. 

Mr. Mutter. Call it whatever you want to. Those 40 people in 
that one house are going to get an increase in rent? 

Mr. VANDERSLICE. Yes, sir. 

Mr. Mutter. Probably anywhere from 25 to 50 percent? 

Mr. Vanpersuicr. He has never increased more than 25 percent 
in that building. 

Mr. Mutter. Well, that is a very substantial increase, isn’t it? 

Mr. Vanprersuice. Well, don’t you think that a man living in 
there should pay the same as the other man? 

Mr. Mutrer. I agree with you that he should not have an ad- 
vantage that any other tenant doesn’t have. The rents should not be 
fixed on the basis of giving one man an advantage over another, or 
letting one man suffer a disadvantage as against his competing 
neighbor. 

Mr. Doturncer. How do these people get their preferences in the 
first place? Wasn’t the hotel man the one who gave it to them? 

Mr. Vanpersuicr. To be perfectly frank with you, he may have 
been a United States employee, it may have been some lady——— 

Mr. Mutrer. You are not going to punish him with an increase 
now. 

Mr. Vanpersuice. It may have been a political gentleman, or 
somebody who aided them with their financial problems in 1932 or 
1933 when they were trying to keep their heads above water. 

Mr. Douuincrer. Was that fair to the other people in the hotels at 
the time? 

Mr. Vanprrsuicr. As they fixed up the apartments they got higher 
rents, 

Mr. Mutrer. I think the point Mr. Dollinger is trying to make is 
that the hotel owner himself is responsible for that discrimination in 
the first instance. 
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Mr. Vanpersuice. I am explaining it, Mr. Multer. In other 
words, you come into a new apartment, before rent control. They 
fix the place up, and they make a lease with you, or they agree with 
you that your rent is going to be a hundred dollars a month. 

Another man comes in, and he will take it as it is. All right, he 
takes it for $75. There are two scales right there ana in spite of all of 
our efforts to try to get that equalized, when these petitions were 
filed, we couldn’t do it. The Expediter put them right back in the 
same discriminative position they were in in 1942. 

Mr. Dotuncer. He could have raised those rents between 1947 
and 1949 if he had wanted to, however. 

Mr. Vanpersuice. Mr. Dollinger, let’s make this a little personal. 

Mr. Douuincer. Let me say this: By the same token they should 
have reduced the others at the same time to be fair. In other words, 
if they took a few privileged characters and gave them a reduction, 
and if the hotel wanted to be fair to the others, they should have given 
the others the same reduction. 

Mr. Vanpersticre. You have two rental seasons, May and October. 
In May of 1942, leases had been signed for 10-percent increases in 
some buildings. 

Rent control went into effect on March 1, 1942, and every one of 
those leases were kicked out. You automatically created a differential 
there all the way from 6 to 14 percent. That is a condition which 
rent control itself has created. 

Mr. Douuincer. All I can say is they never gave me a break on 
rent because I was in Congress; nor do I see why they should. 

Mr. Coir. You mentioned a moment ago the people living on fixed 
incomes, and some of the poorer people, shall I say, who received a 
preferential treatment. You don’t want to leave in the record the 
fact that those people who received preferential treatment received it 
only by reason of some political implication involved? 

Mr. VANDERSLICE. Oh, no. 

Mr. Dotumncer. They were privileged poor people, let’s put it that 

way. 
Mr. Vanpersuice. Well, the point that I was making, Mr. Cole, 
was that those people have passed away, and there is no reason in the 
world why the people who succeeded them should have the same rent 
that they had. 

And I would say, Mr. Multer, that had the Expediter exercised this 
comparability policy it wouldn’t have been necessary to file some of 
these petitions. 

Mr. Mutrer. If you get this equalization that you are looking for, 
and if we took off all controls, you would have to raise your rents again 
as everything else went, up, as wages, maintenance, and everything 
else went up, wouldn’t you? 

Mr. VANDERsLicE. We are set until next year. 

Mr. Murer. You mean you have a contract now that is going to 
give you all you need by way of materials and supplies? 

Mr. Vanpers.tice. No; I mean on the labor situation. 

Mr. Murer. On the labor situation you have a contract. 

Mr. VANDERSLICE. Yes, sir. 

Mr. Mutrer. You have no cost-of-living increase clause in that 
contract. 

Mr. Vanpersuice. Oh, yes, sir; the normal things. 
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Mr. Muurer. As the cost of living goes up, you will have to increase 
their wages, and as the cost of materials goes up, you will have to pay 
more, won’t you? 

Mr. VANDERSLICE. Yes, sir; but just a second. It isn’t that con- 
fusing. In other words—— 

Mr. Mutter. I know it is not confusing. I say very simply that 
if you take off controls everything must go up, including your rents. 

Mr. Vanpers.iice. No; if a man takes an apartment as it is now, 
and he doesn’t want a new carpet, that costs $7 or $8 a yard, if he 
doesn’t want a complete decorating job, he isn’t going to get a new 
increase. 

The wage scales are set until next May. The answer is to not con- 
tinue the discrimination against us. 

Mr. Mutter. I don’t want you to think that all Congressmen are 
mad at the hotel people, because when our Small Business Committee 
was going through the country the hotels were very nice to us. In 
many places they made facilities available to the Congress without 
cost, they gave us meeting rooms and rendered a real public service 
in helping the committee conduct those hearings. 

Mr. Vanperstick. I am glad to hear that, Mr. Multer, because 
from my end of it I usually hear the other end of it. 

Mr. Mutter. They weren’t residential hotels, however. 

Mr. Boturne. Mr. Chairman. 

The CuatrMan. Mr. Bolling. 

Mr. Botuine. On page 11 of your statement you quote figures to 
show that the Chicago residential hotels were running at 93 percent 
of occupancy of 1942. 

In March 1951, it was 86 or 87 percent. 

Now, in this exhibit A, attached to your statement, I note that 
according to the Housing Expediter’s survey, in 254 of the 426 vacan- 
cies in controlled units, which they found, the rents had risen an aver- 
age of 80.7 percent over the rents in effect when rent control was estab- 
lished in 1942. 

Now, the question in my mind is. Isn’t there a strong possibility 
that in that particular group of rental units, you have priced your- 
selves out of the market? 

Mr. Vanpersuice. Well, I don’t know of any survey that is as 
misrepresentative as that survey appears to be. 

Now, it doesn’t jibe with any figures that I have. I asked, as you 
will see from my letter, the specific information as to what buildings 
they used, and so on, and they ran behind their usual guard of saying, 
“As a Government agency we can’t give you that information.” 

At the same time, we asked these hotels to give them the informa- 
tion, and made it possible for them to get it. 

I asked about six or eight large building managers, which I knew, 
and which were representative, and they were not included in this 
survey. Out of 11,000 units he picks out 254 and says the increase 
was 80 percent. He doesn’t tell you what the increase was for. The 
place may have been completely rebuilt. He doesn’t tell you what 
the rent was before it was increased. He gives you absolutely no 
information except that figure. 

And he doesn’t tell you, Mr. Bolling, what the vacancy was among 
those units now under control. 
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It stands to reason if a unit or an apartment is controlled at a rental 
substantially under the market, it stands to reason that there are not 
going to be any vacancies. 

Mr. Bouirnc. You don’t think that the obverse of that point might 
also be true? 

Mr. Vanpers.ice. Well, I think he picked up a horrible example. 
But I would like to see the example so we can see what happened. 

Mr. BoutuinG. You are obviously questioning the survey itself. 

Mr. VANpERSLICE. I certainly am. 

Mr. Bouiiine. You don’t beheve that a hundred hotels is a broad 
enough cross section? 

Mr. Vanpersuicr. I say if you pick the right hundred hotels; yes, 
sir. But our figures, with twice as many rooms, show almost a 14- 
percent vacancy. 

Mr. Boturna. You are implying by that if we took something 
between the two sets of figures we might find an average? 

Mr. Vanpersuice. No; I am saying our figures are absolutely 
correct. 

Mr. Bouuina. And his absolutely wrong? 

Mr. Vanprersuice. No; I say for what he surveyed he could prob- 
ably justify his figures. 

Mr. Botiina. How many hotels are there in Chicago, the Chicago 
area? 

Mr. Vanpverstuicr. About 500, all hotels. 

Mr. Boturnc. What would you consider a fair sample? 

Mr. Vanperstuicr. As I said before, if you had 10 or 15 thousand 
units or something like that I think you would have a pretty good 
picture. 

Our figures cover about 25,000 or 26,000 units. 

Mr. Boutuirne. Did I gather from your earlier statement that you 
think it is possible to take as many as a hundred hotels and still be 
working a horrible example? 

Mr. Vanpersuice. I certainly do. I could pick certain hotels and 
give you one picture and I could pick other hotels and give you an 
entirely different picture. 

Mr. Bouiina. In other words, 20 percent is not a broad enough 
sample. 

Mr. Vanpersuicr. If they were typical hotels, that would give you 
the picture. This survey, Mr. Bolling, was for the purpose of deter- 
mining the number of vacancies in Chicago. It was not intended for 
all the other things that they went into. And it does not give us the 
information for which the survey was made. 

Mr. Bouuina. In other words, the 8,837 units are not a fair sample 
in vour judgment? 

Mr. Vanverstice. I still say, if they were the proper 8,000 units, 
it would show a trend. 

I have made surveys for a number of years in Chicago, of 180 or 
190 hotels, and I found out that Horwath & Horwath surveys repre- 
sented just about the same picture that I had with these 180 buildings. 
So I discontinued making a survey. 

In other words, if there was a drop of 1 percent in their picture, 
there was a drop of 1 percent in our picture. 

If our revenue was up 3.2, they had the corresponding figure. So I 
figured they were representative buildings and correctly gave us the 
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picture we wanted and it wasn’t necessary for me to conduct any 
more surveys. 

From the spot survey that I made, I am ‘confident that if this 
committee would send someone out there, they would find our figures 
absolutely correct. 

Mr. Bo.uina. In other words, this survey of the Expediter, in 
your opinion, represents absolutely nothing? 

Mr. Vanperstice. As far as I am concerned, it doesn’t. 

Mr. Coin. What is that survey? 

I haven’t seen it. 

Mr. Bou.ina. It is exhibit A in Mr. Vanderslice’s statement. 

The CuHarrMAN. Are there further questions? 

Mr. Nicuouson. Mr. Chairman. 

The CuarrMan. Mr. Nicholson. 

Mr. Nicuotson. Doesn’t the Expediter have anything to do with 
your nickel charge for telephone calls? 

Mr. Vanpers.ice. Well, he had nothing to do with it originally, 
but he has a lot to do with it now, and he wouldn’t let us charge any 
more than that now, while a hotel right across the street will be 
charging 15 cents for a call, but he won’t let us raise to 10 cents, or 
charge a secretarial service charge. 

Mr. Nicnouson. What is the usual price in a hotel in Washington, 
or Chicago, for a local call? 

Mr. Vanpers.icek. Ten or fifteen cents. 

Mr. Nicuouson. Fifteen in some places. 

Mr. VANpDERSLICE. The great majority are 15 cents in Chicago now. 
But here you have to file a D-122 and get your records from 1942, 
he tells me in this letter of this morning. We have got to build up 
the whole financial structure of a hotel in order to get a nickel more 
on a telephone call. And I have reason to believe that the Chicago 
office has granted hotels increases to 10 cents. I have reason to 
fer ig that they have already granted 10-cent increases in Chicago 
hotels. 

Mr. Corse. The survey that Mr. Bolling was talking about does 
not appear in exhibit A, does it? 

That is the survey by the Housing Expediter. 

Mr. Bouurna. It is the one I am talking about, Mr. Cole. 

Mr. Coir. Does that include the Housing Expediter’ S survey? 

Mr. VaNpprstuice. Yes, sir; | wrote him and asked him for addi- 
tional information, which I did not get. I was in hopes of getting 
further information from him in order that I could come before this 
committee and give you refuting information, but I’ did not get it 
and we will just have to have one definite policy in the future. When 
we give them figures we will have to insist that we get duplicates from 
the hotels for those figures. 

The Cuarrman. W ell, those letters are in the record. 

Mr. VANDERSLICE. Yes, sir. 

The CuarrMan. If there are no further questions, Mr. Vanderslice, 
you may stand aside. We are glad to have your views and they will 
be considered. 

(The following statement was submitted for inclusion in the record 
by Tighe E. Woods, Housing Expediter:) 
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At page 3348 of the transcript for June 6, 1951, of the hearings before the 
Banking and Currency Committee ot the House of Representatives on H. R. 3871, 
the Housing Expediter was requested to file a statement on the application of the 
fair net operating income provision to hotels in connection with the testimony of 
Mr. R. L. Vanderslice. 

The following statement is submitted by the Housing Expediter for the record. 

When the Congress in 1949, made provision in the Housing and Rent Act for 
assuring landlords, insofar as practicable, a fair net operating income, I sought 
immediately to establish a standard by which this directive could be put into 
effect. 

My first concern was to develop a formula applicable to housing generally 
throughout the country. At that time hotels were controlled only in Chicago 
and New York City and I felt that the application of the fair net operating income 
provision for hotels should wait until I could develop the criterion for the 
14,000,000 housing units then under control throughout the country. 

In developing a formula for housing we had available the surveys which had 
been made by accountants of the Office of Price Administration over a period of 
years. Income and expense figures had been taken directly from landlords’ 
records for properties containing 120,000 rental units in 98 cities throughout 
the United States. From these data, it was possible to determine the operating 
position of landlords generally over a period of 8 years or from 1939 through 
1946. Intensive study of the information contained in these surveys made it 
possible to provide for rent adjustments to bring the net operating income of 
properties up to the level of the net operating income of properties generally 
during this period. 

As soon as this formula was developed, we turned our attention immediately 
to the problem of implementing the fair net operating income provision for 
hotels. Unfortunately we had no factual information immediately available, 
similar to that for housing, by which the operating experience of hotels generally 
could be determined. However, we arranged a conference with representatives 
of the two leading hotel accounting firms in the United States—namely, Horwath 
& Horwath, and Harris, Kerr & Forster—and representatives of the American 
Hotel Association, Repeated conferences were held with this group and operating 
figures of hotels were made available to us by both of the accounting firms. As 
a result of these conferences and extensive study of the factual data which were 
made available to us, we came to the conclusion that it was impracticable to 
apply a formula similar to the one developed for housing to assure a fair net 
operating income. We found that there were so many extraneous factors in the 
operation of a hotel which were not directly related to the control of rents that 
it was impossible to apply the formula adopted for other housing accommoda- 
tions. We made every effort to secure statistics on which a reasonable standard 
for such adjustments for hotels could be based, but without success, 

Having reached the conclusion that the fair net operating income provision 
could not be applied to hotels, we undertook to devise a new procedure which 
would give hotels in New York and Chicago adequate relief from inequitable 
maximum rents. We developed a form and procedure which would assure that 
the gross income from hotels would be sufficient to cover every dollar of increased 
operating cost. These procedures were developed after many consultations with 
the representatives of the hotel accounting firms and with the representatives 
of the industry. Most of the suggestions which were made by the representatives 
of the industry and by the hotel accountants were found to be acceptable and 
were incorporated into the new procedure. We felt that we had really solved the 
problem of hotel adjustments, and still feel that this provision gives Chicago 
hotels adequate relief from increased costs of operation. Perhaps some of the 
hotels which Mr. Vanderslice represents were unable to get relief under this cost 
increase adjustment provision because they were adequately compensated for 
such cost increases by substantially increased rates, which were established during 
the period July 1, 1947, to March 1, 1949, when they were decontrolled, and which 
rates were preserved as maximum rents when these accommodations were re- 
controlled on April 1, 1949. It should be pointed out that this provision does not 
limit adjustments by the amount of income being earned. If gross income has 
not increased as much as operating expenses, adjustments are made regardless of 
the amount of net income being earned. This relief for increased costs, of course, 
is in addition to the relief allowable under all of the other adjustment provisions 
which are equally applicable to hotel accommodations as well as other controlled 
dwelling units, such as adjustments for major capital improvements, increases in 
services, ete. 
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Mr. Vanderslice also complains that the regulations do not permit the adjust- 
ment of rents to the rent generally prevailing in hotels in Chicago on March 1, 
1949. In recontrolling hotel accommodations in Chicago and New York in 
the 1949 act, Conzress provided that the rents in effect on March 1, 1949, would 
be the maximum rents. We found from experience that these rents varied 
greatly, from freeze date rents to rents which were 200 percent or more of the freeze 
date rents. In view of this rental picture, any attempt to .elect a point as 
representing the rent geneially prevailing would be unrealistic and arbitrary. 
It would be an impossible task, and any application of the March 1, 1949 com- 
parability formula would result in gross inequities to tenants. 


(The following statement was submitted for the record by Hon. 
John C. Kluczynski:) 


STATEMENT OF Pau. A. C. ANDERSON FiLep WitruH tHE House BANKING AND 
CuRRENCY COMMITTEE ON BEHALF OF THE GREATER Cuicaco Horen 
ASSOCIATION 

FEDERAL RENT CONTROL IN CHICAGO HOTELS 


My name is Paul A. C. Anderson, of Chicago, Ill., and I operate the Fairfax 
Hotel located at Hyde Park Boulevard and Dorchester Avenue in Chicago. This 
statement is filed on behalf of the Greater Chicago Hotel Association, of which 
I am privileged to be chairman of its board of directors, having served as its 
president during the years 1949 and 1950. 

All hotels in the country were decontrolled by action of Congress as of June 30, 
1947, and you will recall that residential hotels in Chicago and New York were 
recontrolled as of April 1, 1949. Inasmuch as New York hotels have been placed 
under local rent control, the result is that Chicago residential hotels are the only 
hotels in the United States under the Housing and Rent Act of 1947, as amended. 
Certainly this is discriminatory. 

Chicago hotels are the same as other hotels throughout the country. Our 
hotels render the same services and operate in substantially the same manner as 
hotels elsewhere. There is no need for rent control in Chicago residential hotels. 
In March of 1951 a survey of occupancy of Chicago residential hotels by Harris, 
Kerr, Forster & Co., and Horwath & Horwath, the two outstanding accounting 
firms of the hotel industry, disclosed the following figures: 

Harris, Kerr, Forster & Co. (for 26 residential hotels with 10,199 rooms): 
Occupancy 87.09 percent. 

Horwath & Horwath (27 residential hotels with 11,740 rooms) : Occupancy 
86.37 percent 

This shows a vacancy of approximately 13 percent, which certainly proves that 
no shortage of hotel accommodations exists in Chicago. 

Last year when rent control was extended, the Senate adopted an amendment 
to the Rent Control Act, which would have exempted Chicago residential hotels 
from rent control. No such amendment was suggested in the House of Repre- 
sentatives, and the proposal was striken by the Senate-House conferees. 

We respectfully request your committee to correct this discriminatory situation 
at this time, and urge the adoption of an amendment to decontrol hotels in 
Chicago. 


The Cuarrman. Call the next witness, Mr. Clerk. 
Mr. Hauianan. The next witness is Mr. Louis V. Ramoneda, 
president of the American Motor Hotel Association. 


STATEMENT OF LOUIS V. RAMONEDA, PRESIDENT, AMERICAN 
MOTOR HOTEL ASSOCIATION; DIRECTOR, UNITED MOTOR 
COURTS, PAST PRESIDENT LOUISIANA MOTOR COURT ASSO- 
CIATION 


Mr. Ramonepa. Mr. Chairman, my name is Louis Ramoneda, 
president of the American Motor Hotel Association. 

Motels, motor courts, motor hotels, or tourist courts, as the choice 
of name may be, have developed along with the automobile and our 
wonderful system of highways. Nowadays a motor court can be 
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found in almost every village or town, they are in operation the year- 
round and have become a part of the great American way of living. 
Friends and acquaintances often agree to meet at certain motor 
courts often several hundred miles away. The commercial traveler 
has adopted the motor court as his home while on the road. At the 
end of the day he can find friends and acquaintances who too have 
planned to stop overnight at the same motor court. 

The greatest growth or building of motor courts has been within 
the past 5 years and many of them are of the super de luxe type which 
represents the best that free enterprise can devise to meet the wants 
and desires of the traveling public. Any proposed control of or for 
motor courts would only retard or hamper the future development of 
a great business enterprise. Instead of controls the best solution 
would be to allow motor-court construction in designated emergency 
areas either by private capital or by long-term loans to individuals or 
corporations organized expressly for the purpose in the emergency area. 
When a recent ban on certain types of construction was placed in 
effect, motor courts and hotels were among the very first named to be 
curbed and future construction would be by permission only. This 
evidently meant that the Government agencies who wrote this regula- 
did not consider that there was or would be a shortage of transient 
housing facilities, either in motor courts or hotels. 

Since the ban was placed on motor-court construction, there has 
been no report of hardship or shortage of transient housing facilities in 
any locality. This could mean only one thing and that is that there is 
sufficient housing facilities available and that no housing shortage is 
predicted as far as motor courts are concerned. There are only a few 
motor courts located near any of our large industrial areas, instead the 
motor courts located on the most traveled highways where the business 
proves better. Motor courts are now being constructed primarily for 
overnight accommodations for transients and the old-time house- 
keeping facilities are fast disappearing. Guests staying more than 
1 week in a place constitute less than 10 percent of the total average 
motor-court business. Due to a great number of motor courts now in 
operation and the amount of business available, there does not appear 
to be any indication that a rise in rental rates will be coming soon, 
supply and demand have been the controlling factors and will continue 
to be unless controls are placed on the business. 

The census report on motor courts recently released by the Bureau 
of the Census tabulated 25,919 motor courts as of 1948 as compared 
to 13,521 in 1939 or an increase of 95 percent. If we take these figures 
as a basis there are over 30,000 motor courts in the United States at the 
present time. Rental units, consist of one or more bedrooms usually 
rented as a unit. The number of rental units listed in 1948 was 303,900 
and the estimated number of rental units as of this year based on the 
same percentage as above would place the present number of rental 
units at or about 500,000. 

The reported receipts in 1939 showed $37 million and in 1945 
figures showed $196 million, thereby a gain of 432 percent for the 
period. These figures issued by the Bureau of Census and using the 
same percentage of gain would place the receipts of 1951 at or about 
$250 million. The seven States of Arizona, California, Colorado, 
Florida, Oregon, Texas, and Washington, have the largest concentra- 
tion of motor courts according to the 1948 census. These seven States 
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accounted for 40 percent of the total volume of business of motor 
courts yet there are motor courts in every section of the country. 
These figures prove that, while the bulk of the tourist court business is 
concentrated in seven States, every section of the country has shown 
remarkable gains in the past 10 years. There is no section where 
competition among motor courts can be ignored and unfair rates 
charged. 

Should it be necessary in any area designated as defense area to 
improve controls of any type upon the motor-court industry, consider- 
ation should be taken as to whether the individual section operates 
on an annual or seasonable basis. On or after the effective date when 
rent controls should become active and the administrator imposes 
rent controls upon motor courts in the given area, the ceiling should be 
set if it be seasonal on either the highest price prevailing during the 
previous year or the highest price prevailing in either season of the 
previous year. 

Areas wherein the rate structure is based on an entire year of 
operation, the rate ceiling should be based on the highest rate prevail- 
ing at any one time during that year. Consideration must at all times 
be given to the increase of cost of operation and maintenance for 
only in this manner can the traveling public be assured should an 
emergency arise that the establishments may be maintained properly 
for their health, comfort, and convenience. With unfair ceiling rates 
imposed, proper operation cannot be maintained. 

The CHarrMaANn. Motor courts are not under control now, are they? 

Mr. Ramonepa. No. 

The CHarrMAN. When were they under control? 

Mr. Ramonepa. They were decontrolled in 1947. 

The CHAIRMAN. How do the rates of motor hotels compare with 
rates in transient hotels? 

Mr. Ramonepa. We can only give you a figure set up on the basis 
of a 60 to 70 percent occupancy, which stipulates that the proper 
price should be $5.58 per unit. 

That is based on a motor court that has 60 units. However, 
according to our recent figures, we stipulate how much per person 
we charge, two or three, so we can print that in our book—so this is 
not prepared for this meeting—the price is below the average that is 
recommended as a sound basis for operation. 

The reason for that is that a good majority of the motor courts 
being operated by the owner, can be operated for less. So we can 
say that our prices, instead of going up, are coming down. 

We have reached that point already in most parts of the country, 
where the old ‘No vacancy” sign has brought about the investment 
of private capital until now, it won’t be long before we will be asking 
for a fair-trade price instead of an OPA. 

It has gotten that way already. In many sections of the country 
it has gotten to that point. You put out a “$4 a night,’ and I drop 
down to $3, and so on. We have that situation in New Orleans. 

A few years ago it was $5. Jack filled at $5 so Harry cut his price 
to $4. Then Harry was full at $4 and Jack cut his to $3. That is 
the way it has been going. It just takes 30 to 60 days to set up a 
complete motor court. 

The CHairmMan. What are the qualifications for membership in 
your organization? 

83473—51—-pt. 3 26 
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Mr. Ramonepa. In our national association? 

The CHarrMAN. Yes, sir. 

Mr. Ramonepa. Our qualification for membership in our national] 
association is, a man must be a motor-court operator, and must not 
run a playhouse. His place must be sanitary. We don’t say he has 
to have a five or ten or fifty thousand dollar unit. 

In other words, in our national association we represent everybody 
who has a motor court which is operating decently and is sanitary. 

The Cuarrman. Do you have any control over the rates they charge’ 

Mr. Ramonepa. No; we do not have, other than, if you should raise 
your rates unreasonably, through our State associations we can boy- 
cott you by not sending any body to your place. 

Mr. Brown. Your business is mostly transient business, is it not? 

Mr. Ramonepa. Ninety percent of our business is, Mr. Brown. 

The CHarrmMan. Do you have any permanent tenants in motor 
hotels? 

Mr. Ramonepa. Very few. Along the highways, where the traffic 
is moving across the Nation, from coast to coast, the majority are 
strictly transient trade. 

Mr. Nicwoison. You charge about as much for a motel room as a 
hotel does, don’t you? 

Mr. Ramonepa. We don’t charge as much, sir, in most cases. 

Mr. Nicnouison. You charge $7 or $8 in New Jersey for a little 
place that you can barely squeeze into, with no accommodations. 
Hotels don’t charge any more than that. 

Mr. Ramonepa, Well, let’s get back to this, then, sir. Remember 
that the motel industry started in the West. It is just beginning to 
come into the East. The boys have gone West and seen the motels, 
and they have come to the East. 

Just give them a little while. When the other fellow sees he is 
getting $7, it won’t be long before it will be down to $4. It is just a 
question of a short time. 

Mr. NicHoitson. Competition? 

Mr. RamMonepa. Competition. We had it in California. We had 
it in Arizona. We had it in Texas. We represent 26 States of the 
Union in our association, and we have seen it crawl across the country. 
A certain location, where the rates were high—maybe a boy from 
Texas would come through there and say, ‘‘I can’t find a place to sleep. 
What am I going to do?” He has got a quarter of a million or a half 
a million dollars, and he goes in there and throws up a motor court. 

Mr. Nicuotson. That is not really so, because when these cabins 
were established, you had to pay $1 a night or $2 a night 15 to 20 years 
ago. It sounds as though with competition it is gradually getting 
worse. 

I suppose that is because if you stop in a hotel, they say, ““Have you 
got a reservation,’ and you haven’t, and they say, “sorry.” 

Everybody knows you can get a room there. I was in Trenton 
Saturday night, and I couldn’t get in. 

But I walked out and went to a motel. 

Mr. Ramonepa. Let’s come back to your dollar rate now. At the 
time you had a dollar rate, they were truly cabins. Today these 
motels are not the same at all. Your average bathroom today, with 
your tile and modern fixtures, air-conditioned the year-round, furni- 
ture of modern type, drapes, everything, porter service, maid service, 
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open night and day, telephone service, all on a part with the hotel, 
and in some instances it is better, plus the convenience of having your 
car in front of your door. 

At that time a maid would work for you for $7 or $8 a week. Today 
you are requirea to pay her $30 or $35 a week. You bought a dozen 
sheets at that time for around $8 a dozen. Today you are paying 
around $25 and $30 a dozen. 

Your cost of operation has gone up. 

If you put in a carpenter at that time, he charged you $2.50 a day, 
perhaps. Today he gets $2.25 an hour. It has all gone up. You 
know that as I do. I didn’t bring that out because I didn’t think it 
was necessary. I thought that was generally understood. We go on 
the basis of the Horwath & Horwath figures. 

Mr. Nicuouson. Well, it is understood by everybody except Mr. 
Woods, I guess. He doesn’t recognize any increases, 

Mr. Ramonepa. That is why we came to you gentlemen. We feel 
you are reasonable. We know you know our headaches. We are not 
trying to tell you what to do with our case. We merely place it before 
you, knowing that vou are reasonable. You are just like ourselves. 

The CHAIRMAN. You have a right to come here and present vour 
case, and we are glad to have your views. Thank you very much. 

Mr. Ramonepa. Thank you, sir. 

The CHAtRMAN. Mr. Clerk, call the next witness. 

Mr. HaLuanwan. Patrick J. O'Donovan, representing the California 
State Apartment Conference. 

The CuHairMAN. Mr. O’Donovan, identify yourself, and proceed. 


STATEMENT OF PATRICK J. O’DONOVAN, ASSISTANT SECRETARY 
TREASURER, CALIFORNIA STATE APARTMENT CONFERENCE 


Mr. O’Donovan. My name is Patrick J. O'Donovan. I am assist- 
ant secretary-treasurer of the California State Apartment Conference 
and secretary manager of the Apartment Association of Los Angeles 
County, Ine. Il appreciate the courtesy you have extended in permit- 
ting our group to be heard by your committee. We oppose the adop- 
tion of H. R. 3871, the Defense Production Act. Particularly do we 
oppose title IV—A of the act. We maintain that there is no neea for 
Federal rent control. It should have been abolished at the time all 
other controls were allowed to lapse—shortly after Worla War LI. 

Federal rent control drove many thousands of rental units out of the 
rental market. It caused tremendous hardships not only on the prop- 
erty owners of this Nation, but on the tenants as well. Recognizing 
this fact, the Congress, in 1949, adopted legislation which permitted 
local communities and States to rid themselves of Federal rent control. 
Many States, and hundreds of communities took advantage of the 
local-option provision and decontrolled rents. In the State of Cali- 
fornia, nearly every large community, with the exception of Oakland 
and San Francisco, decontrolled. Such cities as San Diego, Long 
Beach, Pasadena, Glendale, Burbank, Santa Monica, Bakersfield, 
Fresno, Sacramento, Ventura, and Santa Barbara all took this action. 
Not one of these cities has suffered because of rent decontrol. 

_ Some of the cities whose names J have just read, have military 
installations within their corporate boundaries. Long Beach and 
San Diego are two cities. Other communities have large numbers of 
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military personnel in adjoining military camps. Los Angeles has 
Fort MacArthur nearby, Ventura has Port Hueneme, a Seabee base 
as well as Point Mugu, a naval rocket testing station, both within a fey 
miles of the city. March Field is a short distance from Riverside, 
Calif., yet there is no hue or cry for rents to be recontrolled in that area, 
The same is true of the other areas I mentioned. No discussion of rent 
decontrol would be complete without talking about Los Angeles, 
Calif. 

Before the decontrol of rents in Los Angeles, on December 20, 1950, 
the proponents of rent control made many preposterous claims such 
as “mass eviction,” “‘chaos,’’ “300 percent rent increases,”’ “‘gouging,” 
and so forth. It has been over 3 months since the rent lid was lifted 
here and not one of these claims has come to pass. 

Has there been gouging and 300 percent rent increases? Definitely 
not. A survey taken January 15, 1951, by allied groups in the rental 
field divulged the following information: 

Number of units surveyed ; 9, 462 
Number of units increased _ - 

Number of units decreased __ 

Number of units unchanged__- 


Gross monthly rent before 2a Er oo OPS ete _..- $436, 162 
Gross monthly rent after decontrol pie 4 _... $457, 091. 


Average monthly rent before decontrol $45. 99 
Average monthly rent after decontrol “i i $48. 28 


Average increase since decontrol $2. 29 
Percentage increase since decontrol 5.5 

The Bureau of Labor Statistics for the western region, in a release 
issued March 26, 1951, stated that for the period from November 15, 
1950, to February 15 195 1, rents a only 6.1 percent. Further, 
they show an ceresat of only 8.5 percent from June 15, 1950, to 
February 15, 1951. For this same period (June 15, 1950, to February 
15, 1951) food increased 12.5 percent and housefurnishings moved 
upward 10.7 percent. On the Consumers’ Price Index (1935-39 
equals 100) the rent index is less than all other items except fuel and 
ice. It is 67.5 points under the index for food and 42.2 points under 
the index for housefurnishing. 

It is interesting to note that according to the California Depart- 
ment of Industrial Relations the average hourly earnings of all manu- 
facturing production workers in the Los Angeles area was $1.71 pe! 
hour in January 1951. On the basis of a 40-hour week, these employees 
earned $68.40. On the basis that 20 to 25 percent of a month’s wages 
should normally be set aside for rent payments, the average worker in 
Los Angeles who rents, enjoys a distinct position when comparison of 
his weekly wages is made with the average monthly rent of $45.99. 

Apropos of rental increases, it is strongly rumored that the city 
housing authority of the city of Los Angeles is considering increasing 
rents in the units under its jurisdiction an average of 30 to 40 percent. 
Compare this with the 6.1 percent reported by the Bureau of Labor 
Statistics. 

Many claims were made and are still being made, that a housing 
shortage exists in the city of Los Angeles. Nothing could be further 
from the truth. The Peacock survey, taken during the latter part 
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of March and early April of 1950, showed a vacancy factor in rental 
housing accommodations of over 4.5 percent. In order to show that 
an increased vacancy percentage now exists, one only has to compare 
the number of classified ads in the Los Angeles Times on April 2, 
1950 (during the time Peacock survey was taken) with the number on 
April 1, 1951. Mr. Spaulding, manager of the classified sections, 
states that there were 60 wanted-to-rent ads run on Sunday, April 2, 
1950, and only 35 such ads on Sunday April 1, 1951, a decrease of 
41.6 percent. A total of 644 ads offering apartments, flats, and houses 
for rent were run in the paper on April 2, 1950, while 1,065 such ads 
appeared a year later. This represents an increase of 39.5 percent 
in units offered for rent. 

Preliminary figures from a survey now being taken by the Apart- 
ment Association of Los Angeles County, Inc., shows a vacancy factor 
in excess of 7 percent. The survey covers all areas of the community, 
all types of rental housing, and units in every rental range. It is 
interesting to note that, in connection with this survey, owners indicate 
that many units remain vacant for lengthy periods of time. 

An interesting case involves a double apartment in the 700 block on 
South Carondolet which, when vacated by the tenant, was rehabili- 
tated at a cost in excess of $400. The rental approved by the Office 
of Housing Expediter was $75.30 per month. It was vacant for over 
1 month during which time it was offered for $75 per month. Another 
example of the present vacancy trend involves a building on Pico 
Boulevard. This structure contains 87 units. In excess of $100,000 
was spent on rehabilitation—yet 46 apartments were vacant at the 
start of the survey. 

A third example, involving another class A building of 63 units, 
shows an expenditure of over $60,000, yet there are at present 20 
percent of the units vacant. 

You will note that one of the questions in the survey relates to the 
amount spent on rehabilitation since rents were decontrolled in this 
area. This question was asked in order to determine the approximate 
amount of money which accrued to the benefit of various types of 
business. The preliminary figures show that in 2,030 units (including 
the preceding examples) a total of $261,448.28 was spent by the 
property owners—in less than 4 months. 

The matter of evictions was a matter of great concern to those 
groups advocating continuation of rent control. Claims were made 
that thousands of persons would be forced into the streets. Let us 
see what actually happened. In the 3 months preceding decontrol a 
- al of 721 filings were made with the clerk of the municipal court, as 
ollows: 


| Percent of 

uae es | filings to 

Pee of total rental 
units 

(350,000) 


Month 


SL ee ae PG ET ERE BR Gh SAE 0. 065 
November ; E etsa Lt ei Aeecee * | . 069 
December enc ta A .071 
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On the basis of 67 actual working days there were 10.7 eviction cases 
filed each day. In the 3 months following decontrol a total of 1,316 
filings were made with the court as follows: 











| Percent of 
filings to 
Month | waaeen of | total rental 
| units 
| | (350,000) 
PIE ic) ce oni ss eceis tear oedes adamabebeaseocus RL ARS 9 OG Be eee 412 | 0.117 
eT ee ee aa ae OS ee SPR LAS RN St 553 | . 158 
PN sche rirck scessate rated bk Ss tessa ia pik eh Pac aca ocd Som in cles id apsardeSbapeceelinie sha abo | 351 | 1002 











There being 72 actual working days during this period, an averag 
of 18.3 filings were made per day. It is interesting to note from 
these figures that from a peak of 553 in the month of February, the 
activity dropped to 351 in March. Included in the filings are a 
number of unlawful detainers filed by the city housing authority. 

A check with the county marshal’s office discloses that 14 writs of 
possession were actually issued in October 1950 despite the fact that 
229 unlawful detainers were filed. 

In other words, the marshal was required to actually move in on 
these people and move their furnishings to some other location. 
They refused to go even on order of the court. 

In March 1951, 31 writs were handled by the marshal’s office 
while 351 eviction filings were made. The ratio of writs to filings 
appears to be nearly the same before and after rent control. 

As an indication of the general feeling of the voters in this city, 
rent control was not an issue in any of the councilmanic races at the 
recent primary election. Nine of the ten councilmen who voted for 
decontrol were re-elected at the primaries while the tenth was 
defeated for other reasons. 

In the fourth largest city in the country, and the largest vet 
decontrolled, rent control has become just a memory. 

From the foregoing facts one, and only one conclusion, can be 
made. The citizens of this community benefited from the decontrol 
of rents. 

Tenants’ rents were not increased exorbitantly. Where increases 
occurred, in almost every instance, rehabilitation took place making 
the rental accommodation more desirable. 

Tenants, because of the increased vacancy rate, can shop around 

Painters, plumbers, roofers, upholsterers, furniture and carpet 
distributors, and so forth, were benefited from the money spent on 
refurnishing. 

Owners, once again, operate their properties without Government 
interference under the time- -proven law of supply and demand. 

Attached hereto are charts, showing rents, as related to various 
items in the cost of living. 

Also attached are editorials and reports from: Bureau of Labor 
Statistics, Los Angeles Times, and the Long Beach Independent. 

Gentlemen, I would like to introduce in the record a letter from 
Mr. John Cotton of San Diego, in which he outlines approximately 
the same type of story as I have given you for Los Angeles. 
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He is past president of the California State Apartment Conference 
and is on the legislative committee of the National Apartment 
Owners Association. 

The company has been in existence in San Diego, according to the 
letterhead, since 1903. They have quite a number of units that they 
manage for various individuals as well as owning outright quite a 
number of units, and I would like, with your permission, to introduce 
into the record his statement. 

The CHAIRMAN. How long is that statement? 

Mr. O’Donovan. Two and a half pages, sir. 

The CHatrRMAN. Without objection, that and your exhibits may 
be introduced in the record. 

(The statement and exhibits are as follows:) 


O. W. Corron Co., 
San Diego, Calif., May 24, 1951. 
Mr. Witu1AM RvusseE.Lt, 
Care of National Apartment Owner’s Association, Inc. 
730 Eleventh Street NW., Washington, D. C. 

Dear Briu: I have before me a preliminary tabulation on a survey which the 
Apartment Owners is taking by mail. While not completed, I have a tabulation 
of certain results on the first 589 units reported. 

These show an increase of from —0.7 percent. The weighted average increase 
for the entire 589 units was 11.8 percent. Of these 589 units there were increases 
after decontrol on 471. The rent was decreased on 5 and rents remained the same 
on 113. 

In order to conform to the type of reporting in which Tighe Woods would resort, 
I might say that the average increase in those units, which were increased, was 
14.8 percent. 

It is interesting to me to review some of the individual reports and I will mention 
some of the things which were indicated in the reports. 

The preliminary returns show seven units vacant and for rent on May 1 and 
others available which will be vacant within a few days from that date. Prob- 
ably 7 actual vacancies represent one and a fraction percent in the vacancy 
market. When added to the units which will be coming up in natural turn- 
over they are enough to lend stability to the rental market. Of the units 
actually vacant and for rent, 4 are offered at rents from $40 to $50, the balance 
at $55, $70, and $85. 

A condition of which we are keenly aware is emphasized in these preliminary 
returns, which indicate a great expenditure in capital improvements of all kinds 
and the percentage increases referred to above are before making any deductions 
from increased rents for a true comparison with the base at the time of decontrol. 

As a matter of interest one of the larger percentage increases—to wit, 33% 
percent—is found in a good subcenter rental neighborhood, a four-unit building 
each with living room, two bedrooms, kitchen, and bath was rented at $45 per 
apartment and has been raised to $60 per unit. The highest increase listed (a 50 
percent increase) comes with little information other than that it is in a very 
popular rental neighborhood with a new rent ceiling with garages of $65 and $85 
for two apartments and $95 for a two-bedroom furnished house. An increase of 
38.7 percent indicates separate houses with dinettes in a fairly new rental section 
at $70 and $80. 

A complete tabulation of these returns would show a great percentage of the 
rental housing in San Diego after decontrol renting below $50. 

It should not be forgotten that the rent-contro! office before it went out of 
business in San Diego was grinding out increases of a flat 30 percent over the orig- 
inal base freeze upon petition. They had, however, only begun to grant these . 
inereases before we voted decontrol. While some of these increases of 30 percent 
over the base were only a smal! increase over the rent at the time of the petition, 
they only amounted to 30 percent increase at that time and there is every indica- 
tion that the rent level in San Diego may have been higher under the new ceilings 
that were being established than they are today. 

In the 7 months sinee decontrol in San Diego hundreds of thousands of dollars, 
possibly millions, have been spent on capital investment, replacements of new 
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equipment, modernization, decorating, rehabilitation to hold the rent level at the 
present higher scale. Any reduction in rents through a roil-back order is going 
to wash out this stupendous investment. 

In San Diego a semiofficial census in 1948 showed the population at 380,009 
persons. In April 1950 it was shown as 321,000 persons, a decrease of 59,()(0 
from our high peaks. Today there has been an influx of from 30,000 to 40,000, 
probably since the official! census. However, during the same period from !945 
to the present there have been constructed within the city of San Diego over 
20,000 private housing units of all kinds, which could provide accommodation 
for an additional 50,000 people. It is because of this great potential in additiona| 
housing that we have been able to absorb the influx of population without any 
acute conditions arising. 

It is my considered opinion that prices and wages are higher today than they 
would ke without the War Stabilization Act and, if the act is allowed to expire, 
that wages and prices in the next 6 months will be lower than they will under the 
operntion of the act and, therefore, I am opposed to any extension of wage, price 
or rent control under the War Stabilization Act. 

The great shortages which have been ballyhooed actually do not exist. We 
have this week in our management office purchased a large quantity of new apart- 
ment ranges at the lowest price we have had in more than 2 years. In my opinion 
the effect of price control now is to force a continual rise in ¢cetail price and drive 
a volume of merchandise out of the retail trade through wholesale channels. 

I think in our work on the bill we should stress the fact that our opponenst 
are saying, “‘The rents were increased in 78 percent of the rentals in such and such 
community after decontrol.’”’ In these days of rising wages and rising taxes it 
amazes me to know that in such and such community 22 percent of the rents did 
not go up at all. We should separately refute every witness on this point and cal 
attention to the fact that rents have their own built-in controls, that a certain 
percentage of our people will not pay as much for rent as they will on installments 
on cars, television sets, or something else. The very fact that 22 percent of all 
rents in a given community did not rise at all upon decontrol is proof of the fact 
that rents are not getting out of hand. 

If there are some few military installations in a cross-road village in which there 
is only a handful of houses and a monopouy is created by a vast military installa- 
tion close by there is surely something other than rent control which is going to 
do something to alleviate the situation. As a matter of fact, I believe the Office 
of the Housing Expediter should name such types of military camps on the fingers 
of his two hands and if that is what is making a control bill necessary, maybe 
Congress should provide a contro! for those 8 or 10 villages and nothing else. 

Let. me know if there is any specific information I can get for you here in San 
Diego. 

Sincerely, 
Joun Corton. 
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RESIDENTIAL INCOME VACANCY SURVEY 


8 
APARTMENT ASSOCIATION oF LOS ANGELES COUNTY, INC, 
Suite 315 Holm Building -- 3923 West 6th Street 
Los Angeles 5, California 
DU nkirk 4-413) 








Nome of Building (if ony) 





2 ' 
Address of Building 


Type 


BACHELOR APT 
(1 Rm. & ) 


APT. 
(Liv. Rm, 1 Bed Rm, 
Kitchen ond Bath) 











TRIPLE APT. 
(Liv. Rm., 2 Bed Rms., 
Kitchen ond Both) 


~“ 


















MULTIPLE APT. 
8 (Liv. Rm, 3 Bed Rms., 
Kitchen ond Both) 


9 TOTAL 


w” 





Single Fomily 
11 Residence 
_ For Rent 


12 TOTAL 





13, Amount spent on rehobilitotion since 12/20/50... cen i abisieanchink ‘ 2 










14, Number of units where rents were increased since 12/20/50......-men ase 
15, Number of units where rents were decreased since 12/20/50 miitaigheonte 
06. Geena chantitly seme halere Aeeemtewh on snccccsisessccsecssssessersnsestvecssssovsectoncspeevenstec seessasneeeseocasccs cnevesevcosocessossoee sp 
17. Gross monthly rent os of 4/1/5}.......... ‘ , chseivsitesiephcieloeliiaheinveiateabiaie sania tamenistinnth 


18. If you do not desire to onswer questions 14, 15, 16, ond 17, give percentage of increase on oll rents.......... 





Signature of Owner/Operator/Manoger 







ALL INFORMATION SUBMITTED WILL BE 
KEPT CONFIDENTIAL. ONLY TOTAL Address 
FIGURES WILL BE USED. 
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{Editorial reprint from Los Angeles Times, Friday, April 20, 1951} 
PouiticaL Hokum 


Last August, when rent control was a live issue and the city council majority 
voted for decontrol, there were a lot of wild threats against this majority along 
the line that the vengeance of an outraged electorate would be visited upon them. 

But what are the facts? In the recent primary election 9 of the 10 councilmen 
who voted for decontrol were reelected, Don Allen being without opposition. 
The other eight decontrollers elected at the primary were J. Win Austin, George 
P. Cronk, Ed J. Davenport, Ernest E. Debs, Harold E. Henry, John C. Holland, 
L. Ek. Timberlake, and Leland 8. Warburton. 

Lloyd Davies was the tenth councilman who voted for decontrol and he was 
defeated for relection, but the issue of rent control did not enter into the conflict. 
The people of the district decided that Davies had not devoted sufficient time 
to his city-hall duties. 


Mr. O’Donovan. Now, in order that I not confine my entire state- 
ment to Los Angeles and San Diego, I have a letter from the mayor 
of the city of Long Beach and I would like to have that introduced 
into the record, also. 

The CHatRMAN. Without objection that may be done. 

(The letter is as follows:) 

OFFICE OF THE Mayor, 
Long Beach, Calif., April 19, 1941. 
Mr. H. V. Surrey, 
Long Beach Apartment House Association, 
Long Beach 2, Calif. 

Dear Mr. Surrey: I am glad to reiterate to you as I have several times in 
the past months, the experience of this office and the city of Long Beach with 
respect to the effects of rent decontrol within the city limits of Long Beach. 

As you know, the city of Long Beach took the necessary steps as provided by 
law and rents were decontrolled on January 20, 1950. There have been no hard- 
ships, whatsoever, suffered with respect to the change. Public sentiment in 
favor of decontrol was immediately felt after the results were made known by the 
Governor of California and approved by the Federal Housing Administration. 

Most certainly to date, there would be no basis for a return to rent control. 
Only a very few complaints of overcharge were ever received, and those were 
easily and quickly adjusted through a special committee set up from the member- 
ship of the Long Beach Apartment House Association and the Long Beach Board 
of Realtors. The economic stability of our city was never changed one iota by the 
change-over from rent control. 

I feel I am well qualified to report on the vacancy factor as I am traveling 
continuously throughout the city in my duties as mayor. Also, I am a property 
owner myself to considerable extent and interested in property management. 
Even with employment on the increase in the defense plants and the reopening of 
the Long Beach Naval Shipyards, there are ample vacancies throughout the city 
to care for the people’s needs. 

Sincerely yours, 
Burton W. CHACE, 
Mayor, City of Long Beach. 


Mr. O’Donovan. Additionally, a letter from the executive editor 
of the Press Telegram of the city of Long Beach, which is a very short 
statement on his part, relative to the ads for rent, and so forth, in his 
paper. 

The Cuarrman. Without objection, that may be done. 

(The letter referred to is as follows:) 


Press-TELEGRAM, 
Long Beach 12, Calif., April 23, 1951. 
Mr. H. V. Surrey, 
Apartment House Association, 
Long Beach, Calif. 

Dear Mr. Surrey: Replying to your recent inquiry as to the effect of rent 
decontrol in Long Beach: 

About 1 year ago I stated that, based upon personal observations and by in- 
formal reports coming to this newspaper, the decontrol of rents here was accom- 
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plished with a minimum of hardship due to shortage of rental facilities. In support 
of this I submitted classified columns of this newspaper, covering rentals of al! 
kinds which I felt gave a pretty fair picture of the situation. 

In checking with our classified advertising department today, I find that condi- 
tions have not changed materially so far as we have been able to observe during the 
past year. The volume of houses and apartments to rent advertising continues 

eavier than normal, while the volume of advertisements seeking accommodations 
is relatively light. 

I am still of the opinion, based upon my observations, that decontrol of rent in 
this city was accomplished with a minimum of hardship. 

Very truly yours, 
H. F. Burmester. 


Mr. O’Donovan. Last, but not least, sir, I would like to have the 
report which would have been given by our State president, Douglas 
Dorn, introduced into the record, if I might. 

The CuarrMan. How long is that report? 

Mr. O’Donovan. The report, sir, is rather lengthy, but it is due to 
the fact that there are a considerable number of charts in the report. 
It is 15 pages of actual wordage; there are quite a number of charts 
in the report relative to rent. 

The CHarrMAN. Well, without objection, that may be inserted in 
the record. 

(The report is as follows:) 


A Strupy or Rents in RELATION TO THE Cost oF LIVING AND OTHER Economic 
FACTORS 


Statement of Douglas Dorn, president, California State Apartment Conference, 
to the Banking and Currency Committees of the Eighty-second Congress on 
title IV-A of the Defense Production Act of 1950, as amended 


FOREWORD 


This report is based on an analysis of statistical data made by Peacock Research 
Associates, an independent professional research firm. 

All the figures in this report have as a base Government-compiled statistics. 
Those referring to the cost of living or various components of the cost of living 
are based on the Consumers’ Price Index for Moderate-Income Families as reported 
by the Bureau of Labor Statistics of the Department of Labor. Income data is 
from the Department of Commerce. 

Inasmuch as the Bureau of Labor Statistics has recently revised its rent index 
and all-items index to compensate for construction since 1940, affected data in 
this report has been adjusted to compensate for this change even though thx 
change is not favorable to the interests of the report. 

Some of these adjustments have required interpolation for the years between 
1940 and 1950 because the Bureau of Labor Statistics has not vet made retro- 
active revisions for public use. In these instances, every effort has been made 
toward impartiality. 

Sinee rent has been the only living commodity under control during the past 
5 vears, it is the only one which has not found its own level, so to speak, in the 
free economy which has existed in the United States since 1946, the only exception 
being rents in those areas which have been decontrolled for a sufficient period to 
adjust themselves. 

Needless to say, the years since World War II have been inflationary. Prices, 
wages, and income of all kinds have risen to an all-time high. And today the 
prospect is that they will go still higher even though controls are being reimposed. 

The question arises then, if rents are to be controlled indefinitely, as to exactl) 
where rents stand in relation to the rest of our economy. 

The answer to this question is hard to believe. The facts are these: 

1. In terms of the 1935-39 average, rents today are at least 25 percent 
below the cost of living. It would take an inerease of 33 to 50 percent to 
catch up. 

2. Rents are nearly 40 percent behind the cost of food and about 30 per 
cent behind the cost of wearing apparel and housefurnishings. 
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3. Income from rents today is about 75 percent of what it was before the 
war, taking into consideration the purchasing power of the dollar. Income 
from all sources is about 65 percent higher than prewar levels. Thus the 
average income from rents has fallen to less than half the average income 
from other sources. 

4. Rents today are actually about 10 percent lower than the average from 
1920 to 1929. Family income today is twice as much as it was during the 
same period. 

Even the most superficial examination of the cost of living and its components 
during the past 40 years shows unmistakably that price and rent controls have 
severely discriminated against rents in comparison with other basic living com- 
modities. This is true not only in the postwar period after price controls were 
removed from everything except rents but also during the war itself. 

Examination of the Bureau of Labor Statistics data shows these important 
facts: 

1. Rents generally did not need to be controlled in 1942 to the same degree 
that other prices did. Rents had barely begun to rise whereas other prices 
were skyrocketing. 

2. Rent controls were virtually 100 percent effective in keeping rents from 
rising, but other price controls only slowed the upward trend. 

3. Because of the above facts, rents needed postwar relief from controls 
more than any other commodity, but virtually nothing was done about it 
for several years. Meanwhile all other prices were decontrolled, leaving 
rents in an even more inequitable position. 

Rent’s relationship to the cost of living is one of following rather than leading. 
Historically, rent has proven to be the least sensitive major commodity to price 
changes and economic fluctuations. It would not be improper, on the basis of 
the evidence, to say that increases and decreases in rents generally are entirely 
the result of other economic movement. 

Since rent is a contractual price, it is not subject to quick, sudden changes, or 
day-to-day movement. Within limits, it has both a more stabie supply and a 
more stable demand than almost any other commodity. Hoarding and scare 
buying do not affect rent levels. There are no sudden shortages or surpluses to 
cause sharp fluctuations. 

Nationally, the all-time high reached by rents occurred in 1925, 5 years after 
the peak inflation year of 1920 (see chart X). Rents reached their lowest post- 
World War I point in 1935, 2 years after the bottom year of the depression, 1933. 

In the peak recovery year of 1937, rents had just begun to emerge from their 
lowest point, and in 1938 and 1939 they remained stable despite the recession. 

By 1941, other prices were rocketing upward, but rents again were almost un- 
changed. By the time the general maximum price regulation was put into effect 
in May of 1942, rents were not quite 10 percent above their 1935-39 average (this 
average included 3 of the poorest years for rents since World War I). 

By contrast, the cost of living generally was 16 percent above its 1935-39 
average. Food was up 22 percent, clothing 27 percent, and household furnish- 
ings 22 percent. 

This inequality by itself would have made little difference, but the effectiveness 
of controls was not uniform and rents again were the “have nots.’’ The so-called 
roll-backs of 1942 did not roll back anything but rent. Rents were actually lower 
throughout the war and well into 1947 than they were at the time of the roll-back. 
Other commodities, though controlled, continued to increase in price throughout 
the war and particularly in the postwar control period just prior to the removal 
of most controls. 

By the time price decontrol was begun in mid-1946, the cost of living had risen 
15 percent from the inception of price regulation. Food had increased by 20 per- 
cent, apparel by 25 percent, household furnishings by 27 percent, and miscellane- 
ous items by 15 percent. Rents, as previously stated, had not risen at all and were 
in fact slightly below 1942 levels. 

At this juncture, even though rents had suffered in comparison with other 
prices, both by not having risen fast enough before controls and by not having risen 
at all during controls, and even though rents were at least 23 percent behind the 
cost of living, everything except rents were decontrolled. 

After decontrol, every single commodity in the Consumers’ Price Index rose to a 
new all-time high except, of course, rent. Food, clothing, and household furnish- 
ings rose to double their 1935-39 levels. The previous all-time record year of 1920 
was exceeded by at least 20 percent. 
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Rents eventually began to climb too in 1947 when controls were modified and 
eased slightly, but, even so, rents kept losing ground to the cost of living until late 
1948 when prices generally leveled off. It might be assumed that rents eventually 
would have reached a more nearly normal position if prices had not resumed their 
upward trend in mid-1950 because of the Korean situation. 

As things stand today, rents would have to make an over-all increase of 33 per- 
cent to be in line with living costs generally. This represents a minimum. It 
would actually take an increase of more than 50 percent to catch the cost of food, 

In terms of the 1935-39 dollar, rents today are about 75 percent of what they 
were in 1935-39. Rent dollars have increased by about 30 percent, but the 
purchasing power of the dollars has dropped more than 42 percent. 

By contrast, the expenses of maintaining rental property have risen like every- 
thing else. Labor, utilities, building materials, furniture, and taxes have all risen 
sharply in the postwar years particularly. 

Real-estate taxes have risen both from increased assessments, not justified where 
rents are frozen, and higher tax rates. Though it is impossible to show national! 
data on this subject, tax reports from Los Angeles County, as an example, show 
the average property owner’s tax bill is twice as much today as it was in 1942. 

Building materials generally (including paint, paper, plumbing fixtures, and 
other replacement and maintainance items) are 105 percent above 1942 levels. 

House furnishings are 60 percent higher than they were in 1942. 

Utility rates have not been greatly increased in most areas but usage has 
increased which in turn increases the amount of the bill. 

Realistically speaking, rents are not one commodity for purposes of this discus- 
sion, but two. There are the controlled rents and the uncontrolled or deecontrolled 
rents. Actually there can be no question that uncontrolled or decontrolled rents 
are largely responsible for the fact that the rent index has risen to even its present 
level. 

The Office of the Housing Expediter can offer no satisfactory data on the rise 
of controlled rents during the past 8 years because of many unknown factors 
which would have to be determined before any such information could be devel- 
oped. But they do state that during the years rent control has been in existence 
they have granted approximately 3,333,333 increases to units under rent control 
(through 1950). These increases have averaged about 18 percent. Additionally, 
some 2 million units took advantage of the 15-percent lease provision of the 1948 
and 1949 rent-control acts. 

The total number of units under rent control is impossible to determine, but 
it is estimated by the Office of the Housing Expediter that the maximum was 
16,000,000 during the early years, and that the number has now been reduced 
to about 7,500,000. At best, then, the average unit under rent control has been 
raised only 10 percent. 

A 10-percent increase would mean that the average controlled unit has been 
legally raised from 108 at the beginning of rent control to 119 in October of 1950 
(1935-39 equals 100). Inasmuch as the rent index for October 1950 is 132 (inelud- 
ing both controlled and uncontrolled rents alike), it would appear that uncon- 
trolled rents are very much higher, probably following the cost of living generally. 

Bureau of Labor Statisties figures for the cities which have been decontrolled 
during the past 2 years show that rents have increased from 4 to 17 percent after 
controls were removed, averaging about 12 to 13 percent. It would appear, 
therefore, that decontrolled cities have not increased rents much more than have 
controlled cities during the same period. 

It will be said that the reason these decontrolled cities did not have sharper 
increases in rents after decontrol was because they were not decontrolled until 
after the housing situation was eased sufficiently to permit decontrol, and that if 
some of the more critical cities were decontrolled, rents would skyrocket. ‘To 
the contrary, however, Los Angeles rents which were decontrolled over the objec- 
tions of the Housing Expediter have increased by only 6.1 percent according to 
the most recent report of the Bureau of Labor Statistics. 

An examination of the facts shows clearly that the need for rent controls even 
in 1942 was greatly exaggerated. It is true that there were critical areas where 
rents were climbing very fast, but most of the major United States cities in the 
Bureau of Labor Statistics regular panel exhibited little or no need for controls 
at the time they were imposed. 

Of the 35 cities in the study, 19 were rolled back less than | percent and obvi- 
ously did not need rent control at that time. Seven other cities were rolled back 
from 1 to 3 percent. Imposition of controls under these circumstances was 
debatable. Three cities were rolled back 4 to 7 percent, indicating that the 
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probably needed controls. And the other four cities obviously did need control, 
being rolled back 10 percent or more. 

It would seem, therefore, that controls were imposed in most cities without 
any need or justification, and that the levels at which rents were frozen in these 
cities did not reflect any inflation whatever in contrast to other prices. 

Finally, it should be recognized that rent has almost ceased to be a major item 
of expense in the average household budget. In the past it has been said that 
25 percent of a man’s income should go for his housing. While no absoluteiy reli- 
able current figures on this subject have been compiled, the importance of rent 
in the cost-of-living index has fallen from 18 to 19 percent in the middle 1930's 
to 12 and 13 percent in the postwar period. 

Ability to pay higher rents should be evident from this figure alone. On top 
of this, however, is the fact that per capita personal income today has risen so 
much faster than even the skyrocketing cost of living that the average family 
today has more than 40 percent above its 1935-39 average after allowing for the 
devalued dollar. In other words, the average family has 40 percent more money 
to spend now than it did before the war after allowing for inflation and higher 
yrices. 

All of this adds up to these facts: 

1. Rents were frozen in 1942 at a lower level than any other commodity. 

2. Rent ceilings were more effective than those imposed on any other 
commodity. 

3. Rent controls were retained in most populous areas for 5 years after 
controls were removed from every other commodity. 

4. Decontrolled rent areas have shown no tendency to skyrocket in com- 
parison with controlled areas. 

5. There is no question that rent increases have fallen far short of the 
publie’s increased ability to pay even in decontrolled areas. This is some- 
thing that can not be said about food and clothing. 


CONCLUSIONS 


In looking over the results of rent controls during and since World War I], it 
is now easy to see the mistakes that were made in approaching the entire problem, 
And with the benefit of this experience, it should be possible to avoid them in 
any future legislation to control rents. 

To summarize briefly, these were the mistakes: 

1. Rent controls were imposed in many areas before there was any need or 
justification for it. This includes almost every major city in the United 
States. 

2. Rents were frozen for the most part at levels well below those of other 
commodities. 

3. Rents were kept frozen at 1941 and 1942 levels while other prices were 
allowed to rise under controls. 

4. No program of any kind was developed 1n the postwar period for ad- 
justing rents until long after everything else was decontrolled, and even then 
the program was not equitable or fair. 

New rent-control legislation should therefore specifically provide: 

1. First, that rent controls shall not be imposed in any area unless and 
until the need is clearly and factually demonstrated. 

2. Rent controls should not be imposed in any area unless and until the 
rents in that area have caught up to the cost of living. 

3. New rent ceilings should not be inflexible while other commodities are 
allowed to rise. Periodic adjustments of new rent ceilings should be made 
to maintain an equity between rents and other living costs. 

4. Legislation to recontrol rents should provide within itself the means for 
decontrol at the earliest opportunity. Under no circumstances should rents 
again be kept under control after other ceiling prices are removed. 

We submit that controls should not be imposed in any area until rents in that 
area reach a parity with the cost of living. Such a parity could be computed in 
several ways. For example: 

1. Using 1935-39 as a base period for establishing parity, rents should not 
be frozen unless and until they reach the cost of living (since both rent and 
the cost of living were 100 for the period 1935-39). Such a system would 
permit rents to increase about 33 percent before ceilings were imposed. In 
actual practice, however, some cities could rise more than 33 percent and 
others much less than that. Birmingham, Ala., would be immediately 
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frozen because its rent index is already up to the cost of living. Some other 
cities would have comparatively little distance to go before reaching parity 
Still others would have a long way to go. 

This does not mean that legislation embracing this parity system would, in 
effect, raise rents in the United States by an average of 33 percent. To the 
contrary, it is very doubtful that many of the cities in this country would ever 
have to be frozen because rents would not rise enough to require it. Certain. 
ly, it would be very desirable to have that happen. 

In Los Angeles the Housing Expediter was willing to grant an across-ihe- 
board increase in order to keep controls. After decontrol, rents have showy 
no tendency to increase nearly as much as he was willing to concede. 

2. A second possible system of parity for rents would be to assume that al! 

areas which have been without rent controls for more than 6 months are now 
at parity. Areas still under control should be decontrolled for at least 9 
days. After that time, rents should be frozen in any area where rents were 
shown to be increasing faster than the cost of living generally, and only in 
such cases. 

Ideally, rent ceilings should not be reimposed in any area without a thorough 
study of housing in the area and affirmative action by the local government 
signifying the need for controls. Just as controls have been removed by lvca! 
governments after examining the facts under the terms of the present rent coniro| 
law, so should future legislation provide that controls be reimposed in the same 
manner. ad 

Because of the fact that many communities were originally controlled in 1942 
by the whim of an Administrator who was primarily interested in furthering his 
own influence, this country had rent controls in virtually every city, town, and 
village, whether the controls were needed or not. Surely the local government of 
each community is in a better and more objective position to evaluate the need 
for rent controls in the community than such an Administrator. 

Furthermore, each community should make a thorough, unbiased, and com- 
prehensive study of its own housing conditions, including vacancies, rent levels, 
and the condition of the housing before taking or denying action on recontro! of 
rents. 

In this manner, the known mistakes of World War ITI rent-control legislation 
can be eliminated at the outset. The inequities and injustice admittedly suffered 
by thousands of landlords under this legislation need not be repeated again. 
And, at the same time, the Nation in a controlled economy need not do without a 
workable program of rent control. 

The CuHarrmMan. Does that complete your statement? 

Mr. O’Donovan. Yes, sir; it does. 

The CHarrMANn. I recognize Mr. McKinnon. 

Mr. McKinnon. I was trying to find in your statement whether you 
have any Bureau of Labor Statistics on the vacancy factor during the 
same period that you cite in your report. 

Mr. O’Donovan. No, Mr. McKinnon. The survey taken by the 
BLS at that time did not cover vacancies. 

I am told—as a matter of fact, I read in the newspapers, that the 
BLS is in the process right now of determining the number of vacancies 
within the city of Los Angeles. 

They expect it to be completed, I believe, at the end of this month, 
or readv for release at the end of this month. 

Mr. McKinnon. You stated that your association is opposed to 
the entire act, H. R. 3871. 

Do you really mean that? 

Mr. O’Donovan. I do. . 

Mr. McKinnon. You don’t believe we should channel materials 
for our war effort into the places where they are needed for construc- 
tion of airplanes, tanks, and things of that kind? 

Mr. O’Donovan. I believe that private industry can, of its own 
accord, without Government directives, acquire the material when 1! 
is needed, in the proper areas of the country where it is needed. | 
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RENT VS VALUE OF DOLLAR 
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don’t believe that they have to do so under a directive. I believe tha; 
they are patriotic enough to do that of their own accord. 

Mr. McKinnon. Where were you during World War II? 

Mr. O’Donovan. I was in the Navy. 

Mr. McKinnon. You had no experience at all with our industria 
picture in World War II? 

Mr. O’Donovan. No, sir; I was in the Navy during that period. 

Mr. McKrnnon. You are not familiar with what went on during 
World War II in the matter of getting materials for our war produe- 
tion centers? 

Mr. O’Donovan. Only from hearsay. 

Mr. McKinnon. What would you say we should do in some of 
these impact areas, small communities, where the Air Force or the 
Navy sets up a facility, such as Camp Pendleton and where the mili- 
tary activity simply swamps the community. What should we do in 
the way of rents? 

Mr. O’Donovan. I would leave that entirely up to the local com- 
munity to set up a control if such is needed. I do not believe that a 
Federal agency is required to handle local affairs. 

Mr. McKinnon. You realize, of course, that the city councils work 
and vote and represent the people that elect them? 

Mr. O'Donovan. They should; yes, sir. 

Mr. McKinnon. And you realize of course, that these people who 
are sent in by the Federal Government have no voting rights and no 
representation on the city councils? 

Mr. O’Donovan. I realize that. 

Mr. McKinnon. Do you think the city council would be fair to th 
people coming in and would not be influenced by the landlords who 
vote in the city council? 

Mr. O’Donovan. It is my experience, sir, that if the situation is 
clearly shown that there is a need for rent control because of an milux 
of thousands of marines, and their families, as in the Camp Pendleton 
situation, that the landlords of that community would not oppose a 
rent-control act for that community. 

Mr. McKinnon. What would it take to convince them that ther 
was a shortage? 

Mr. O’Donovan. When there is a 1-pereent vacancy factor thai 
isn’t a shortage. 

Mir. McKinnon. Well, then, when there is a l-percent overcrow ced 
factor there is a shortage? 

Mr. O’Donovan. Yes, sir; there is. 

Mr. McKinnon. Who would determine that fact? The Govy- 
ernment? 

Mr. O’Donovan. I believe that the city council should have a sur- 
vey taken by an unbiased agency—not a landlord group or a realt) 
group, but a professional surveying group, and abide by the report 
as it is given. 

Mr. McKinnon. Then you would advocate that Congress enc 
into its law, if it passes such a law, that when a vacancy factor, take! 
by an impartial agency, discloses that there is an inadequate supply 
of housing to meet the demand, that the city council would impo-e 
rent control. 

Mr. O’Donovan. Yes, sir. 

Mr. McKinnon. Who would enforce that? 
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Mr. O'Donovan. The city council. Oh, the law itself? 
Mr. McKinnon. Yes, sir. 
Mr. O'Donovan. The courts in the community. In other words, 


- are you asking whether I think they should create an agency? 


\ir. McKinnon. I am trying to find out who would enforce rent 
control. 

Mr. O'Donovan. You have a city attorney in every community; 
you have local courts through which that city attorney can operate. 


' Certainly, the courts are fully capable. They have been for a good 


many years, in this country, fully able to enforce the laws in the 
communities. 

Mr. McKinnon. We have many communities coming in and saying 
that the impact of that partic ular activity is swamping the services 
provided by the city government, and w anting financial assistance. 

Do you think these communities would welcome an activity like 
the enforcement of rent control, which is a very controversial issue 
and an expensive program to enforce? 

Mr. O'Donovan. | believe they would prefer to handle it on the 
local level, sir. 

ir. McKinnon. Who is “‘they’’? 

\ir, O'Donovan. The members of the council. 

Mr. McKinnon. Are you familiar with some of these city councils, 
in Oceanside, for instance? 

Mr. O'Donovan. Not in Oceanside; no, sir. 

Mr. McKinnon. In any other areas faced with this problem. 

Mr. O'Donovan. In quite a few of the other areas; yes, sir. 

Mr. McKinnon. Your conclusions are different from those I have 
reached, because most of these officials have told me they don’t want 
anything to do with rent control. 

Mr. O'Donovan. That may be true in the particular area from 

which you come, Congressman,-but I can say that in Long Beach 
and Ventura—I have contacted the councilmen in those areas and I 
believe they have the intestinal fortitude to take the thing on and 
handle it themselves. They don’t welcome it. Don’t misunder- 
stand me. They would rather there be no rent control. They are 
glad it is gone and wash their hands of it. But [ believe they would 
prefer to handle it in their own community rather than have an 
agency such as the Housing Expediter sitting in Washington, telling 
their citizens how to operate their prope rties. 
_ Mr. McKinnon. You feel that if Congress passed a law that said, 
in effeet, that if, in a given community, the supply was inadequate to 
meet the demand, for rental housing, that it then should direct the 
local government body, after it determines those facts, to set up a rent- 
control activity? 

Mr. O'Donovan. Yes, sir. 

\Ir. McKinnon. And the landlords would go along with such 
program? 

Mr. O'Donovan. It is my definite opinion, sir, that the landlords 
would. They went along with the Federal rent control in 1942, and 
did so up to 1946, when all other controls were dropped. The land- 
lors will go along. They are just as patriotic as anyone else in this 
country 

Mr. McKinnon. You are not as concerned about the enforcement 
and administration of the rent-control law as you are as to the de- 
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termination of whether it should be invoked, and the matter of supp) 
and demand? 

Mr. O’Donovan. That is right. 

Mr. McKinnon. But you feel that where there are areas that ay 
short of supply, there should be rent control, but in areas where ¢\) 
supply exceeds the demand, there is no need for it? 

Mr. O’Donovan. That is correct, and I think it is up to the Joe! 
people to make that decision. 

Mr. McKinnon. In other words, you urge rent control in certa} 
places. 

Mr. O’Donovan. I don’t urge it in any particular area until sue 
time as it is proven there is a shortage in that area. 

Mr. McKinnon. But if there is a shortage, you urge rent contro} 
be enacted in that particular locality. 

Mr. ODonovan. I believe that would be my stand. 

Mr. McKinnon. In other words, rent control should be a matter 
of specific locations, selective locations, rather than a broad general 
law? ; 

Mr. O’Donovan. That is correct, but may I add here, sir, that 
that selection not be made by someone here in Washington. 

Mr. McKinnon. Well, I agree with you, too, that a selection 
should be made on an impartial survey. 

Mr. O’Donovan. Right. 

Mr. McKinnon. But that here and there, throughout the United 
States, we are going to find concentrations, where rent control is ver 
necessary, and the law probably should state that where we find suc! 
a condition through an impartial survey rent control should be in- 
posed in those areas. 

I think we may have a difference in viewpoint as to who should 
administer it, but I think it should be based on an impartial gathering 
of figures. 

Mr. O’Donovan. May I say also, Congressman, that equally, into 
any law that you might determine to write, the local communit 
should, when it thinks the situation has eased—and again has had a 
survey taken—-have the power to decontrol in that area. 

Mr. McKinnon. You run into some other complications there, it 
seems to me. 

For instance, it is pretty hard for a local community to know what 
the Federal Government is planning, that will create or release som 
of these impacts that come from, say, concentration of troops, and tli 
city council at Oceanside, for instance, is not in a position, sometimes, 
to judge what is going to happen. 

More than that, city councils are influenced by the landlord group 
more than they are influenced by the group sent in as Federal em- 
ployees or military personnel. 

Mr. O’Donovan. I wouldn’t necessarily agree that that would } 
true. When you make the statement they are influenced more }) 
the landlord group, I believe that in every instance that I have seen 
a decontrol action take place, that they have been influenced by tly 
facts, and purely the facts, and not necessarily by the pressure of thi 
landlord groups. 

Mr. McKinnon. Well, I don’t quite subscribe to that. Unfor- 
tunately, it is pretty hard to listen alone to the cold facts. There ar 
other factors that influence a vote. Youare familiar with that the sam 
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as I am or you wouldn’t be in the activity you are in. You are in an 
association whose purpose, in part, is to influence votes and legislation. 

Mr. O’Donovan. Well, probably that is true, sir. 

Mr. McKinnon, may I say, in connection with the statement that 
you made, that possibly these city councils, not knowing what the 
plans of the Government are, with relation to activities around their 
community, and being in the dark, should they not have, or should 
not the Federal Government set up an advisory group? They have 
it in other industries. Say, an advisory group of realty and property 
owners, at the national level, that can, without disclosing confidential 
information, nevertheless, advise certain communities that it would 
be unwise for them to take certain actions. 

Do you get what I am driving at, sir? 

Mr. McKinnon. Yes, sir; I think your point is well taken. I 
think if we set up a rent control agency, and if we are going to have 
rent control or any other kind of controls, that the people who are 
going to be controlled should be consulted in an advisory capacity, so 
that they can make known their viewpoint or see that justice is 
administered. 

Mr. O'Donovan. On a national level. 

Mr. McKinnon. Both on a national level and on a local level. 

Mr. O’Donovan. It could filter down to the local level, but we 
have at the present time the so-called rent advisory boards in these 
controlled areas, and it has been a very sad experience, particularly 
in the Los Angeles area. 

Mr. McKinnon. Why is that? 

Mr. O'Donovan. Well, we have found—let me preface this by 
saving that the law required that there be a representative of the 
landlords on the board, a representative of the tenants, and three 
so-called public interest people—doctors, lawvers, and so on. 

In actual experience, we have found that there might be a landlord 
on the committee, there might be a realtor, who in effect is not a 
landlord, but who is designated as the landlord representative, there 
wil! be a tenant, there will be a representative of a veterans’ organiza- 
tion, who is theoretically one of the three public interest people, but 
that person invariably is a tenant, there will be—and I am thinking 
again of Los Angeles, a representative of the labor unions, the A. F. of 
L., in Los Angeles, for one, whom we know are violently opposed to 
decontrol and were so all through the decontrol action in Los Angeles 
and then you have your fifth so-called impartial person. 

In other words, to make it short and to the point, the boards were 
stacked. We found that to be true. 

Mr. McKinnon. How would you constitute that local board? 

Mr. O'Donovan. I would say that vou do not need five, for one 
thing. I think vou could have just three on the board. <A tenant 
representative, a landlord representative, and a professional man 
a lawyer or a doctor, someone who owns his own home. 

Mr. McKinnon. Either way you go you are likely to stack it, 
aren’t vou? 

Mr. O'Donovan. Not necessarily. 

Mr. Kuvezynsxkt. Mr. Chairman, I ask permission to file a state- 
ment by Mr. Paul Anderson of the Greater Chicago Hotel Association, 
following Mr. Vanderslice’s testimony. 

The CHarrMan. Without objection, that may be done. 
83473—51—pt. 328 
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(The statement referred to appears at p. 1811.) 
The CHArRMAN. Can you come back at 2 o’clock, Mr. Witness? 
Mr. O’Donovan. Yes, sir; 1 can come back at 2 o’clock. 

The CHairnMAN. Very well. The committee will recess to recon- 
vene at 2 o’clock. 
(Whereupon, at 12:15 p. m., a recess was taken, to reconvene at 

2 p. m., of the same day.) 


AFTERNOON SESSION 





(Whereupon, at 2 p. m., the committee reconvened, Hon. Brent 
Spence, chairman, presiding.) 

Members present: Messrs. Spence, Multer, McKinnon, Dollinger, 
Bolling, Burton, Kluezynski, Wolcott, Gamble, Talle, Cole, Nicholson, 
MeDorough, Buffett, and Betts. 

The CuarrMan. The committee will be in order. 

Mr. O’Donovan, you may resume the stand. 

Mr. Wolcott, do you have any questions? 

Mr. Woucorr. Mr. O’Donovan, on the charts which you submitted 
accompanying Mr. Dorn’s statement, I notice that you have rents 
on chart No. 2, at what looks to be about 132. 

Mr. O'Donovan. I believe it is 134.9 now, Mr. Wolcott. 

Mr. Wotcorr. Now? 

Mr. O'Donovan. No, that was at the time this chart was made, 
which was at the end of 1950. 

Mr. Wotcorr. Did he or did you get those figures from the Bureau 
of Labor Statistics? 

Mr. O'Donovan. Where they have refigured their method of ar- 
riving at them. 

Mr. Woxtcorr. Did you get them from the Bureau of Labor 
Statistics? 

Mr. O'Donovan. Oh, yes 
Labor Statistics. 

Mr. Woucorr. Did you, in your experience, know of any 7-poini 
rise In rents between midnight as of December 31, 1949, and the 
morning of January 1, 1950? 

Mr. O'Donovan. No, sir; I did not. 

Mr. Wotcort. I notice that on the economic indicators, for April 
L951. 

[ notice when we started 1950, it was about 7 points above December 
31, 1949, which narrows the difference between the rents and all items, 
by 7 points. 

Mr. O’Donovan. Yes, sir. 

Mr. Woucorr. I notice in the January 1951 economic indicators, 
that the level for November 15, 1950, is 125.4. 

And on the April 1951 indicators, November 15, 1950, is 132.5, an 
increase of 7.1, as taken from the economic indicators released by the 

committee’s economic council to the Joint Committee on the Economic 
Report to the Members of the House. 

It used to be somewhat confidential and was circulated among the 
members of the Joint Economic Report in the Eightieth Congress, 
and as we felt they should be made available, we passed a resolution 
making them available. 


, these figures are from the Bureau of 
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So that, under the old system of determining the rent line, and under 
the new system, there seems to be a 7-point differential. 

Mr. O'Donovan. Yes, sir; that is true. 

Mr. Wotcorr. And of course, because that was not applied to all 
items, that narrows the differential between rents and all items by that 
7 percent, which makes it look a little different. 

Mr. O'Donovan. There is no doubt about that. 

\ir. Wotcorr. In other words, they couldn’t be right in both 
instances. They were either right before 1949 or they are right now? 

Mr. O'Donovan. That is correct, sir. 

Mr. Woutcorr. They probably weren’t wrong in both instances. 

Mr. O'Donovan. It is my understanding, Congressman, that one 
cause of this 7-point differential is the computing method on the items 
that they now take into consideration in arriving at this index. 

Mr. Wotcorr. Yes. 

\ir. O'Donovan. I believe that the cost of television sets now come 
into the picture, when before they did not. I understand even beer 
is now in the picture. 

Mr. Woxtcorr. In determining rents? 

\ir. O'Donovan. No, in determining the index as it fluctuates up 
and down. 

Mr. Woxcorr. Well the index doesn’t fluctuate that way for all 
items. 

Mr. O’Downovan. As far as rents are concerned, Congressman 

Mr. Woucorr. | know how they do it. They evolved a new 
system of figuring rents deliberately to reduce this differential so the 
rent picture wouldn’t seem so bad in relation to all other items. 

Mr. O'Donovan. That is what has happened. 

Mr. Woucorr. In other words, it is almost a straight line from the 
beginning of 1948 to the end of 1950, and from the 1944 monthly 
average rents had increased only 19 points, but under their new method 
of reasoning it, rents have increased 26 points. 

Mr. O'Donovan. Yes. 

Mr. Woxucorr. | don’t like to make the charge but it just seems to 
me this is one case where sometimes although figures don’t lie, that 
liars stretch the truth somewhat. 

\ir. O'Donovan. It appears that that is the case. 

Mr. Woxcorr. I just wanted to know whether your charts were 
predicated on the new order of things or on the old order of things. 
You have testified they are predicated upon the present method of 
computing? 

Mr. O'Donovan. Yes, I believe the opening statement, or the 
foreword to the report states that there has been an adjustment made 
in accordance with the new method of figuring. 

Mr. Wotcorr. Then I notice that in the May and June indicators 
they have carried that rent line all the way back to 1940 and reconciled 
their new order of calculating it to the new method. 

Mr. O'Donovan. That is right. 

Mr. Wotcorr. So the line shows a steady increase, now, and doesn’t 
show this jump between December of 1949 and 1950. 

Mr. O’Donovan. That is correct, it makes a better picture now. 

Mr. Woucorr. It makes it look better. 

Mr. O’Donovan. It makes it look a lot better according to the 
way they have arranged it. 
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The CuatrmMan. Mr. O’Donovan, you have addressed your remarks 
almost exclusively to the conditions that prevail in Los Angeles and 
San Diego. 

Is there a housing shortage in Los Angeles now? 

Mr. O'Donovan. No, sir; there is no housing shortage in Los 
Angeles now. 

The Cuarrman. You don’t think there is any housing shortage 
You think the housing is ample? 

Mr. O'Donovan. Definitely. 

The Cuarrman. How about San Diego? 

Mr. O’Donovan. The information which I asked to have inserted mn 
the record this morning from Mr. Cotton of San Diego, indicates 
there is no housing shortage in San Diego. 

Mr. McKinnon. May | inform you, Mr. O'Donovan, that while | 
know Mr. Cotton personally and I know he is a man of the highest 
integrity, vet in this instance I am sure his facts are not correct if he 
savs there is no housing shortage. 

The Government just recently completed a survey there as to the 
need of housing, and regulation X was relaxed in San Diego to build 
6,000 additional units without regulation X credit restric tions. The 
commandant of that naval district recently was quoted in the press 
to the effect that military personnel needed some 9,000 additional 
housing units. Moreover, the president of Convair Aircraft Corp., 
certainly a man who doesn’t like Government controls, recently made 
the statement that for aircraft personnel there were some 12,000 
additional housing units needed. 

Now those statements just don’t jibe, do they? 

Mr. O'Donovan. Mr. McKinnon, if | might for a moment mention 
Admiral Baker, Commandant of the Eleventh Naval District. You 
have mentioned him. I would like to say that he made those very 
same statements at the same time the council saw fit to decontrol San 
Diego, that the military personnel had an insufficient amount of 

housing, and vet the facts proved otherwise. 

Now | am not saving that the situation remained static since that 
date : 

Mr. McKinnon. I don’t think there is anybody in San Diego, 
outside of John Cotton perhaps who will say we have a housing surplus 
in San Diego. On the other hand, however, many people will verify 
what John Cotton says, that rents have not jumped abnormally since 
decontrol. 

Mr. O'Donovan. He does say that yet. 

Mr. McKinnon. I haven’t seen his statement, but I am surprised 
that he doesn’t say there is a housing shortage in San Diego. 

Mr. O'Donovan. Can I give you an illustration of a situation that 
he himself had, in the instance of a six-room house, I believe out in 
a pretty nice neighborhood out of the center of San Diego, that he 
offered for rent at $115 a month? He happens to manage property, 
as vou know. Well, he had to reduce the rental to $85 per month 
before the place was rented. It remained vacant for some time before 
renting. 

The CHarrMAN. Well, both San Diego and Los Angeles are in an 
intensive defense area; are they not? 

Mr. O'Donovan. There are large defense installations in both 
areas. 
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The CuarrMan. And that condition might change at any time; 
might it not? 

Mr. O'Donovan. If there is a terrific influx into the Los Angeles 
area, the situation would obviously have to change, unless the housing 
being built kept pace with the influx. 

Mr. McKinnon. The big shipyards there have not yet been 
activated, have they? 

Mr. O'Donovan. Not yet. 

Mr. McKinnon. And a lot of the aircraft plants are not running 
at full production yet? 

Mr. O’Donovan. Well, they are increasing their personnel steadily. 

The CoatrrMAN. There will be shifts of population to both of those 
towns; will there not? 

Mr. O’Donovan. At this time, Mr. Chairman, the increase in 
employment in these areas is being taken from the unemployed in 
the area, already living in the area. 

Mr. McKinnon. That is not true of San Diego, Mr. O’Donovan. 

Mr. O'Donovan. I am speaking about Los Angeles. 

The CHatrMANn. Are there further questions? 

Mr. McDonovuen. Mr. Chairman. 

The CHarrmMan. Mr. McDonough. 

Mr. McDonovau. Mr. O’Donovan, in the administration of the 
present Rent Control Act, when it was in effect in Los Angeles, there 
was a system of rent advisory boards set up for the purpose of advising 
the property owner and tenant. 

Will you give the committee some information as to how that 
operated? 

Mr. O’Donovan. I will be very glad to, Congressman. 

I talked a little bit about that in the morning session, and I said 
that frankly they didn’t operate at all. I think the word I used was 
that they were a “‘stacked”’ group. Then I went on to say that the law 
required that the committee be composed of one landlord representa- 
live, one tenant representative, and three public-interest people. 

We found that not to be the fact in Los Angeles. There was invari- 
ably a person who was supposed to be a landlord representative, but 
he may have been a realtor and not owning income property. He, 
however, would be designated as the landlord representative. 

There would be a tenant. There would be someone from a veterans’ 
organization who, invariably, would also be a tenant. 

There was always a representative of the AFL or CIO, and ob- 
viously, from their statements to the press and publicly, they were 
continuously for rent control and I understand as late as yesterday, 
Mr. Green advocated stronger rent control. 

So you had, on the committee, one person, presumably a landlord 
representative, although he may not actually have owned rental 
property, you had a tenant, you had a veteran who was a tenant, and 
you had a representative of labor, which obviously overbalanced the 
committee completely. 

On the executive committee of the over-all board—there were 15 
boards set up in the Los Angeles area—on that executive committee 
there was no landlord representative. 

Mr. McDonovuanu. My experience in hearing from people in the 
city during the time the 1947 act was in effect in Los Angeles was that 
the rent advisory boards conducted themselves in a very arbitrary 
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manner and did not function according to the intent of Congress, as io 
what they should do and what they did do, in advising the tenant and 
property owner, and in many instances treated them very roughly 

Mr. O’Donovan. That is correct. 

Mr. McDonoven. To bring the thing up to the present status, and 
on the question of rent control in that area, in reading the local papers 
I find the ad section is filled with offers for rent for 3-, 4-, and 5-roome 
houses, some furnished, partly furnished, and unfurnished, ranginy 
from $35 to $65 a month. : 

Mr. O’Donovan. Yes, sir; there are hundreds of them. 

Mr. McDonovenr. Do you have any way of informing the com- 
mittee as to what percentage of such offerings represent the numbe: 
such houses available? In other words, when people spend mone, 
advertise a five-room house, unfurnished, at, we'll say, $45 a month 
they must be pretty badly in need of a tenant. 

Mr. O’Donovan. That is correct. 

Mr. McDonovueu. How many would that represent as compare: 
to those who have houses for rent and don’t advertise? 

Mr. O'Donovan. According to a recent survey we showed an 84 
vacancy factor, so he would be in that category of 8.4 percent. 

As an illustration, Congressman—and you happened to hit on 
figure that fits this particular illustration, $45—a woman owning 2 
two-bedroom unfurnished place on La Mirada, in Hollywood— 
might even be in your district—around the 6800 block, offered that 
unit for rent at $45 per month. Under the OPA it had been frozen 
at $50. She couldn’t get any takers. She advertised, she had signs, 
and there were no takers. 

Mr. McDonovuen. Offering it for $5 a month less than the rent 
control had set the rent at? 

Mr. O'Donovan. That is correct, sir. 

Mr. McDonovuanu. There was recently a committee appointed } 
Mayor Bowron to make a survey of the need of rent control in the city 
of Los Angeles, and up to now I have heard nothing about it. 

Do you know whether it is functioning, or whether it has ma 
any report? 

Mr. O'Donovan. I can tell you this, Congressman. At the tim 
the mayor set up this committee, composed of Dr. Warren of UCLA, 
Dr. Pettengil of USC, and Dr. Cottrell of the Haynes Foundation 
the mayor wrote to our association, wrote to the Small Property 
Owners League, to the realty board, and asked if we would supply 
that committee with any facts and figures we might have on rental 
conditions in the city of Los Angeles. 

In conjunction with the chamber of commerce, the Small Proper) 
Owners League, the realty board, and ourselves, we compiled 
report and brought that report to this three-man committee. ‘Thi 
report was read to them, and the only questioning was made by Dr 
Pettengil as to the methods in which certain surveys were made t0 
arrive at the figures contained in the report. 

They said that they would call on us once again should they want 
further information, but have to date not done so. 

Now we turned that report in to the committee, to the best 0! 
my recollection, approximately April 23, and to date they have not 
called upon us, nor have they issued any release of any kind—that 
is up to Saturday, when I left the city. 
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Mr. McDonovau. I think it is significant for the committee to 
know that the public reaction to decontrol of rents in Los Angeles 
was confirmed pretty much in the public interest by a recent election 
in the city of Los Angeles, where nine of the members of the council 
that voted for decontrol were reelected. 

Mr. O’Donovan. That is right. 

Mr. McDonoveu. One of them was unopposed for reelection, and 
two other councilmen that voted for decontrol were defeated in the 
final election, just a week ago Tuesday. 

Mr. O’Donovan. That is correct. 

Mr. McDonovau. So that the action the city council took, which 
Tighe Woods resisted through all the courts of the land that he could 
resort to, was in the public interest and the public responded to it 
and reelected the Los Angeles city councilmen who voted for decontrol. 

\ir. O'Donovan. They showed it by their vote. 

Mr. McDonoveu. That is rather pertinent, because, if the people 
of Los Angeles didn’t agree with the city council, they would have 
defeated those who voted for decontrol. 

Mr. O’Donovan. As a matter of fact, a great hue and cry went 
up by the representatives of the tenants’ council that they were 
voing to recall certain of the councilmen and that feel flat on its face. 
The publie just could not be aroused; they weren’t aroused; there 
was no reason to be aroused. 

Mr. McDonoveu. Yes. That is all, Mr. Chairman. 

The CHarrMan. You may stand aside, Mr. O’Donovan. We are 
glad to have your views and they will be considered by the committee. 

Mr. O'Donovan. Thank you very much, sir. 

The CuarrMan. Call the next witness, Mr. Clerk. 

Mr. Hatianan. Mr. G. G. Bauman, representing the Small Prop- 
erty Owners League of Los Angeles. 

The CHatrrmMan. Identify yourself and proceed. 


STATEMENT OF G. G. BAUMAN, THE SMALL PROPERTY OWNERS 
LEAGUE 


Mr. Bauman. My name is G. G. Bauman. I am the chairman of 
the Coordinating Committee of the Small Property Owners League 
in Los Angeles. 

At the outset I want to express the appreciation of our group for 
being permitted to appear before this committee. 

On July 28, 1950, the city council of Los Angeles, Calif., after a 
public hearing, adopted a resolution finding that there no longer 
existed such a shortage in rental housing accommodations as to 
require rent control in this city. In so doing it became the first and 
only one of the very large metropolitan areas in the United States to 
take this step. Why? 

When the city council voted for decontrol the Housing Expediter 
resorted to every trick, device, and subterfuge which he and _ his 
cohorts could concoct, including collusive law suits 3,000 miles away, 
to block this step. However, the indignation of an aroused and 
shocked citizenry wouldn’t take the Expediter’s ‘no’ and pressed 
the matter until on December 20, 1950, decontrol of Los Angeles was 
attained. Why did the citizenry of this particular community rise 
up to fight the rent czar? 
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The answer to this and the preceding question, we believe, will }. 
found in the fact that there are thousands of small property owners, 
small landlords, in this community—perhaps more than in any other 
area in the country. Their experience under rent control brought 
forth a rebirth of the spirit of the “Boston Tea Party.” They had had 
enough. But let us look at the small property owner under rent 
control in Los Angeles. 

For the most part the small landlord could not afford to employ 
representatives to intercede for him at the rent office. Consequently, 
he went himself to the area rent office whenever he sought adjustment 
or general information in regard to his property. Instead of being 
serviced by an unbiased neutral agency endeavoring to equitably 
administer the laws, the property owner found that he was subjected 
to insults, discourtesy and for the most part treated as though he 
were on probation under the surveillance of a vindictive conqueror. 

Illustrative of such conduct is the case of Mr. and Mrs. Jensen who 
purchased a home on Logan Street in Los Angeles. Mrs. Jensen went 
to the local rent office to request a form with which to apply for a 
certificate to get possession of the house from tenants then in posses- 
sion. She was curtly told by the man at the counter, ““‘Who the devil 
do you think you are that you have a right to buy a house and put 
someone out to live in it yourself? You cannot have a form.”’ She 
got a form all right, but through an attorney and not at the rent office. 

There was one set of rules for tenants, another for property owners. 
Where a landlord failed to file a registration statement at the time of 
rental, regardless of the circumstances, the rent office reduced the rent 
retroactively to the date of such first rental. No such retroactivity, 
however, could be obtained on behalf of the landlord in cases where he 
had improved his property or converted it from unfurnished to fur- 
nished but had inadvertently delayed in requesting an adjustment. 
In such case if a complaint for overcharge was made covering the 
time prior to his application for adjustment no consideration could 
be given to the fact that improvements had been made or that the 
place was now finished. He simply paid without recourse. 

The unalterable rule of the area rent office was to reduce the rental 
rate for which units were first rented after the maximum rent date. 
This rule was applied arbitrarily and without regard to the rental value 
of the premises or of comparable accommodations in the area. 

A typical application of this rule is found in the case of a widow 
who, after her husband passed away in 1949 rented her six-room home 
on Mayberry Street in Los Angeles for $60 per month and went to 
live with her relatives. Her rent was reduced by the rent office to 
$40 per month, although across the street from this house a converted 
one-car garage with a cement floor and containing a portable stall 
shower rented for $90 a month. 

The compliance section of the Los Angeles rent office subjected 
the small property owner to threats, intimidation, and verbal abuse 
in their attempt to extract or extort penalties where no penalties were 
due. This section seemed to take particular delight in frightening 
and abusing women property owners. 

The personnel in this section cared little about equities in the mat- 
ters before them. Their theme was “pay triple’ or “pay double” (in 
cases of alleged overcharges) or we will put you in jail, take your 
property and assess attorney fees against you. 
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Typical of the conduct of this section is the case of Vera Griffin 
who when she appeared before a compliance negotiator was haughtily 
told that she must pay $3,000 immediately, that he didn’t care what 
che facts were, that if she didn’t her property would be taken from 
her, she would be dragged through court and assessed even more than 
that plus attorney fees. 

She went to court. The court found—as she had admitted—that 
there was technically an overcharge but that the equities were all in 
her favor and against the Government, that the overcharge was $300, 
not $3,000, that no penalties or attorney fees were allowable. 

Applications for certificates to secure possession of property were 
denied at the whim of the rent officials and for the most part without 
reason or justification. A simple letter from a tenant objecting to an 
application for a certificate or an adjustment in rent often resulted in 
its denial without further consideration. 

in 1947 (to April 1949) when Congress placed the determination of 
eviction matters in the hands of the local courts, the rent office still 
endeavored to maintain its iron grasp over the control of property. 
Its rent attorneys frequented the municipal courts and wherever the 
opportunity presented itself, sought to influence the courts against 
the property Owners in eviction matters, speaking at their own rqeuest 
as a so-called “friend of the court.” 

sut this was only part of the picture. Where the rent office felt 
that in some particular case a landlord might prevail (or the tenant 
asked their help) or that a decision in favor of the property owner 
might set a precedent unfavorable to their slanted administration of 
the law, they enjoined the landlord from proceeding with his case in 
the State court by a United States district court injunction. 

This was done despite the fact that the tenant was represented by 
independent counsel, that the case was at issue before the municipal 
court and that every defense which could be raised was raised in 
such action. 

When this happened the small property owner threw up his hands. 
He was not financially able to fight the Federal Government through 
a delayed district court case merely to decide whether he be allowed 
to proceed with an eviction suit already pending in the State court. 
Thus, the rent office succeeded in perpetuating the tenant in occupancy 
and denying to the property owner access to his own local courts. 

The rent office consistently pursued a policy of setting renter against 
property owner where no cause or reason for friction previously 
existed. As a result hundreds of property owners locked up their 
units When a vacancy occurred rather than endure the abuses which 
they had experienced under the stimulation and sanction of the 
rent officials. 

A typical illustration of the practice of the rent office of stimulating 
strife and friction may be found in affidavits of tenants James Rh. 
Moves, Ruby Keefer, and Louis E. Surrett on file in the case of 
Woods v. Wheeler (No. 7856 W, U.S. District Court at Los Angeles). 

The affidavits of these tenants set forth that without invitation 
they were contacted by investigators of the rent office who by intimi- 
dation and coercion endeavored to secure statements from them that 
they were dissatisfied with their housing and that they had been 
overcharged. Some were insulted when they refused to sign previously 
prepared statements handed them by these investigators. These 
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affidavits set out that these gestapo men from the rent office lel; 
“cell” meetings among tenants on the landlord’s premises to stir wp 
trouble and complaints and one meeting was presided over by an 
armed representative of the rent office. 

When the 1949 amendments to the Rent Control Act recontrolled 
properties, many small property owners who had gone to great 
expense to modernize and improve their properties which had been 
previously decontrolled, lost such property as a result of the con- 
fiscatory coiling reimposed by the rent office. 

The fair net operating return formula provided in the rent law was 
emasculated and circumvented by the rent office. To illustrate this 
is the case of Mr. Robert Pabst who after refurnishing, redecorating, 
and reequipping some units on Coronado Terrace in Los Angeles for 
rent to nurses at the nearby hospital at the rate of $8 per week, had 
the rate cut to $5 and $5.30 per week by the rent office. 

This was done despite the fact that his actual operating cost—as 
admitted by the rent office—was $6.25 without allowance for depre- 
ciation. This liquidated Mr. Pabst as a landlord 

Owners of larger properties found that from time to time by paying 
substantial sums of money to individuals who claimed to have in- 
fluence and knew where to spread the money at the local office, got 
desired adjustments. The small property owner was aware of this 
but aside from his moral abhorrence of the practice, he couldn’t afford 
to buy relief. 

Significant to the small property owner was the fact that on the 
executive council of the local advisory board in Los Angeles there was 
not one truly property owner representative. 

It contained a rigged and biased group, apparently ever ready to 
do the Expediter’s bidding. 

The small property owner found that rent control meant confisca- 
tion, that it was in fact property control; that under it he was denied 
freedom of contract; that he was required to subsidize persons often in 
better financial condition than he; that it was arbitrarily and vindic- 
tively administered; and that his efforts to secure adjustments and 
equity were met with abuse, slander, and rejection. This was the 
plight of the small property owner under rent control in Los Angeles. 

Five months after decontrol finds Los Angeles with thousands of re- 
painted, refurnished, clean, moderately priced housing units for rent. 
Competition has brought rents down. Many rents are below that 
which existed under rent control. Hundreds of units are offered for 
rents below $50 per month. It is now necessary to fix up and to ad- 
vertise to even rent at all. 

Among the small Jandlords, these vacancies are not reflected in the 
surveys of professional property owner associations. The greater part 
of these small landlords cannot afford the cost of membership in such 
organizations and thus there is no accurate count of their vacancies. 

One barometer to vacancies, however, can be found in classified ads 
of housing for rent. On May 6, 1951, there was in excess of 66 percent 
more ads of housing for rent in local newspapers than there was 1 year 
previously under rent control. 

In the matter of evictions, the records of the municipal court dis- 
close approximately the same number of eviction suits as were filed | 
year previously when rentals were not only under control but cer- 
tificates were required in most cases. 
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Thousands of dollars have been spent for furnishings and improve- 
has benefited from the elimination of this unnecessary “‘police state 


” 
agency. : 
The small property owner has his property back and shudders at 


- the thought that he may again be subject to the tyranny and confisca- 
~ tion which he endured under rent control. 


The CuarrMan. When was Los Angeles decontrolled? 

Mir. BauMAN. December 20, sir. 

The CHatrMAN. When? 

Mr. Bauman. December 20. 

Mr. GAMBLE. 1950? 

Mr. BauMAN. Yes, sir. 

The CuarrMAN. There has been no control there since that time? 

Mr. Bauman. None, sir. 

The CHarrMAN. These instances that you mentioned occurred 
sometime ago? 

Mr. Bauman. They occurred prior to that; yes, sir. 

Mr. McDonouacu. Mr. Chairman, the decontrol in Los Angeles 
occurred 6 months after the action taken by the city council, which 
in most cases throughout the United States was immediately effective, 
but in this instance, which occurred in July, the Expediter carried it 
through the courts which deferred the action until the courts finally 
ruled in favor of the city council in December. 

Mr. GamBue. Are you suggesting that it was decontrolled because 
the Expediter could do nothing else to hold up decontrol? 

Mr. McDonoveu. He was ordered to decontrol by the courts. 

Mr. Gamsie. Where do these people come from? Are they local 
people, in California? Or are they imported? 

Mr. Bauman. Some of them are imported, sir. They come from 
Washington. 

Mr. McDonouau. Well the rent-control director came from Seattle. 

The CuarrMaNn. Are there further questions? 

Mr. Tanue. Mr. Chairman. 

The CuarrMan. Mr. Talle. 

Mr. Tatue. What is the situation in Manhattan Beach? Is it 
about the same as elsewhere throughout the city? 

Mr. Bauman. It is generally the same throughout, sir. I don’t 
have any independent knowledge of the conditions in that particular 
part of Los Angeles, but generally they are the same throughout the 
city. 

Mr. Tatte. Have you had any complaint about the Veterans’ 
Administration, with reference to making loans, on the part of vet- 
erans who want to buy property in Los Angeles? 

_ Mr. Bauman. No; I have never been connected with that phase of 
It. 

We had 450,000 single family units constructed in Los Angeles 
\J-day, in Los Angeles County. 

And there is a $200 million housing project just outside of Los 
Angeles—private housing—Lakewood Village. There are plenty of 
homes there if people want to buy them and pay $45 a month, or $47 
a month. 

Veterans in most instances have been able to secure those homes 
without any down payment, and if they want a three-bedroom house, 
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I think they have to go as high as $52.50 a month, and nothing doy, 
except the impound, which amounts to about $90. 

Mr. Tauue. The reason I ask, is, a veteran I know very well wrote 
to me and asked my help in trying to solve his problem. He wanted 
to get a loan from the Veterans’ Administration and got nowhey, 
with it. 

Mr. Bauman. If they have a reasonably secure position, one that 
is not a fly-by-night job, and they can pass the ordinary credit refer- 
ences, they can obtain a GI loan and get a house for less than hundr 
dollars. ‘That just includes the escrow impounds and anywhere fron 
$42 to $55 a month, which includes everything. 

Mr. Tauue. In this instance, the complaint was that no loan coul 
be made without an appraisal by the Veterans’ Administration, an 
the Veterans’ Administration Office failed to send an appraiser ow 
to examine the property. So that stopped it. The veteran final}; 
gave up and went to FHA. 

Mr. Bauman. I see. 

Mr. McDonoven. Mr. Chairman. 

The CHatrMan. Mr. McDonough. 

Mr. MeDonoven. Do you have any figures to show how many 
individual property owners there are in the Los Angeles area? 

Mr. Bauman. No, I don’t, Congressman. I don’t know how many 
there are. 

I know that we have, in our branches, around 30,000 that ar 
supposedly members of the Small Property Owners League. 

Mr. McDonoveu. I think the committee should know that Mr. 
Bauman, in coming here, is representing not the large investors 11 
rental property, but is representing the salaried home owner who 
perhaps has a duplex, or one or two units, many of whom depend 
almost entirely on that rental for his or her livelihood. He isn’t what 
you would call a representative of any vested interests. He is a repre- 
sentative of the individual investment on the part of the small property 
owner, and it is a compliment to them that they would go to the tim 
and expense to send a representative here to inform the comimitt: 
and I think he has made a very fine statement. 

Mr. Bauman. May I say this, Congressman: That many of « 
members are members of unions, and such, too. We have janitors 
and people who have managed to buy two and three units, ‘aa whet 
these various unions were assessing members fees to fight this rent 
control, we had our members in this who were on the other side. ‘They 
were being assessed fees to fight themselves, because we have many 
members in the Retail Clerks Union, who paid $25 into a fund to figh! 
rent control, and they had four or five units themselves and were 
members of the Small Property Owners League but they had to do it 
or they would lose their jobs. 

The Cuatrman. I think the people of Los Angeles take a great dea! 
of interest in their Government’s affairs and I know that they take 
great advantage of their right to seek redress in grievances. I think 
that is very commendable. 

Thank you very much, Mr. Bauman. 

Call the next witness, Mr. Hallahan. 

Mr. Hatuanan. Mr. Jack Pinkston, representing the Home and 
Property Owners’ Alliance, Inc. 

The CuarrMan. You may proceed, Mr. Pinkston. 
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Mr. Prxxston, Mr. Chairman, I am Jack Pinkston of Dallas. In 


the interest of saving the time of the Committee, I have a prepared 


statement in a joint statement of the Honorable Carlton Moore, Sr., 


of Houston, a member of the Texas Legislature, and also of myself, 


Jack Pinkston. of Dallas, Tex. 
~ | would like to make certain pertinent remarks from the entire 
statement and then I would like the statement included in the record, 
if Your Honor please. 

The CHATRMAN. Very well. 


' JOINT STATEMENT OF CARLTON MOORE, SR., AND JACK PINK- 


STON, ON BEHALF OF THE HOME AND PROPERTY OWNERS’ 
ALLIANCE, INC. 


Mr. Pinkston. We reside and own property in Houston and Dallas, 
respectively. Our appearance before this honorable committee is 
made on behalf of the Home and Property Owners’ Alliance, Ine., 
which is chartered as a Nation-wide organization designed to correlate 
through a system of education, the thinking processes of all who own 
property, plus those who aspire to sustain unto themselves and to 
posterity the sacred right of the individual to own property. 

It shall be our earnest endeavor at all times to safeguard strenuously 
the right of the citizens of this Nation to maintain the familv rela- 
tionship, to acquire and to hold inviolate a home for their family and 
to determine their own destiny in accordance with the teaching and 
guidance of their creator, unaided and unhampered by governmental 
authority. In pursuance of these stated ideals, we must of necessity 
aline ourselves unalterably in opposition to H. R. 3871 in its entirety. 

We must oppose said H. R. 3871 because every provision thereof 
is extremely violative of the fundamental principles upon which our 
divine American freedom is based. Broadly stated, the twofold pur- 
pose of H. R. 3871 is: (1) To divest the citizen of his constitutional 
right to freedom of action and to vest in the Government the power 
to control the actions of the citizen; and (2) to divest the citizen of his 
constitutional right to own property, both real and personal, through- 
out his lifetime, and to control his property throughout his continued 
competency free from fear of interference in either case by Govern- 
ment agents; and to vest in the President alone, one individual, the 
power, at will, to confiscate any (or all) property, real and/or per- 
sonal, the citizen’s home included, whenever he (the President 
chooses, based solely upon his own individual determination, correctly 
or incorrectly, that such confiscation would best serve the very 
nebulous philosophy, viz., ‘in the interest of national defense ,’”’—— 

The CHArRMAN. The courts have upheld rent control, haven’t 
they? 

Mr. Pinkston. I am not talking about rent control, Your Honor. 

The CHarrMAN. What are you talking about? 

Mr. Pinkston. I am talking about that section with reference to 
the taking of the property itself, section 102 of H. R. 387 

The CHarrmMan. Well we are considering rent control today. 

Mr. Pinkston. This—— 

The CuatrMan. That is what we are hearing today. 

Mr. Pinkston. I touch rent control in this statement too, but it 
Was our understanding that the hearing was on the whole of H. R. 3871. 
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The CuarrMan. Well let’s stay with rent control. 

Mr. Pinkston. Because we do want to oppose H. R. 3871 in jj 
entirety, as well as the provisions contained therein with reference ty 
rent control. 

The CHarrMAN. Well we have set this hearing today, to conside; 
rent control. 1 don’t think we can go into the constitutional qurs. 
tions involved. 

Mr. Woucorr. Mr. Chairman, it seems to me the owners and 
renters of property are vitally interested in the provision he has jys; 
been discussing, namely the power in this law to take their property 
away from them, so that it can’t be rented, and the effect which the 
bill will have upon renters generally and I assume that is the poin 
he was going to make. 

Mr. Pinkston. That is entirely correct. 

The CHAIRMAN. Well it is not directly under rent control. 

Mr. Pinxsron. When we consider H. R. 3871 in its entirety, w 
must regard the rent provisions being only in the alternative to take 
the power itself. 

The CuarrMan. Well, I think not, but go ahead. 

Mr. Pinxston. And alternatively to give the President the power 
to control all rental property, except property used solely for agri- 
cultural purposes, far beyond the wildest imaginary contemplation 
of the venerable framers of our great Constitution. No emergence) 
situation, real or conjectural, is requisite to invocation of these 
freedom-annihilating powers and no review of this one-man deter- 
mination is provided. 

That there are some in the Government of the United States today 
who think in such un-American channels is indicative of the grave 
peril now threatening to destroy from within this great divine 
inspired Government of the people, by the people, and for the people 
Our greatest hope for survival in this crisis lies in the knowledge that 
this great Government has endured dire crises before. 

The philosophers in the theory of cyelie recurrence doubtless 
foresaw the probability that in this day tbis great Nation again 
would be threatened seriously with destruction by the work of our 
own hands. 

The CHarRMAN. Are you opposed to rent control? 

Mr. Pinkston. I am opposed to any control; yes, sir. 

The CHairMan. On the constitutional ground or on other grounds? 

Mr. Prnxston. On constitutional ‘grounds; yes, sir, I will make 
that broad statement. 

To be perfectly frank, we are opposed to controls of any type. 
We want to see the people left as free now as they were in the beginning 
in this country, and in order to do that, we certainly should forget 
about all of these controls, recognizing that that will bring some 
hardships on some of us here and there, but recognizing further that 
in the final analysis, our freedom is worth it. 

To continue, fourscore and seven years ago a great President and 
eminent American statesman said substantially: 

Fourscore and seven years ago our fathers brought forth on this continent a new 
Nation, conceived in liberty, and dedicated to the proposition that all men are 
created equal. 

Now we are engaged in a great struggle, testing whether that Nation, or any 
nation so conceived and so dedicated, can long endure on such bases. 
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Countless brave men have fought and died to sustain those sublime virtues 
inherited by us, and the least that we can do is here to dedicate ourselves to an 
increased devotion to that cause for which they gave the last full measure of 
devotion; that we here highly resolve that these dead shall not have died in vain; 
that this Nation, under God, shall have a new birth of freedom; and that gov- 
ernment of the people, by the people, for the people, shall not perish from the 
earth. 

In other words, countless thousands of brave men have fought 
and died to gain and to sustain the very same freedoms which said 
H. R. 3871 now proposes to destroy by congressional action. 

Title I, section 202 of said H. R. 3871, beginning on page 2 thereof, 
reads in part: 

Whenever the President deems it necessary in the interest of national defense 
he may acquire by purchase, donation, or other means of transfer, or may cause 
proceedings to be instituted in any court having jurisdiction of such proceedings 

The CuarrMan. I don’t think that is germane to rent control. 
Those are defense plants and I don’t think we want to go into that 
this afternoon. 

Mr. Woucorr. Mr. Chairman, it goes right to the meat of this law, 
asIsee it. If the Federal Government is going to take property away 
from the people—— 

The CuatRMAN. Do you think the Government can take away 
people’s homes? 

Mr. Wotcorr. Under the provisions of this act, they have the 
authority to do it and if they are not going to do it, we should exempt 
them from the act. That is what he is talking about. 

Mr. Prnxstron. That is it, exactly. 

The CHatRMAN. I don’t think there was ever any contemplation 
of that. 

Mr. Wotcorrt. If there isn’t any, then we should take it out of the 
bill. 

The CHatrMAN. Go ahead, Mr. Pinkston. 

Mr. Pinkston. (Continuing). 
to acquire by condemnation, any real property, including facilities, temporary use 
thereof, or other interest therein, together with any personal property located 
thereon or used therewith, that he deems necessary for the national defense, such 
proceedings to be in accordance with the act of August 1, 1888 (25 Stat. 357), as 
amended, or any other applicable Federal statute. Upon or after the filing of the 
condemnation petition, immediate possession may be taken and the property 
occupied, used, and improved for the purpose of this act, notwithstanding any 
other law. Property acquired by purchase, donation, or other means of transfer 
may be oecupied, used and improved for the purposes of this section prior to the 
approval of title by the Attorney General as required by section 355 of the Re- 
vised Statutes, as amended. 

Thinking logically, the term “any real property’’ does not exclude 
any real property, and therefore of necessity it also means all real 
property. The term “or other interest therein” certainly includes 
the fee simple title therein. 

rhe term “together with any personal property located thereon” 
necessarily means all personal property in this Nation, since all such 
personal property is located on the real property where it is situated. 

The term “upon the filing of the condemnation petition immediate 
possession may be taken and the property occupied,’’ undoubtedly 
means that it is not necessary to await any action on the petition by 
the court. 


’ 
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And the term “prior to the approval of title by the Attorney Gen. 
eral,’’ removes the last possible obstacle to the immediate confisca. 
tion by the President of every item of property of whatsoever nature 
in this Nation. 

In other words, disregarding the meaningless verbiage contained 
therein, the said quoted section 202 means simply, to wit: That the 
President, by condemnation, may take any orall real and personal prop- 
erty in this Nation whenever he chooses. These are not mere idle words 
to thoseof us who have seen our Tidelands confiscated on identically the 
same excuse, viz: in the interest of national defense. Joe Stalin has 
no more power over the property within the Soviet Union than these 
provisions propose to give the President of these United States. 

It can be said with definite certainty that not more than 1 percent 
of the people of this Nation now know about the provisions of this bill, 
and it is further certain that as the people learn about these provisions 
they will become fighting mad. The Boston Tea Party will be compa- 
rable to an ordinary Sunday afternoon tea party, beside the chaos that 
will reign through this Nation, if said H. R. 3871 should pass this 
Congress. The people of this Nation are not going to sit idly by while 
their homes and their property are being confiscated. 

Surely no loval American Senator or Congressman will vote to create 
a one-man dictatorship over the property of this Nation, as clearly is 
contemplated in said H. R. 3871. 

Said H. R. 3871 is objectionable in that it would permit the Gover- 
ment to engage freely in the manufacture, processing and production 
of goods, commodities and materials in competition with its citizens 
notwithstanding the fact that such governmental! operation is repug- 
nant to free enterprise. 

Mr. Wotcorr. I think you are making an exceptionally good state- 
ment. It is very, very well prepared. 

Now, we have to go to the floor to answer the roll call, and if there 
is going to be any confusion here while you are discussing this, perhaps 
we better go and come back together, because we can’t follow this 
gentleman’s argument during this confusion. 

The CHarrMan. Where is the confusion? 

Mr. Wotcorr. The confusion has been all around me here. I hav: 
been trving to follow this statement. 

The CuHarrMANn. Well, we will recess and return when the roll call 
is over. 

(Whereupon, at 3:05, the committee recessed, to reconvene at 3:45 
p. m., of the same day.) 

The CuatrMan. The committee will come to order. We will resume 
the hearings. You may proceed, Mr. Pinkston. 

Mr. Pinkston. Particular objection is made to title [V—A, titled 
“Rent Stabilization,” for the reason that the same is merely a guise 
by which the advocates of rent control hope to accomplish indirect!) 
that which they are convinced they cannot accomplish directly—the 
renewal of rent controls Nation-wide. 

“xperience has proved conclusive to the satisfaction of everyone 
who has viewed the facts with an open mind that rent controls consti- 
tute the biggest fraud ever perpetrated upon any people. Experience 
in France over a span of nearly 30 years proves that in addition to usurp- 
ing and destroying the freedom of both the property owner and the 
tenant, rent control accomplishes exactly the reverse of that which 
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its proponents claim. Private investors refuse to build new housing 
where there is a possibility that it will be controlled. The result being 
that today we are foolishly spending millions of hard-earned American 
taxpayers’ dollars under the Marshall plan to build public housing in 
France. Public housing is such a menace to freedom and democracy 
that expounding upon its iniquities could proceed ad infinitum. 

Experience in Dallas, the first major city in the United States to 
decontrol, as well as the experience of Texas, the first State in this 
Nation to cast off the un-American shackles of Federal rent control, 
proves beyond the shadow of a doubt that rent control was the greatest 
American fraud of all time. Experience has not sustained a single 
statement made by the proponents of rent control in its behalf, either 
before, during, or after its tenure. Before rent control became effec- 
tive, and during rent control while the war lasted, the proponents of 
rent control said its purpose was to help the war effort. 

However, their refusal to relinquish such controls when the war 
ended proved that they were not acting in good faith at any time in 
making such claims. 

The proponents of rent controls said that rent controls would pre- 
vent a housing shortage. Statistics presented hereinbelow prove that 
no housing shortage existed when rent controls were clamped on; but 
these statistics further prove that as soon as thousands of rental- 
housing owners felt the sting of tvranny as administered by the hous- 
ing boss and for that reason withdrew their housing from the rental 
market, there developed a very serious housing shortage in this State. 
The statistics presented hereinafter showing the availability of rental 
housing from 1950 to date proves this point conclusively. The pro- 
ponents of rent control said that any decontrol of rents, together with 
release of restrictions over evictions, would create chaotic conditions 
which would force the “‘poor tenants” te live in the parks and streets; 
but not a single such case has resulted. 

The proponents of rent control warned vigorously that, if rents 
were decontrolled, the price of rentals would skyrocket beyond the 
ability of the tenants to pay; but experience has shown that, notwith- 
standing the fact that rents had been frozen at depression levels for 
7 vears, while the price of other commodities had been increasing, 
rents have not increased as much since decontrol as most other com- 
modities during the same period. As a matter of fact, rents have not 
increased as much since decontrol as the dollar has decreased in value 
during the same period of time. It has been traditional throughout 
the ages that from 20 to 25 percent of a family’s income could and 
should be budgeted to rent. However, BLS cost-of-living index for 
December 15, 1950, shows that only 13.1 percent of the family’s in- 
come now is being spent for rent. In other words, the false propa- 
ganda we sometimes hear about rent gouging is merely a misguided 
figment of someone’s imagination. 

No; rent control never has been intended actually to help any- 
body. Instead, rent control was conceived and has been used solely 
as a tool of the socialistically inclined master minds to force private 
owners out of the rental-housing field so they in turn could sell Con- 
gress on the idea that it was necessary for the Government to step in 
and build the housing for the public. 

As proof that rent control produces housing shortages instead of 
relieving such shortages, please consider the statistics hereinbelow 
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which were taken directly from the paid-classified-ad columns of the 
daily newspapers in Texas. People may exaggerate in compiling 
statistics, but people do not exaggerate when it comes to paying out 
their hard-earned money to advertise either an apartment for rent o; 
for an apartment tolivein. The paid-classified-ad statistics presented 
hereinbelow show that when Federal rent controls were imposed oy 
Texas there was adequate re ntal housing available for everybody, and 
that the ‘‘wanted to rent” classified columns of the newspapers 
practically were nonexistant. 

These statistics further show that within a short time after rent 
controls were imposed, the available housing began decreasing, and the 
“wanted to rent’? columns came into existence and started gr Owing, 
By the time rent controls had been in effect 2 or 3 years, the “wanted 
to rent” classifications equaled and exceeded the “for rent”’ classifica- 
tions, and this condition existed until the newer housing was freed from 
controls in 1947. Thereupon the ‘wanted to rent” classification 
started receding and the ‘for rent” classification started growing. 

Immediately upon decontrol of rents in Texas, the ‘wanted to rent” 
classification took a sharp dip, while the ‘for rent’’ classification made 
a sharp climb. Today there exists wholly a tenants’ market with 
reference to rental housing throughout the State of Texas, and the 
“wanted to rent” classification columns practically have disappeared 
from the newspapers. 

It is a fact well known to all Texans, and well sustained by all 
statistics, that, as a result of decontrol of rents, Texas has witnessed 
the greatest building boom in the history of the State. So many apart- 
ments, houses, and rooms are available for rent wherever one looks 
that the prospective tenant now can choose the type of accommoda- 
tions he prefers, require special inducements of the property owner, and 
at rentals which the tenant can afford to pay. Within the past 0 
days, one owner in Dallas has been advertising that he would pay the 
moving bill from anywhere in the city, give 1 month’s free rent, and 
extend other inducements to get someone to move into his apartments. 

Regardless of any twisted or false stories to the contrary there have 
been no true hardship cases resulting from decontrol. The Bureau of 
Census release dated May 6, 1951 (series HC-4, No. 10), shows that 
the median monthly rental for urban homes in Texas is $37, which is 
about the same as the median for the whole United States. 

You see, Texas has been out of control for nearly 2 years. And 
Dallas has been out of control for 2 years effective the 23d of this 
month. 

Since most of the United States still was under control at the time 
the census was taken, this proves that rents in Texas have not sky- 
rocketed as a result of decontrol. This census report further shows 
that one-fifth of the rental units in the State were renting for less than 
$20 per month, and that only one-fifth were renting for $60 or more. 

This same report shows that the total number of dwelling units 
increased 36 percent from 1940 to 1950, while the population in 
dwelling units increased only 19 percent during the same period. 

The number of dwelling units occupied by one person oaly increased 
73.3 percent from 1940 to 1950. On the other hand, the number of 
rooms per dwelling unit increased from a median of 3.9 in 1940 to 4.1 
in 1950; while the average household decreased from 3.3 in 1940 to 3.1 
in 1950. One-half of all dwelling units in Texas in 1950 contained 
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two or three persons; while the proportion of dwelling units having 
more than 1.5 persons per room dropped from 18 percent in 1940 to 
12 percent in 1950. Fifty-six percent of all dwelling units in Texas 
were owner-occupied in 1950 as compared to 43 percent in 1940. 
— Mr. Tighe E. Woods, Housing Expediter, in appearing before this 
~ honorable committee on May 17 aad 18, 1951, told this honorable 
- committee that the outbreak of the Korean conflict, and the mobiliza- 
tion program which we have been forced to undertake, make rent 

- control a continuing national responsibility. Just the same old story 
under a different cloak. He had a different excuse in 1949, and 
- doubtless he will have still a different excuse in 1959, but that he will 
~ have an excuse, if he is still on the public payroll at that time, is a 
matter about which there can be no doubt. 

Mr. Woods has alleged that critical housing shortages exist in 
' strategic defense areas; but he has not, according to his prepared 
- statement, advised this honorable committee where these alleged 
housing shortages exist. Suffice it to say, however, that such alleged 
housing shortages do not exist in Texas. For instance, please consider 
the following: 

1. Dallas postal report: 


Vacant dwellings on all city postal delivery routes, Dallas, Tex., May 22, 1951 


Single-family dwellings - — _ wat 3 Lp ee es 
f =2-familv dwellings (duplexes) Si é : ; ; 809 
- Apartments__ Rae re : e Binh ake Base 1, 706 


Total : : ore ; RES Oe See ee 4, 061 


Nore. Naturally, these figures do not include vacant rooms and apartments 
which are indistinguishable as such as to the postal carrier, and neither do they 
include units located beyond city delivery limits. If these classifications were 

included, no doubt the number of available units would be double the number 
shown here. 


2. Resolution regarding nomination and appointment of rent 
advisory board, May 21, 1951: 


Whereas the mayors of Dallas County are desirous that in the event there should 
be rent control, it should be on a local-option basis; and 

Whereas we do not believe there is any emergency or sound reason for imposing 
rent control in our local area now; and 
_ Whereas we believe that the reimposition of rent controls can only lead to 
increased Government expenses and costs, and bring about unwarranted and 
unjustifiable regulations and controls upon the properties of the citizens of our 
communities: Now, therefore, be it 

Resolved, That we hereby petition Congress and the Federal authoritie not to 
impose such unwarranted controls and regulations upon our people unless or until 
they locally authorize it; be it further 

Resolved, That in the event Congress or the Federal authorities do impose such 
controls upon us, contrary to our wishes as herein expressed, we do hereby nom- 
inate and recommend the appointment of the following-named persons to con- 
stitute the local rent advisory board for this area, to wit: 

Respectfully submitted. 

(Signed by the mayors of Dallas County.) 
_ Mr. Chairman, you may or may not be familiar with the fact that 
in the past few days Mr. Woods has made a request of the Governor 
of Texas to designate persons throughout the principal cities of Texas: 
to be named to local rent advisory boards. 

Mr. Muurer. What is wrong with that? 

Mr. Pinksron. Apparently, in contemplation of his returning 
there effective June 30. 
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Mr. Murer. Wouldn’t you want him to be advised by Joc! 
people who know the situation? Wouldn’t you want him to vo jy 
local people who know the situation to tell him what to do? 

Mr. Pinxsron. To put it in the form of an answer, frankly, | fe9!| 
that the elected representatives of those people in those local com. 
munities, namely their city councilmen, are quite well qualified jo 
that subject. 

Mr. Mutrer. The elected city council should administer rey; 
controls? 

Mr. Pinxston. You asked about who was in a position to advise 
with reference to rent control, I believe. 

Mr. Mutter. My question was, Don’t you want local people to 
advise you as to what should be done locally? 

Mr. Pinxsron. That is leading on into another angle of the dis- 
cussion. 

Mr. Murer. No; it isa very simple question, and can be answered 
“Yes” or “No.” Either you think local people should advise him or 
you think they should not. 

Mr. Prxxstron. I think local people should have more than advisory 
power, if there are to be any controls of any type, which we woul 
oppose to every extent. 

Mr. Mutter. If this Congress should see fit to give the rent- 
control administrator, whoever he may be, the right to go m and 
recontrol areas, don’t you think he should consult with the loca! 
people as to whether he should do that or not? 

Mr. Pinxstron. As I said, a moment ago, I think the local peopl: 
should have more than a merely advisory power. 

Mr. Mutrer. All right, you may proceed. 

You are not answering the question. 

Mr. Prxxstron. The following is a copy of an editorial from th 
Dallas Morning News, under date of June 1, 1951: 


2ENT-CONTROL RACKET 


Dallas was smart in being one of the first large cities to toss off Federal rent 
eontrol. Others still suffer under this imposition. A Dallas man who recent! 
moved to an Ohio city writes back: 

“Dayton has rent control, and the rents are much higher than they ar 
Dallas, where there is no rent control. There has been little building in Daytor 
and there is a distinct housing shortage. I feel sorry for the landlords. They ar 
taking a beating under rent control. A tenant offered to sublease his five-ro 
apartment tome. The consideration that he wanted for the sublease was $1,000. 

Since getting out from under rent control, Dallas has had one of the bigges' 
housing construction booms in the country. It is easier to find rental houses and 
apartments here than it was under rent control, which stifled building. Bot 
landlords and tenants are better off here than in cities of like size where rent co1 
trol persists. Those bureaucrats who are trying to use the Korean War as 4! 
excuse to saddle rent control on the whole country again, to make jobs for mor 
taxeaters, should be resisted with resounding yell from the grass roots. 

Mr. Mutter. Are vour local people who are elected locally to you 
city council bureaucrats, too? 

Mr. Woucorr. Mr. Chairman, how are we going to proceed her 
There are several thoughts that I have I would like to question 
witness on. How are we proceeding? 

The CuarrmMan. The gentleman said he was going to insert the 
whole statement in the record to expedite the proceeding. Now, |! 
is already in the record, and now he is reading it. I don’t see an) 
particular purpose in reading the statement if it is already in the 








ered 


nh or 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1865 





record. If he wants to subject himself to interrogation, that is all 
right. pias ; 

How long will it take you to terminate vour statement? 

Mr. Woucorr. You have got three pages here of statistics and so 
forth. I assume that is what you are going to skip. 

Mr. Pinkston. That is right, I have in mind skipping those and 
putting them in the record for the benefit of the committee. 

The CuarrmMan. All right, go ahead. Skip the pages of statistics. 
As a matter of fact, the whole statement is in the record. 

[ understood the witness was going to try to expedite the hearing. 
We have other witnesses. 

Mr. Nicnotson. Mr. Chairman, unless the gentlemen reads it, we 
can’t find out the answers without asking him a question or two. 

The CuarrMAN. All right, proceed, Mr. Pinkston. 

Mr. Pinxsron. The following is a copy of an article which appeared 
on the first page of the Houston Post, on Wednesday, May 16, 1951: 
Maint Survey SHows 6,715 Houses Empry 

Greater Houston has 6,715 vacant houses and apartments and 644 vacant 
business houses, a Houston post-office survey showed Tuesday. 

On the other hand, mail deliveries are made to 164,250 residential units and 
6,485 business units in Greater Houston. 

The survey of vacant and occupied housing was made by mail carriers on their 
rounds. 

Incidental information developed by the survey: The display of 5,295 ‘‘For 
rent” signs and 2,064 ‘‘For sale’’ signs. 

5. The following is a copy of a letter in part, as written to Senator 
Lyndon B. Johnson, from Lubbock, Tex. 

Dear SEnNatTOR JOHNSON: Texas has more than taken care of its residential 
housing needs since rent was decontrolled in Texas. In Lubbock there are now 
over 300 vacant rental units. The enclosed newspaper clipping, you will notice, 
has over 200 vacant residential housing units listed for rent. Lubbock has two 
FHA low-cost rental housing projects of 90 and 110 units which were completed 
last vear, and they have never been completely oceupied, and the attorney in 
the cheaper of the two projects tells me that the occupaney runs between 70 and 
0 percent and that the top percent was only reached during the cotton-picking 
season in October 1950. I understand by Federal post-office count that there are 
more than 7,000 vacant housing units in Houston. Rental prices have dropped 
10 to 15 percent in Lubbock since 1950. 

Respectfully yours, 
JAMES H. GoopMan, Attorney. 

Luppock, Trex., May 28, 1951. 

The CHatrMan. Has Texas passed a rent control bill? 

Mr. Pinkston. As a part of its decontrol bill, it provided that if an 
emergency existed, or was shown to exist, at any future time. 

The Cuarrman. Who would administer that rent control if an 
emergency existed? 

Mr. Pinkston. My construction of this particular provision is that 
the city would administer it. 

The Cuarrman. The Expediter would have no authority over that 
whatever? 

Mr. Pinkston. My personal opinion is that there is nothing herein 
that would provide for the Expediter to administer it. 

Nhe Cuarrman. I don’t think the State of Texas could request the 
power of the Expediter in Washington and I don’t presume he would 
have any authority over it. 

_ Mr. Pinkston. As a matter of conversation right along that line, 
if the chairman please, Dallas has a city ordnance on the books which 
has served very effectively with relation to rents and excessive in- 
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creases in rents, in that, durmg World War I, the City Council o 
Dallas enacted an antiprofiteering statute with reference to rents. 
whereby anyone feeling that he has been charged excessive rents (a) 
go file a complaint in the corporate court and seek request of |\\s 
damages. 

Mr. Mutter. Is that Iaw in effect now? 

Mr. Pinkston. Yes, sir. 

Mr. Mutter. Then you do have a rent control law. 

Mr. Pinkston. To that extent; yes, sir. An antiprofiteering 
statute, which, after all, seems very reasonable. 

Mr. Gambsue. A stand-by law? 

Mr. Pinkston. That is right. 

The Cuatrman. Mr. Wolcott. 

Mr. Wotcorr. I think the witness has made such a complete 
statement that I have no questions. 

The CuarrMan. Are there any other questions? 

(No response.) 

The CuatrMan. If not, you may stand aside. 

Mr. Cour. You were here how long ago? 

Mr. Prnxston. Before the committee? 

Mr. Coxe. Yes. 

Mr. Pinxston. About a year ago. I was here in December when 
the committee was having its hearings but that was limited to Goyv- 
ernment witnesses. 

Mr. Cour. Dallas was decontrolled before you were here the last 
time? 

Mr. Pinkston. Yes, sir. Dallas decontrolled effective June 23, 
1949-—2 years the 23d of this month. 

Mr. Cour. Thank you. 

The Cuarrman. Thank you, Mr. Pinkston. 

Call the next witness, Mr. Clerk. 

(The statistics above referred to are as follows:) 

































TRENDS IN AVAILABLE RENTAL HOUSING IN 





TEXAS 


A survey from the records of various newspapers throughout the State showing 
the amount of advertising placed in the for rent and the wanted to rent classified 
columns of the paper named, under the dates shown hereinbelow, reveals t!i 
following: 






The Abilene Reporter-News, Abilene, Tex. 





{Inches of space used] 
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Jan. 15 Apr. 15 July 15 Oct. 15 
















Year er: Ba ees, Nero ictete Cesare ree 
| For rent | iene For rent aby org | For rent | ee For rent ys 

MUNA erie RE TS EN aan re) eS ce ter anit EOE 
ee 18 | None | 2214 None | 1414 None | 20 Not 
ee 21 None | 1744; None | 20 4) 12 
aes sie 20 | lg 15% 1 | 10 1 4 f 
ee . 4 514) 116 3 | 6 5 | 244 ‘ 
Cn Ee ee 314) 7 | 6 | 4 | 3M 614) 13 { 
© Rieltieleaticet ta, 19 | 6 | 39 z 13% 244 10 
| eee aban 5 | 34 13 4 8 ee 814 
EE eS 7 +4 134 1% 16 | 2 17 
CS See 18 | 314| 18 24 23 2 22 
—) SEMGES : 20 | 2) 20 | 2 32 % 33 
a 32 | | 20 | 2 19 | 1 44 
Wi Sos 50 | 1 |----------|-- pis be 

Totals: For rent, 755% inches; wanted to rent, 9934 inches. 

aS » 7 @ 
Respectfully submitted. J. L. Brack, 
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The Amarillo News and Globe, Amarillo, Tex. 


[Inches of space used] 
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Compiled by: Mrs. N. Finley Martin, Blanche Lyons, Amarillo, Tex. 


tespectfully submitted. j 
AMARILLO NEWS AND GLOBE, 


C. F. Moon. 
The Big Spring Herald, Big Spring, Tex. 
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Compiled by Mrs. F. E. Haller, Big Spring, Tex. 
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Respectfully submitted. 
COMMERCE JOURNAL, 
Epwin BroNAvUGH, 
Publisher. 
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Compiled by H. Pflughaupt, Dallas, Tex 
TRENDS IN AVAILABLE RENTAL HOUSING IN DALLAS, 1940 TO 1951 


Supply and demand is always the best barometer for human equity, human 
desires, and human needs. 

The attached summary of available rental housing as advertised in the Dallas 
Morning News under dates of January 15, April 15, July 15, and October 15, 
of vears from 1940 to April 15, 1951, inclusive, reveal a very true picture of con- 
ditions prevailing under rent control as most unfavorable and under decontrol 
as most favorable. 

As will be noticed, the first quarterly dates of 1940 list under housing units 
“For rent,” 1,755 lines of advertising, whereas ‘‘Wanted to rent’’ occupies only 
5 lines, thus creating a surplus over needs in a ratio of 351 to 1. Total of four 
1940 dates of 6,848 lines producing a ratio of 244 to 1. 

The same dates for 1941, when there was no rent control, show a total of 
6,032 lines quoting rental properties, as compared against ‘‘Wanted to rent” 
lines to the amount of 68, being a ratio of 88 to 1 toward surplus. 

Same dates for 1942 list 4,830 lines ‘For rent’’ against ‘‘Wanted to rent’’ of 
91 lines, representing a ratio of 42 to 1 toward surplus. 

Respective dates for 1943 show a total of 1,393 lines advertising ‘‘For rent,”’ 
s against ‘‘Wanted to rent’’ lines of 408; rent controls reduced the ratio 
25 to 1, still slightly in favor of surplus. 

In 1944, the “For rent’’ lines totaled 1,302, as against ‘‘Wanted to rent’ 
1,083; still reducing the surplus ratio 1349 to 1. 

In 1945 the “For rent’? dropped down to 973 lines as against “Wanted to 
rent” 1,716 lines, creating a deficiency of 1% to 1 ratio. 

In 1946, the ‘‘For rent’’ dropped to only 535 lines, as against ‘‘Wanted 
rent” 2,144 lines, thereby creating a deficiency ratio of 4 to 1. 

In 1947 the rent controls provided a 15 percent increase on leases, and freed 
from controls all new units created by construction or conversion. The ‘For 
rent”’ offered totaled 1,501 lines against 1,681 lines ““‘Wanted to rent,’’ thereby 
reducing the deficiency to a ratio of 1% to 1. 

Under the more favorable controls of 1948, ‘‘For rent’’ increased to 2,735 
lines, against only 885 ‘‘Wanted to rent”’ lines. That brought the rental situa- 
tion to a surplus ratio of 39 to 1. 

1949 brought decontrol of rents to Dallas and Texas. ‘For rent’? brought out 
4,293 lines and ‘“‘Wanted to rent” lines fell to 687. Surplus ratio 6% to 1. 

1950 is represented with 6,329 lines “For rent,’’ as against 749 lines ‘‘Wanted 
to rent.’”? Surplus ratio 8% to 1. 

Quarterly dates for 1951 show a total of 6,173 lines ‘“‘For rent,’ 
with 126 lines ““‘Wanted to rent.’’ Ratio 49 to 1. 

Free people provide better standards of living. Drop all controls and let the 
people live and prosper. 

Respectfully submitted. 
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The El Paso Herald-Post and Times, El Paso, Tex. 
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Compiled and respectfully submitted by Mrs. Grace Tidwell, Mrs. Evelyn Tidwell, Fort Worth, Tex. 
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Compiled by A. Niccolai, Galveston, Tex. 


Totals: 1,457!4 inches “‘for rent”; 112 inches ‘‘wanted to rent.”’ 
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Houston Chronicle, Houston, Tex. 
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M. J. Burier, 
Assistant Business Manager. 


Totals: Ads for rent, 
Submitted by— 
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GrorceE L. Les, Jr., Harlingen. 
Lennis Carver, McAllen. 
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Midland Reporter-Telegram, Midland, Tex. 
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Certainly the paid classified newspaper advertisements offering dwelling units 
for rent in Texas within recent months suffice to show that there is no shortage 
of rental housing anywhere in Texas today. Furthermore, the proponents of 
rent control continually are claiming that the rents are too high for the tenant to 
pay. If anyone will take a trip through one of these Government subsidized, 
<o-called low rent housing projects and count the very high proportion of television 
aerials located therein, one will quickly see that it is not the rent which is too high 
for the tenant to pay. The same is true of renter-occupied dwellings generally. 

In his speech before this honorable committee on May 17 and 18, 1951, Mr. 
Tighe E. Woods explained at length how the rent control offices over the Nation 
have been allowing property owners increases over their 1942 ceiling rents in 
consideration for increased costs, ete. In fact, he said: ‘‘The great majority of 
the (local rent advisory) boards—138—recommended 15 percent as the standard 
percentage increase. In areas which have adopted the Chicago plan, a total of 
119,476 applications have been processed, and 371,116 rent adjustments have been 
granted through April 25,1951. Theaverage adjustment granted was 15.4 percent. 
Many landlords who did not request increases under the Chicago plan had already 
received adjustments which compensated them for increased costs of operation. 
Most of the Boards which did not adopt the plan felt that the present provision 
and procedures for individual adjustments were adequate.”’ While, in the very 
heginning of his argument, Mr. Woods had said: ‘‘The average rise in rents since 
mid-1949 for the nine decontrolled cities was 19.8 percent.’’ (Natucally this was 
over the 1942 eeiling level.) Continuing, Mr. Woods said: “In contrast, the 
cities which remained under control rose an average of 3.5 percent.” 

In other words, Mr. Woods first testified in substance that the average increase 
under control over the 1942 ceiling level was 3.5 percent, and then, during the 
same argument, he said that, as a result of one adjustment, the average adjustment 
granted the vast majority of property owners was 15.4 percent. From these 
contradictory statements, exactly what are the Congressmen supposed to believe? 
Anyway, if we use Mr. Woods’ figure that rents in decontrolled areas have in- 
creased a total of 19.8 percent since 1942, what other commodity on the American 
market, taxes included, has not risen more than 19.8 percent? 

It is plain that no property owner wants to see rent control renewed and, accord- 
ing to Mr. Woods’ own argument before this honorable committee, certainly no 
tenant should want to see rent control renewed. Mr. Woods said: ‘‘Landlords no 
longer do a complete redecorating job when they rent a place. Tenants don’t 
demand it. Tenants don’t demand new frills or extras. Tenants don’t demand 
new refrigerators or new stoves. Before rent control, a tenant couid even demand 
and get a month’s concession—that is, a month’s occupancy, rent free—for taking 
a place. Now-a-days, the landlord sells his space in an ‘as-is’ condition, and does 
only the essential decorating and repair work to comply with the law—and to 
preserve his capital investment.’”’ Recognizing that what Mr. Woods say here 
actually is true, why would any tenant want to live under such conditions? The 
conditions just outlined by Mr. Woods, as he says, contrast materially with con- 
ditions under decontrol. As stated hereinabove, rent control never was intended 
to help either the property owner or the tenant, and experience shows that rent 
control materially damages both the property owner and the tenant. That being 
the case, who benefits by rent control? 

To prove conclusively to this honorable committee and to this Congress that 
rent controls are not needed in Texas today, when the Legislature of Texas enacted 
H. B. 808 (authored and sponsored by Carlton Moore, Sr.) during the spring of 
1949, it wrote into the act adequate provisions to care for any housing emergency 
which might ever exist in Texas. Article 1269, L—1, section 1-A, Revised Civil 
Statutes of Texas (enacted as said H. B. 808), reads: 

‘Sec. 1-A. It is further provided however that the governing body of any city 
or town may, by ordinance duly passed, finding that a housing emergency exists, 
establish rent control in such city or town for the duration of such housing emer- 
gency provided that the ordinance so passed is approved by the Governor of the 
State of Texas.’’ 

Therefore, if anyone feels that rent controls are needed in Texas to cure any 
emergency situation now or at any future date, it is not necessary for them to come 
pleading to Congress for such power. Instead, Texas’already has provided them 
with adequate power, Likewise, if any housing emergency actually existed within 
any city In Texas, certainly no legislative body anywhere in the world would be 
more aware of such an emergency than the governing body of that city. This 
provision has been a part of the law in Texas for nearly 2 years and not in a single 
instance has the Housing Expediter or any other proponent of rent control even 
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attempted to invoke such provisions. 

rent controls are not needed in Texas. 
In conclusion, we — that we are opposed to said H. R. 3871 in its entirety 

and we pray that the Congress not enact either the said bill or any part thereof, 


Mr. Hatianan. Mr. Philip Schiff, representing the American 
Association of Social Workers. 


This fact alone is conclusive proof tha 








STATEMENT OF PHILIP SCHIFF, CHAIRMAN, NATIONAL PUBLIC 
SOCIAL POLICIES COMMITTEE OF THE AMERICAN ASSOCIATION 
OF SOCIAL WORKERS 













































Mr. Scuirr. Mr. Chairman and members of the committee, because 
my voice is not what it should be, and for that reason and because of 
the fact that our association, which has just had its annual meeting in 
Atlantic City, where representatives of all States in the Union met to 
discuss, among other problems, the problem of rent control, I would 
like to have one of our committee members read what to us is a very. 
very important statement. 

I say that because as we have listened to the testimony today | 
think, as a matter of change of pace, we will be the first ones who come 
out in favor of rent control. 

Our association is composed of some 1,200 members, all of whom 
have, either in public or private agencies, dealings with that part of 
the population of our country where this matter is of vital concern to 
them. 

We are not lawyers. Except for the homes that we own personally, 
we are not property owners. But we do know this—that as we dea! 
with our clients day in and day out, and as we listen to the problems of 
communism versus anticommunism, we have come to this conclusion: 
That the way to beat any of “isms” is to provide for America, particu- 
larly that phase, that part of America, where the income levels are so 
low that they have got to look to Government, they have got to look 
to the Congress, for the kind of support and for the kind of initiative 
that would give to us these rent controls that we ask for. 

I will be glad to answer the questions as they come from the com 
mittee, but I plead with you not to look upon us as idealists, as peop|: 
who don’t know what the score is. 

We deal with this problem every single minute of the 24 hours in a 
day, and we know that just so long as there is not enough housing for 
America, just so long will there be need for the kind of controls that 
we in our democracy should set up. 

So, with your permission, Mr. Chairman, I would like to read a vers 
brief statement for the purpose of interesting your committee in this 
matter. 

The American Association of Social Workers is the largest profes- 
sional membership organization in the field of social work. It was 
founded 28 years ago and now has more than 12,000 members living 
in all parts of the United States and its Territories. These social 
workers, in 115 chapters located in practically every State and Hawai 
and Puerto Rico, are employed in public and voluntary local, State. 
National, and international agencies. For more than 12 years the 
association has been studying social-welfare needs. Our annual 
conference, attended by delegates chosen by each chapter, proyides 
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the chief means of formulating membership opinion on national prob- 

- lems. 

a | have just returned from Atlantic City, where our delegates’ 
asse mbly just completed its annual meeting and once more reaffirmed 

its poli¢y in favor of rent controls. 










NEED FOR CONTINUED RENT CONTROLS 






We have examined H. R. 5871 carefully and favor the purposes and 
the general provisions of this bill, particularly as they relate to the 
need for continued rent controls. Our conviction is based upon our 
first-hand contacts with clients in every State of the Union. 

Our membership is trained to study and analyze the impact of 
economic forces upon the social living conditions of people and i 
convinced that, based upon all the information we have been able to 
obtain, it is of great importance to the defense effort as well as our 
democratic principles of government to continue rent controls. 

Unless the Congress continues existing controls, we will find our- 
selves up against the kind of situation ‘described in a press release 
which quotes the Bureau of Labor Statistics of April 26, when rents 
have been decontrolled, as follows: 

In nine areas where rents have been uncontrolled for from 2 to 18 months, from 
28 to 70 percent of all rental units have experienced rent increases. In seven of the 
cities more than one-half of all rental units have had increases, and in three cities 
rents have been raised in more than two-thirds of the units. 

The cities are among the 34 large cities where samples of residential dwellings, 
carefully selected to represent all sections arid types of structures in each area, 
are regularly surveyed by the Bureau of Labor Statistics for its Consumers’ 
Price Index. Among the dwellings reporting rent increases, the average increase 
after decontrol varied from 17 percent in the Norfolk area to 35 percent in the 
Birmingham area. 

In every city the largest percentage increases in rents occurred among the 
dwellings which rented for less than $30 per month before decontrol. In five of 
the cities over two-thirds of the dwellings in this lowest-rent group reported 
increases after decontrol, while in Birmingham and Savannah more than 80 percent 
had increases. The average rise in rent for the units reporting increases in this 
group varied from 29 percent in Richmond and Savannah to over 50 percent in 
Jacksonville and Houston * * *, 

All of the nine areas included in the present survey were decontrolled by State 
or local action and, consequently, none is subject to recontrol under the present 
law. The average rise in cents since mid-1949 for the nine decontrolled cities 
was 19.8 percent. In contrast, the cities which remained under contro! rose an 
average of 3.5 percent (quoted from U. 8. Department of Labor, Bureau of Labor 
Statistics press release dated April 26, 1951). 

The great battle ahead of us to control inflation, particularly as 
we will head into it next fall and in 1952 when defense expenditures 
will be running in high gear, is bound to be influenced to a large extent 
by the rental situation as it relates to vacancies. 

Our study of this problem, aside from the daily experiences of our 
me mbership in helping to find rental accommodations for families, 
particularly in the low-income group, has proven beyond a doubt that 
present national and local shortages dictate the continued need 
for rent controls. The facts as we have been able to gather them are 
as follows: 

The over-all vacancy factor for the Nation reported by 1950 census 
as only 1.1 percent, while 5 to 6 percent vacancy factor is considered 
normal. 
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However, rent control is and always has been a selective matter, 
operating only in those communities which have a shortage of rental 
housing. During the last half of 1950, the Office of the Housing 
Expediter made surveys throughout the country which indicated that 
the supply of rental housing was still extremely tight in many com- 
munities. In 100 of the largest cities the Office of the Housing 
Expediter contacted 1,251 leading realtors and apartment house and 
project managers in order to determine how many rental vacancies they 
had. In the 231,720 units under their control they reported only 
1,516 rental vacancies. This represents a vacancy factor of less than 
two-thirds of 1 percent. 

The existence of a house in a resort area does nothing to solve the 
housing shortage in Gary, Ind.; San Diego, Calif., or Norfolk, Va. 
Housing shortages are localized situations, but they have a direct 
bearing on the national welfare. Federal rent controls, applied in 
areas of the greatest shortages, can do much to restrain the inflationary 
dangers produced by these shortages. 


FAIR DEALING FOR THE LANDLORDS 


Our association is fully aware of the practical problem of guaran- 
teeing a fair return to landlords of home rental properties. With this 
thought in mind, and in consideration of the “‘vacancy”’ problem upon 
which I have touched, we checked into the records to discover for 
ourselves whether or not the landlords of this Nation were being fairly 
dealt with under present rent controls. Our research into this area 
has convinced us that the landlords are receiving an adequate and fair 
return upon their properties as witness the following facts; 

Owners of buildings containing more than five units of rental housing 
have increased their net operating income (before depreciation) by 44 
percent and for smaller structures by 34 percent over 1939, a recent 
survey made by the Office of the Housing Expediter (OHE) reveals. 

The survey was based on actual examination of the records of 1,535 
large buildings with 38,652 units and 2,165 smaller buildings containing 
4,141 units. 

Ninety-five percent of the buildings containing 98 percent of thi 
total units showed an increase in rents since controls were established. 

A million rent increases have been granted by the Office of the 
Housing Expediter during the calendar year 1950. 


RENT CONTROLS AND THE SITUATION AROUND MILITARY CAMPS 


This problem will cause our defense effort to lag seriously unless 
present controls are continued and in some respects strengthened. 

Many of our association members are vitally concerned with this 
problem because they know from sad experience how the morale of 
families of service personnel can seriously affect the serviceman him 
self. To cite only two human-interest stories which have reached 
us will indicate the grave responsibility which devolves upon the 
Congress to grant the necessary protectoin called for in this bill. 

From Battle Creek, Mich., comes this report from a wife of a 
wounded veteran of the Korean campaign: 

[ want to tell about the really outrageous prices the wounded men’s families 
here are having to pay for apartments and living quarters. I will tell you about 
just one case, and it is just one among many. Some are even worse. 





ter, 
ntal 
sing 
hat 
om- 
sing 
and 
hey 
nity 
han 


the 
Va. 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1877 


I myself am trying to find an apartment, as at the present time, I’m living in a 
sleeping room. Yesterday, I called about an apartment I saw advertised in the 
paper. “Children welcome,” it said. 

The landlady immediately asked me if I had any children. When I told her I 
had a son, she said, ‘Well, I have taken a month’s rent from another woman, but 
it was with the understanding that if I found someone better who wanted the 
apartment I could refund the money.”’ The other woman had three children and 
T had one, which made me a better prospect. The other woman’s husband was 
also a war casualty, and Heaven knows she needs the apartment with her three 
children more than I do. 

The apartment for which these service wives were competing was 
two rooms, no bath, no sink, and rented for $60 per month. 

Here is the story of the wife of a soldier at Fort Leonard Wood, 
Mo.: 

J joined my husband at Fort Leonard Wood and rented a one-room light- 
housekeeping unit for which I pay $45 per month. My husband is a veteran, 
saw service in Korea, and has a salary of $117 per month. After paying our rent, 
it is impossible for us to maintain a respectable standard of living. * * * to 
meet my financial obligations, it has become necessary for me to seek employment, 
thereby forcing me to send my small son to my parents. 

Furthermore, our studies indicate that more than 200 military 
installations, either reactivated or on the list for reactivation, are 
located in areas where there is no rent control. 

In many of these areas there is already an acute shortage of housing. 
San Diego, Calif., has need of an additional 20,000 units, according 
to Mayor Harley E. Knox. 

Mr. Murer. May I interpolate that Mayor Knox has announced 
that he is not a candidate for reelection; so that statement is not 
prompted by a desire to catch votes. 

Mr. Coxe. Reelection for what? 

Mr. Mvuurer. Mayor of the city of San Diego. 

Mr. Scuirr. A Marine Corps survey of 1,078 military families in 
the vicinity of Quantico, Va., disclosed extremely high rents for a 
poor average of accommodation. 

Near Camp LeJeune, in North Carolina, the housing shortage is 
acute, with much of the available housing being of substandard types. 

lhe mayor of Wilmington, N. C., reported that, though Wilmington 
is practically 50 miles from Camp Lejeune, more than 1,500 families 
hs pe moved in, and hundreds more would like to get ace Ee ations. 

City Manager C. A. Harrell, of Norfolk, Va., reported: 

We find ourselves still struggling with yesterday’s cons struction needs at , the 
very time that bold, aggressive action is needed to meet today’s crisis. * 

Where the defense effort brings about large increases of populs ation, there is vital 
need for additional housing and supporting services. Housing is still inadequate 
in many cities. Yet, where new populations engulf ia ee et homes will 
have to be made available. 


Brig. Gen. Colby M. Myers, representing the Department. of 
Defense, told the House Banking and Currene y Committee: 


The availability of living units in the vicinity of defense plants or military 
installations will tend to stabilize personnel in these areas. The Department of 
Defense considers that the stabilization of the defense worker is vital to the 
success of this country’s industrial and military mobilization program. 

* * * the Air Force, to which I am assigned, has lost much of its potential 
combat effectiveness during the interim period from the end of the last war to the 
present time because of the loss of personnel due to the lack of family housing 
units available to them in the vicinity of our bases. This loss must now be 
replaced at the expense of time and under the stress of emergency. 


83473—51—pt. 3-30 
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Quotations are from testimony on the defense-housing bill before 
the House Banking and Currency Committee, 1951. 


THE IMPORTANCE OF EVICTION CONTROL 


On May 15, some 90 masked tenants appeared before the Wisconsin 
Legislative Committee seeking rent control, according to newspaper 
reports. They gave as their reason for wearing masks the fear that 
they would be evicted if their identities were revealed. While they 
no doubt dramatized their point to make a case, there is a strong 
feeling on the part of tenants that without eviction controls they have 
no protection when they report overcharges. 

The provisions giving the Office of the Housing Expediter authority 
to establish eviction controls is vital to the good administration of 
rent control. The provision relating to eviction in the proposed 
legislation provides ample ground for eviction where warranted withi- 
out allowing evictions to be used as a means for collecting overceiling 
rent, or to keep tenants from reporting violations, or to take revenge 
on a tenant who has met his legal obligations and seeks to resist the 
imposition of illegal ones. 


THE 





PROBLEM OF DECONTROL AND RECONTROL 


Our association urges that the Congress accept a modification of 
the present law which would enable the President or his designated 
agent to recontrol any accommodations which he decontrols and to 
establish maximum rents for housing accommodations which are not 
presently under control. We urge that this authority be given to him 
because of the many hardships created around the Nation due to 
unfortunate and untimely rent decontrols. 





CONCLUSION 


It is our firm conviction, based upon the facts as we have been able 
to gather from around the Nation, that H. R. 3871 should be affirma- 
tively acted upon by the House Banking and Currency Committee 
and that title IV-A, “Rent Stabilization,” in particular needs and 
deserves the support of the committee. 

We have tried briefly to set forth our reasons for soliciting your 
support. We realize that the American people, under normal condi- 
tions, should not be sub ected to the kinds of controls which lead to 
regimentation. We are not that kind of Nation. 

However, these are not normal conditions and normal times under 
which we are living. On the contrary, our way of life, already 
seriously threatened, will become worse, almost irretrievable, unless 
we act quickly in our own defense. Thus the temporary economic 
controls envisioned under H. R. 3871 can well prove to be our first 
line of defense in our struggle to maintain our democratic form of 
government. 

The CuHarrMan. Are there any questions? 

Mr. Wo corr. Mr. Schiff, ta your conclusions, you say ‘‘We have 
tried to briefly set forth our reasons for soliciting your support.” 

I assume that one of the reasons—and I am not going to ask you 
to answer this, but | merely want to comment upon it—I assume 
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that you predicate your reasons for asking for continuance of rent 
-ontrols on the statement which you read, quoting the Bureau of 
Labor Statistics with respect to the increase in rents. 

The average rise in revts, it says, since mid-1949, was 19.8 percent. 
In contrast, the cities which remained under control rose an average 
of 3.5 percent. 

Then you call attention to the statement that some of these rents 
rose much more than that. 

Now those are statements which you have a right to rely upon 
beeause they came to you from the Bureau of Labor Statistics. 

I should like to put in the record also the Bureau of Labor Statistics 
figures as they appear in the Economic Indicators, for that same period, 
which indicate that rents have increased. In 1949, the index stood 
at 120.8 percent. 

The index on February 15 was 134. That would indicate, because 
we start out with 104 instead of 100, that the increase since 1949, 
throughout the United States, for rent, has been something less than 
15 percent in that same period. 

So I am constrained to believe that the statements which the 
Bureau of Labor Statistics have given you, in that statement upon 
which vou rely, are rare occasions and do not reflect the conditions 
throughout the United States. 

At the same time, food prices have risen 115 percent. 

All items rose 84 percent. 

While rent was increasing only about 30 percent, according to their 
new figures, that 30 percent adjusted to a formula which they used 
before 1929 would make it 23 percent. So I don’t blame you for that. 
You have a perfect right to rely on the statement of the Bureau of 
Labor Statistics, but in order to bring your own thinking on this up 
to date, and in order to point out the confusion which we experienced 
n trying to rely on Government figures, I think you should read the 
release put out by the Department of Labor known as the Economic 
Indicator, which will dispel any ideas which you might have as based 
on this statement. 

The facts and figures shown in the statement which you read, 
although vou got them from the Bureau of Labor Statistics, do not 
reflect the conditions as they exist throughout the United States. 

Mr. Scnrrr. I will be glad to check into it. We would like to point 
cut to you, once more, if J may, that these increases that you have 
mentioned, Mr. Wolcott, I think are very, very important from the 
point of view of both vourself and the association. 

We don’t like any controls, any more than the average person or 
the average Congressman does, but we know the standards of living 
of the people we deal with, and they comprise at least, shall I say, 
one-third of the Nation, and we know what they are up against. 

Mr. Wotcorr. You mean one-third of the Nation are getting social 
he Ip? 

Mr. Scutrr. Today, one-third of the Nation, in terms of controls, 
can well use that kind of control, because of the level of income. 

Mr. Wotcorr. You didn’t indicate that one-third of the people of 
ihe Nation were getting social assistance. 

Mr. Scuirr. No; in terms of the level of their income. I wish we 
could do away with controls tomorrow, but unlike my friend from 
Texas, I can’t go along with this business of just complete, free rein, 
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at the present time, when we have an enemy from without. to fight 
that is a good deal more important, which I am afraid will affect the 
enemy from within, unless something is done to give us the kind of 
legislation which this bill envisages. 

‘Mr. Woucorr. You and your organization are interested in bringing 
the cost of living down so that the social needs would be decreased to 
a minimum and thereby help to elevate the standard of living of the 
people vou have to help. 

I think that is a meritorious objective, and we go along with it 
Now, that would apply also as much to food, power, and everything 
else that goes to make up the cost of living. 

Mr. Scuirr. That is right. 

Mr. Woucorr. I think we agree that we must combat inflation. 
We have to stabilize the dollar and so on, and by doing so will help 
the lower third of the population. 

Mr. Scuirr. That is right. Because it is to that one-third, unless 
something is done, that we will find most of our difficulties as to ide- 
ologies come. 

Mr. Worcort. I think it is an obligation of this committee to do 
it, and I think this committee will try to find the answer to it. 

Mr. Scuirr. I hope so. 

\Ir. Woicorr. However, I don’t know whether it will. 

Mr. Muurer. I think a better way to state it is not that your 
association is trying to bring prices down lower than where they are, 
but to keep them where they are and bring the income of people up 
so that those lower-income groups will be in a better position to li. 
decently. Isn’t that a better way to put it? 

Mr. Scuirr. I appreciate your comments. I think all three of us 
would agree on that. 

Mr. Woxtcorr. We agree on the objective. 

Mr. Muurer. That is right. I think you might also take thi 
very same figures that Mr. Wolcott referred to and say that proves 
we do need price control—rent control and all the other controls at 
this time. 

In other words, a man whose rent has only. increased $5, or 25 
percent, can’t say because that increase is only 25 percent, while food 
has increased 40 percent and wearing apparel 60 percent, that he has 
a single dollar more with which to pay an increase in rent. 

Mr. Scurrr. As a matter of fact, I was privileged a year and a hal! 
ago to go on a trip that the Department of Defense arranged fo: 
what we call orientation purposes, and we went into Georgia, Florida, 
and some of the States through there. 

We talked with the people through those areas, and they are up 
against a desperate situation in terms of the standards that you are 
talking about, Mr. Wolcott. I hope we can reach the objective soon 
enough. 

The Cuamrman. We are glad to have your views, Mr. Schiff. You 
represent people who need assistance, and Congress will try to pass 
a bill that will give them at least some relief and help in stabilizing 
our economy. 

\Ir. Nicnotson. Mr. Chairman. 

The Cuatrman. Mr. Nicholson. 

Mr. Nicnoison. I would like to ask Mr. Schiff a question. Who 
pays for the salaries of the workers that are in this organization? 
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Mr. Scuirr. As far as I am concerned, I am a volunteer. I don’t 
get paid. 

Mr. Nicnotson. No, I mean social workers; who pays their salaries? 

Mr. Scuirr. In some instances they are paid by private agencies, 
in some instances by municipalities, in some instances by State govern- 
ments, and in some instances by the Federal Government. 

It is a cross section of the social workers of the country. As far as 
we are concerned, we are volunteer members of the committee. 

Mr. McDonovuenu. Mr. Chairman. 

The CuHatrMan. Mr. McDonough. 

Mr. McDonovucu. Before coming to Congress, I was a member of 
the Los Angeles County Board of Supervisors, and in that county I 
think we have perhaps one of the largest case loads of aid for aged, 
for medical aid, for relief, for unemployment, for many reasons, and 
we have administrative and executive and legislative duties, so 1 was 
very close to the problem of administering to social workers. 

You recommend the adoption of this bill, which would affect all of 
the people of the United States—and in most countries of the United 
States, the people that you find as your clients usually represent a 
very small percentage of the total population; isn’t that true? 

Mr. Scuirr. Well, I think it would vary according to the county. 

Mr. McDonoven. Well, it would be a much lesser percentage of 
the population, in many counties, than in Los Angeles County. 

Mr. Scuirr. Of course, we talk for our membership, too, which are 
not the recipients. 

Mr. McDonoveu. But the aid you are talking about is for the 
clients to whom you render aid? 

Mr. Scuirr. To a large extent; yes. 

Mr. McDonovucu. And knowing the type of people that are in 
those unfortunate circumstances, there is almost need for rent control 
for that kind of people all of the time, while there isn’t need for rent 
control for most of the population all of the time. 

In other words, your appeal to this committee, as I gather it, and 
from your frequent references in vour testimony, is to the people that 
you find it necessary to render aid to, who are clients of yours and who 
are dependent upon the city, county, or State in which they live, 
because of physical disability, age, poverty, and many other reasons. 

Now, I doubt if that applies to 90 percent of the population of the 
United States. 

Mr. Scuirr. I should make this clear to the committee: That while 
we are particularly interested in that group, until such time as we can 
provide the kind of housing that America can well afford to give them, 
we believe our point of view cuts across the American population, with 
the exception of the highest income groups. We don’t represent any 
unions or anything like that. 

Mr. McDonovan. No. 

Mr. Scuirr. But at the same time, the average American family, | 
think, can well benefit from the law that you folks are considering, 
aside from the clients we come in contact with. 

Mr. McDonoveu. That is all. 

Mr. Mutter. Mr. McDonough, I happen to have before me a 
letter received from a gentleman in Los Angeles—Hollywood, Calif.— 
on May 28, 1951, in which he says: 
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These fact-juggling fellows claim that rents in decontrolled districts have on\\ 
risen 9 percent in California and 19 percent in New England. I would like : 
call your attention to one instance I know personally about— 


and he gives me the name and address— 


Our rent has been increased 100 percent since the City Council of Los Angeles 
decontrolled rents. 


She has been living in the same place 18 years and was informe 
that if she had not been such a desirable tenant, the increase woul 
have been 167 percent. 

Mr. McDonoveu. I got a copy of the same letter addressed to m 

Mr. Mutrer. If there are no further questions, and there are no 
further witnesses, the committee will adjourn, to meet at 10 o'clock 
tomorrow morning. 

(Whereupon, at 4:38 p. m., the committee adjourned, to reconvene 
at 10 a. m., Thursday, June 7, 1951.) 

(The following statements were submitted for inclusion in the 
record: ) 


MEMORANDUM Svusmirrep By Sanrorp H. Bouz, Counsen, Furnr Ligure: 
MANUFACTURERS Group, NEw York, N. Y. 


I desire to submit for the committee’s consideration the following statement o 
behalf of my client, the Flint Lighter Manufacturers Group: 

This group is a trade association whose members comprise the major portio: 
of the cigarette lighter industry and allied businesses. We do not desire to pro- 
test in any sense the basic question of extension of the Defense Production Ac: 
of 1950. We believe that such extension is definitely in the national interest i: 
these critical times and that American business as loyal citizens should support it 
as a vital element in making and keeping America strong in the emergency that 
confronts us, even though it entails certain difficulties and problems. In that 
spirit we support and endorse the continuation of the act which you are now 
considering. And we wish to take this opportunity to state for the record om: 
applause for the splendid job that is being done in the allocation of scarce ma- 
terials by the National Production Authority, and by its Administrator, Mr 
Manly Fleischmann, in what is at best a thankless task—for nobody, least of a! 
American businessmen, likes restrictions. 

But while we are not concerned with extension of the act, we are very much 
concerned about one problem seriously affecting our industry——and others—for 
which we believe provision should be made in the extension act. It relates \ 
the tariff concessions made by the United States on various items, including 
lighters, in the recent Torquay Tariff Agreement. The tariff on lighters unde: 
this agreement will be cut in half—from 110 percent to 55 percent, and our 
industry with reason fears that as a result a flood of lighters wiil inundate the 
American market, particularly from Austria and Japan, and will cause serious 
injury to our businesses. If that were all, it would be enough to cause us great 
concern. But it is not all. At the same time our industry is under severe re- 
strictions in the amount of copper, nickel, steel, and other critical materials that 
it can use for its products, which as patriotic citizens we have accepted as our 
share of a necessary contribution to national defense. However, between domestic 
materials restrictions on the one hand and greatly increased foreign competition 
on the other, we have substantial fears of being able to keep our industry going 
at an economic level in order to stay in business and also to keep our plants and 
personnel intact and available for increased defense production as it begins to roll. 

Moreover, although there is a so-called escape clause action whereby the tariff 
cut can be restored if serious injury to a domestic industry is threatened by 
increased imports, it will be almost impossible, in present circumstances, to sustain 
the burden of proof necessary to secure such action. As established by Congress 
in its recent extension of the Trade Agreements Act, that burden is to show that 
the serious injury to the domestic industry is the “‘resuit”’ of the tariff cut. The 
House amendment, knocked out in conference, did not require any connection 
between injury and concession, but the Senate version did, and this was adopted 
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in conference. And while the previous law required proof that the injury re- 
sulted from the concession, today it will, as a practical matter, be virtually 
impossible to establish to the satisfaction of the Tariff Commission that the 
serious injury to the domestic industry is the result of the tariff concession rather 
than the result of restrictions on the use of materials, which obviously have a 
serious impact on the industry’s production but which have nothing whatever 
to do with the tariff concession. Indeed, it is almost impossible for the industry 
itself to determine, as a matter of fact, that the decrease in its business is properly 
attributable to the increased imports resulting from the tariff concession, rather 
than from its inability successfully to compete with the increased imports because 
of restrictions on its use of materials. The two matters are almost inextricably 
interconnected and interrelated, and it would take a magician to be able to 
determine which is the proper proximate cause of the injury to the industry. 

It would indeed be ironical if as a result of tariff concessions large quantities of 
articles which are under materials restrictions in the United States were to flood 
the United States market because (1) there are no similar restrictions on the use 
of these materials in the foreign-producing country, and (2) the tariff cut en- 
courages the shipment of these items here. And this is very likely to happen; 
experience in the recent past has shown that at the same time that domestic 
industries are being hampered by materials restrictions, similar foreign articles 
utilizing those same critical materials have been coming into the country in 
increased quantities. 

Accordingly, we desire to propose that in extending the Defense Production 
Act of 1950 the committee make provision to protect domestic manufacturing 
industries which are under materials restrictions, and which at the same time are 
threatened with increased importations of competitive articles as a result of the 
Torquay Agreement tariff concessions, to the end that such an industry will be 
given a lift by NPA in the form of larger allocations of necessary materials in 
order to enable it successfully to compete with the increased foreign competition 
and to avoid serious injury. We propose for the committee’s consideration and 
adoption the following proviso to take care of the situation described: 

“Provided, however, That where a domestic manufacturing industry is under 
restrictions on the use of necessary materials for its production, and where sub- 
stantial tariff reductions on imported competitive articles threaten increased 
importations of such competitive articles, the National Production Authority 
shall consider this a hardship case and shall grant to such domestic manufacturing 
industry sufficiently increased usage of necessary materials to enable it to avoid 
serious injury and remain in business and available for necessary defense pro- 
duction.” 

We have no particular pride of authorship in this language, and any similar 
language that would accomplish the same result would, of course, be satisfactory 
to our industry. We do believe, however, that the foregoing accurately reflects 
our legitimate concern and one with which we know the committee and the 
Congress will be in sympathy. While both necessary restrictions on the use of 
materials and legitimate tariff concessions to friendly countries to enable them 
to earn necessary dollars are important national considerations, neither alone 
nor both together, in the present national situation, must be allowed to present 
a threat of serious injury to domestic civilian production. We know that this 
is not NPA’s intention, and we sincerely trust that the combination of materials 
restrictions and tariff concessions will not be allowed to achieve the same unin- 
tended result. 

Respectfully submitted. 

Sanrorp H. Bouz, Counsel. 


ConstrucTION INpustTRY MANUFACTURERS AssocrIaATION, INC., 
Chicago 3, June 6, 1951. 
To All Members of the Eighty-Second Congress: 

The attached represents the opinions and the recommendations of the Con- 
struction Industry Manufacturers Association on the price-control phase of the 
Defense Production Act. 

We request your careful consideration of each of the points made and any 
assistance you can lend toward correcting a bad situation. 

Respectfully submitted. 

JULIEN R. STEELMAN, President. 
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ConstrucTION INpDUsTRY MANUFACTURERS AssocrATION, INC., 
Chicago, June 6, 1951. 
Mr. Micwaket V. DISALue, 
Director, Office of Price Stabilization, 
Economic Stabilization Agency, Washington, D. C. 

Dear Mr. DiSauve: After careful consideration and deliberation by its Goy- 
ernment relations committee, the board of directors of the Construction Industry 
Manufacturers Association, representing the majority of the country’s manu- 
facturers of construction equipment, supplies, and components, expresses deep 
concern over the unfair and possibly disastrous effects of CPR 30 upon our in- 
dustry. 

The CIMA board of directors, at its meeting in Chicago on May 24, 1951, went 
on record strongly recommending to the Office of Price Stabilization that: 

“CPR 30 should not be made applicable to the products manufactured by the 
construction equipment industry. The industry should continue under the gen- 
eral ceiling price regulation, with frozen prices established at the level at which 
equipment was offered for sale during the base period, December 19, 1950, through 
January 25, 1951. This amended general ceiling price regulation should be placed 
into effect with the provision of a simple relief mechanism for those manufacturers 
for whom the ceiling prices thus established are too low. Any segment of the 
construction equipment industry should have the right to be heard in the event 
OPS should believe it has evidence that such segment established excessive prices 
prior to January 25, 1951.” 

The basis of our reasoning, our conclusions, and our recommendations is 
attached hereto under two headings: ‘‘General comments on Ceiling Price Regu- 
lation No. 30,” and “Specific comments on Ceiling Price Regulation No. 30.”’ 

It is our honest belief that CPR 30 will cause undue hardship and hamper pro- 
duction in the over-all effort to achieve maximum production so important to 
the defense effort. 

Your cooperation in correcting this situation is urgently requested. 

Respectfully submitted. 

JULIEN R. STEELMAN, President. 


GENERAL COMMENTS ON CEILING PRICE RecuLaTiIon No. 30, Datep May 4, 1951 


In the statements of considerations of CPR 30 and CPR 22, the latter being 
equally applicable to CPR 30, there have been inserted a number of opinions and 
conclusions, as well as inferences, which do not appear to be entirely consistent 
with facts, at least as far as large segments of the American machinery-manu- 
facturing industry are concerned. Furthermore, there appear to exist a number of 
inconsistencies in these statements of considerations, both with respect to asser- 
tions in different parts of these statements, as well as in relation to the Defense 
Production Act of 1950, which is quoted as the authority for the issuance of these 
ceiling price regulations. 
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The following exerpts from title IV (price and wage stabilization) of the Defense 
Production Act of 1950 are particularly appropriate to Ceiling Price Regulation 
No. 30. 
Title 1 

Under section 401 of the act it is stated as the intent of Congress that the 
authority conferred shall be exercised in a manner giving “full consideration and 
emphasis, so far as practicable, on the maintenance and turtherance of the Ameri- 
can system of competitive enterprise.” 

It is quite doubtful that the mechanical method of computing prices required 
under CPR 30 will afford the maintenance of competitive enterprise inasmuch 
as final prices are usually determined in relation to the price of competitive 
equipment of the same type rather than as a result of detailed cost computations. 
Also, it can be expected that many of the prices determined pursuant to CPR 30 
will be unprofitable and, therefore, will not permit production of the unit, thereby 
upsetting the competitive balance which originally created the prices in the 
industry. 

Title 2 

Section 402 (c) provides in part that ‘‘The President shall also give due con- 

sideration to the national effort to achieve maximum production.” 
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Making the sale of a product unprofitable is far from an inducement to produce, 
particularly ‘“‘to achieve maximum production.” 
Title 3 

Section 402 (d) provides in part that “the President shall make appropriate 
provision to prevent hardships and inequities to sellers who have bona fide con- 
tracts in effect on the date of issuance of any such regulation or order for future 
delivery of materials in which seasonal demands or normal business practices 
require contracts for future delivery.”’ 

There is provision in CPR 30 for appeals to prevent hardships but the method 
is so cumbersome as to make it impracticable and unfeasible for a manufacturer 
to avail himself of it. Consequently it does not, in fact, prevent the hardships 
and inequities which the law requires of it. 





STATEMENTS OF CONSIDERATION OF CPR 22 AND CPR 30 
Title 4 

The OPS attempts to justify CPR 22 and CPR 30 in the main by assuming that 
the majority of American manufacturers under the general ceiling price regulation 
either had their prices ‘‘far above any justifiable level” or ‘‘so low as to discourage 
continued production.” 

Very little consideration appears to have been given to by far the greatest 
percentage of American manufacturers whose prices in January reflected an 
equitable position. Therefore, it is inconceivable why OPS should subject the 
overwhelming majority of American manufacturers to the fantastie task of ad- 
justing prices in accordance with the ceiling price regulations for no other reason 
but to take care of a relatively small number of unbalances in either direction. 
Title 5 

OPS in recognition of “complaints from manufacturers whose prices are frozen 
at levels at which they cannot continue to operate’’ concluded that it was “‘neither 
feasible nor sound policy to attempt to apply individual adjustments,” stating 
“because to do so would tax virtually the entire resources of the organization.” 

OPS seems to have completely ignored the possibilitv that in issuing CPR 22 
and CPR 30 the administrative resources of the organization would be taxed 
to a far greater degree than would have been the case if OPS had issued a simple 
regulation providing for relief to those relatively few manufacturers for whom 
the January freeze order meant a demonstrable injustice. 

OPS attempts to explain its omission in that respect by saving that it is not 
sound poliey “‘to concentrate upon giving relief to hardship cases without a 
concurrent effort to roll back those prices which are clearly excessive.” 

Again it must be stated that in the relatively few cases where such excessive 
prices were established, a regulstion much simpler and certainly more under- 
standable and less burdensome than CPR 30 could have been issued. F-ven with- 
out such a regulation the public market place and competitive conditions under 
the free-enterprise system, in all probabilitv, would bring about a downward 
adjustment of these excessive prices. The recent past is full of examples of such 
downward price adjustments, which in turn gave Government officials oecasion 
to state that price stabilization by virtue of the January order had been effected, 
and that even with application of CPR 22 and 30 it could be expected that the 
over-all pricing structure in the countrv would deviate very little from the strue- 
ture heretofore existing. Thus it again appears to be inconceivable whv industry 
as a Whole should be asked to go through the terrifie job of making CPR 30 appli- 
cable to its operations, when the over-all result is expected to show little or no 
change from the existing and already stabilized price structure. 

Title 6 

OPS admits that it would be soundest to issue a series of individual regulations 
tailored to meet the needs and peculiarities of each industry, but at the same time 
concedes that ‘‘the mere compilation of the data needed to form the basis for 
such orders would take months.” 

In this admission OPS appears completely to ignore the fact that it will take 
an equally long period for industry to compile the data needed to make CPR 30 
applicable to its operations. 

Title 7 

In numerous places in its statement of considerations to CPR 22, OPS indicates 

that appropriate tailored regulations no doubt will be necessary. 
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Then why not continue with the January freeze order together with simp|. 
relief mechanisms for hardship cases and a simple adjustment formvla for those 
very few. manufacturers who might have excessive prices, instead of issuing 
regulatory monstrosity which has only an “interim character.” 


Title 8 


OPS, admitting that it was “a practical impossibility to consult in detail with 
representatives of all the industries,” states that “consultations were held with 
a special group of business leaders selected from many major branches of the 
industry, and their advice and suggestions were given most careful considera- 
tion in the formulation of the final regulation.” 

The inference is*that much of the advice and suggestions given by America: 
industry leaders were accepted. It is difficult, if not impossible, to conceive how 
any business leader could have given his sanction to the principles and detail of 
CPR 22 and CPR 30. 

Title 9 

The Director of Price Stabilization considered the issuance of these price-ceiling 
regulations to be imperative instead of waiting for the issuing of tailored regula- 
tions on an industry-by-industry basis. He states that ‘‘to permit such delay 
would be to court disastrous effects upon production and distribution.” 

Again no consideration seems to have been given to the possible disastrous 
effects of CPR 30 itself upon production and distribution. 


Spreciric COMMENTS ON CeErILINnG Price ReGuLation 30, Datrep May 4, 1951 


Construction and mining machinery, including. subassemblies and parts, are 
specifically covered by CPR 30. 


THE INEQUITIES OF THE BASE PERIOD 
Title 10 


It is fallacious for OPS to conclude that a January price is excessive if, in 
comparison with that which prevailed during any quarter of the vear from July | 
1949, to July 1, 1950, it is higher than what certain cost increases would allow it 
to be. Apparently some, but not full, consideration was given by the Office of 
Price Stabilization to the possibility that during that 1-year base period certain 
lines of products might have been priced abnormally low. Certain passages in 
the statement of considerations in CPR 22 indicate awareness of a possible 
ineauity. 

Several segments of the construction equipment industry operated at below 
normal prices and profits during the entire year preceding July 1, 1950. For 
that reason it is unjust and inequitable to limit the base period to that 1 year. 

For instance, shipment statistics of the Power Crane and Shovel Association 
indicate in relation to previous years that operations between July 1, 1949, and 
July 1, 1950, were considerably below the normal capacity of the industry. 
During the same time period, there accumulated large inventories ‘of finished 
machines in manufacturers’ and dealers’ hands. Raw material and machines in 
process inventories rose all out of proportion to total shipments. Inventories 
had to be brought down by forcing sales at low prices, particularly during the 
second half of 1949 and until after the middle of the year 1950. 


THE PREVENTION OF MAXIMUM PRODUCTION ACHIEVEMENT 
Title 11 

Manufacturers in any line of endeavor, particularly those who have a diversified 
line produced in several factories, must make very accurate calculations, as in 
this entire operation the profit structure and production schedules of a compan) 
are directly involved. Because of the restrictions imposed by OPS in its CPR 30 
with respect to certain costs, any company, before it can complete its survey, will 
be confronted with all, some or most of the following decisions and questions. 

(a) Will production schedules for the balance of the year 1951 and into 1952 
have to be seriously curtailed because they make necessary the use of conversion 
steels, the extra price of which under CPR 30 is an unallowable cost? 

(b) If as a consequence of reduced production schedules skilled manpower 
should be lost, what are the chances to regain this manpower in the event militar) 
and essential civilian demand should oblige manufacturers again to increase pro- 
duction schedules? 

(c) It is unfair to disallow an administrative cost which is incurred directly 
because of actions on the part of Government. Why disallow increased costs in 
purchasing departments which were brought about by the obligation on the part 
of manufacturers to do buying under a multitude of Government regulations, 
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which in turn have to be interpreted and applied in each and every purchase? 
What about the cost of going through the enormous job of recalculating prices 
in line with the complicated and unrealistic approach which CPR 30 is giving to 
this entire matter? 


THE DISREGARD OF SMALL BUSINESS INTERESTS 
Title 12 

It has been the continual aim of Congress to safeguard the interests of small 
business; likewise it has been an established policy of the military to see to it 
that small business participated as broadly as possible in the execution of defense 
contracts. Accordingly, larger manufacturers in order to fulfill the purposes 
and aims of both Congress and the military establishments, and enable themselves 
to execute large military contracts, resorted to a very great extent to the method 
of subcontracting. Thus small businesses actually participate not inconsiderably 
in the execution of prime contracts, and are kept gainfully occupied under com- 
petent supervision of the prime contractor. Instead of having hundreds of small- 
business men contact procurement offices, Washington Government departments, 
and military establishments for the purpose of obtaining direct contracts, their 
affairs are being handled competently by a relatively small number of prime 
contractors. Untold hours of negotiation and information work are saved; 
expense of doing business is reduced; duplication work is eliminated; responsi- 
hility is centralized; eventual contract termination procedure is simplified; and, 
above all, the intent of Congress to allow small business fully to participate in 
defense work is carried out. 

Then why, in the face of all of these facts, does OPS through its Ceiling Price 
Regulation No. 30 restrict the recovery of increased costs due to subcontracting? 
Should prime contractors eliminate subcontractors, and in that way prevent 
participation of small business in the execution of defense contracts? 


THE INEQUITY OF TREATMENT 

Title 13 

Obviously it is the intent of OPS to allow small manufacturers (those with gross 
sales under $250,000) to retain their present ceiling prices estbalished under the 
January freeze order. No doubt the underlying thought is that these small 
inanufacturers simply don’t have the talent nor time, nor can they afford to hire 
the talent to make CPR 30 applicable to their operations. If this reasoning applies 
to small manufacturers, it applies equally as well to the large manufacturer. 
\ccordingly, it is very difficult to understand why every manufacturer should not 
be given the option of either applying CPR 30 or continuing under January freeze 
prices, particularly if such manufacturers could prove, on the basis of prices 
quoted in January in relation to prices quoted at any time previously and since 
the ending of the war, that January 1951 prices are reasonably in line. 


THE LACK OF CONSULTATION 

Title 14 

“It is recognized that there may be problems peculiar to some of these indus- 
tries which may require some variation from the standard methods. . Where this 
necessity is demonstrated by an affected industry, it is proposed to issue a supple- 
mentary regulation to treat with such problems.’’ Again OPS made it a point 
that it was “impossible to consult in detail with representatives of all the industries 
affected. However, in the preparation of this regulation conferences were held 
with many industry and trade-association representatives.” 

There has been no consultation between OPS and any representative group or 
segment of the construction equipment industry or any of the trade associations 
in the construction equipment industry. 


CONCLUSIONS AND RECOMMENDATIONS 


CPR 30 should not be made applicable to the products manufactured by the 
construction equipment industry. The industry should continue under the general 
ceiling price regulation, with frozen prices established at the level at which equip- 
ment was offered for sale during the base period December 19, 1950, through 
January 25, 1951. This amended general ceiling price regulation should be placed 
into effect with the provision of a simple relief mechanism for those manufacturers 
for whom the ceiling prices thus established are too low. Any segment of the 
construction equipment industry should have the right to be heard in the event 
OPS should believe it has evidence that such segment established excessive prices 
prior to January 25, 1951. 

May 24, 1951. 
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THURSDAY, JUNE 7, 1951 


Houser or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable Brent Spence (chair- 
man) presiding. 

Members present: Messrs. Spence, Brown, Patman, Multer, Deane, 
O’Brien, McKinnon, Addonizio, Dollinger, Bolling, Burton, Kluezyn 
ski, Gamble, Talle, Cole, Scott, Nicholson, Widnall, Buffett, and 
Betts. 

The CHArrRMAN. The committee will come to order. 

The clerk will call the first witness. 

Mr. Hautianan. The first witness is Mr. George E. Leighty, repre- 
senting the Railway Labor Executives’ Association. 

The CHarrman. Mr. Leighty, you may proceed. 

Mr. Lerentry. Thank you, Mr. Chairman. 


STATEMENT OF GEORGE E. LEIGHTY, PRESIDENT OF THE ORDER 
OF RAILROAD TELEGRAPHERS AND CHAIRMAN OF THE RAIL- 
WAY LABOR EXECUTIVES’ ASSOCIATION, APPEARING FOR THE 
RAILWAY LABOR EXECUTIVES’ ASSOCIATION, WASHING- 
TON, D. C. 


Mr. Lerauty. Mr. Chairman and members of the committee, my 
name is George E. Leighty. 1 am president of the Order of Railroad 
Telegraphers and also chairman of the Railway Labor Executives’ 
Association. I appear here in support of certain proposed amend 
ments to the Defense Production Act as the spokesman for the 19 
standard railway labor organizations affiliated with the Railway Labor 
Executives’ Association, and for the record would like to name them: 
Switchmen’s Union of North America; Order of Railroad Telegraphers; 
American Train Dispatchers’ Association, Railway Employees’ De- 
partment, A. F. of L.; International Association of Machinists; Inter- 
national Brotherhood of Boilermakers, Iron Ship Builders and Helpers 
of America; International Brotherhood of Blacksmiths, Drop Forgers 
and Helpers; Sheet Metal Workers’ International Association; Inter. 
national Brotherhood of Electrical Workers; Brotherhood Railway 
Carmen of America; International Brotherhood of Firemen and Oilers; 
Brotherhood of Railway and Steamship Clerks, Freight Handlers, Ex 
press and Station Employees; Brotherhood of Maintenance-of-Way 
Kmployees; Brotherhood of Railroad Signalmen of America; Nationa! 
Organization Masters, Mates and Pilots of America; National Marine 
Engineers’ Beneficial Association; International Longshoremen’s Asso- 
1889 
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ciation; Hotel & Restaurant Employees and Bartenders Internationa! 
Union; Railroad Yardmasters of America. 

The amendments which we propose are limited in their application 
to persons subject to the provisions of the Railway Labor Act, as 
amended. Their purpose is merely to re-create, during the present 
emergency, machinery for the approval of wage or salary adjustments 
for railroad employees identical to that authorized during World War 
Il under the then existing stabilization law. We feel that as long as 
Congress determines that controls are necessary, we should recommen 
the use of those in the railroad industry which were successfully en 
ploved during a past critical period of our history. 

For this reason, before discussing the specific amendments which we 
propose, I should like to first point out briefly what procedure was 
utilized for the approval of wage adjustments in the railroad industry 
during the period of the last war emergency. 

On May 22, 1942, a National Railway Labor Panel was created 
under authority of Executive Order 9172 for the purpose of supple- 
menting the procedures under section 10 of the Railway Labor Act, 
as amended, during the period of the war emergency. 

Now, I have prepared copies of that Executive order, if the com- 
mittee should wish to have them, and they are available here today. 

This order provided that panel emergency boards would be provided 
in dispute cases, inc luding wage disputes, after the parties involved 
had failed to resolve their differences under the mediation and arbitra- 
tion provisions of the act. These emergency boards, composed of 
three members selected from the panel, were made available to the 
parties to the dispute whenever, in the judgment of the panel chair- 
man, the dispute was such that it might interfere with the prosecution 
of the war. This removed the necessity of taking strike votes and 
setting strike dates. The emergency boards thus selected from the 
panel operated subject to the provisions of section 10 of the Railway 
Labor Act. 

We ec mplate that the President will find it desirable to reestab- 
lish the National Railway Labor Panel during the present emergency, 
and we base that expectation on a letter addressed by the President 
on April 6 of this vear to the Economic Stabilization Administrator, 
Mr. Eric Johnston, wherein it was requested that consideration be 
given to the establishment of machinery similar to that utilized during 
World War II for the settlement of unadjusted disputes in the trans- 
portation industry. If this is done, the question arises as to whether 
the panel chairman and panel emergency boards shall approve the 
wage adjustments of railroad employees as consistent with the 
stabilization program, as was the case during World War II. 

We also have prepared and have available copies of that letter of 
April 6 which the President addressed to Mr. Johnston, if you desire 
to have it. 

The CHarrMan. You may insert them in the record, if you desire. 

Mr. Lercury. All right, Mr. Chairman, we will do that. 

(The copy of the letter of April 6 re ferred to is as follows:) 
Immediate release. 

Aprit 6, 1951. 


The President has today sent the following letter to the Honorable Eric John- 
ston, Economic Stabilization Administrator: 

My Dear Mr. Jonnston: On March 1, 1951, a collective bargaining agreement 
was signed between the carriers represented by the Eastern, Western, and South- 
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eastern Carrier’s Conference Committees and the nonoperating employees repre- 
sented by the 15 cooperating railway labor organizations. 

At present, there is no functioning administrative machinery by which this 
agreement can be reviewed and either approved or rejected in whole or in part in 
the light of wage stabilization rules and regulations. 

As you know, the settlement of labor disputes in the transportation industry 
is covered by the Railway Labor Act of 1926. Traditionally, the Government 
has provided separate machinery to deal with the distinctive problems of the 
transportation industry. During World War II, the established machinery for 
settlement of labor disputes in transportation was altered somewhat by the crea- 
tion of a National Railway Labor Panel which under certain circumstances investi- 
vated disputes and reported thereon to the President. (Executive Order 9172, 
May 22, 1942.) Subsequent to the National War Labor Board’s assumption of 
wage stabilization responsibilities, the National Railway Labor Panel was assigned 
certain responsibilities relating to the application of wage stabilization policies 
to the transportation industry subject to the Railway Labor Act of 1926.  (Execu- 
tive Order 9299, February 4, 1943.) Such recommendations became final unless 
and exeept to the extent the Economic Stabilization Director otherwise directed. 

As experience demonstrates, there are many advantages in combining the wage 
stabilization functions and the labor dispute settlement function within the same 
agency. I wish that you would examine ways and means’ by which the officials 
now responsible for the settlement of labor disputes in the transportation industry 
might help administer the wage stabilization program in that industry, subject 
to your direction and control in conformity with the Defense Production Act of 
1950. In exploring this matter you will want to work with officials of the National 
Mediation Board. 

l ask that you submit to me your views and recommendations on the general 
matter. Considerable care will have to be taken in devising sound and workable 
procedures and organizational relationships. The task is to facilitate adminis- 
tration of the wage stabilization program and use to the best advantage the exist- 
ing resources of the National Mediation Board. 

In the meantime, it is essential that some interim machinery be established 
whereby the agreement in the ‘“‘nonoperating”’ case be reviewed and recommenda- 
tions for action be submitted to you. Accordingly, I am asking that you immedi- 
ately establish an emergency panel to consider the ‘“‘nonoperating’’ case on its 
merits and to submit recommendations to you promptly regarding its disposition. 
Such recommendations could be made effective upon the approval of the Adminis- 
trator. This emergency panel might also be directed by you to consider other 
wage cases in the transportation industry pending the establishment of more 
permanent machinery. 

Sincerely yours, 
Harry S. TRUMAN. 


Mr. Lerenty. During World War II the Chairman of the National 
Railway Labor Panel and the panel emergency boards were given 
authority to determine and certify conformity of wage adjustments 
of railroad employees with the general stabilization standards and 
with the directives on stabilization policy issued by the Economic 
Stabilization Director. 

By Executive Order No. 9299 of February 4, 1943, the Chairman of 
the National Railway Labor Panel was given authority to authorize 
any proposed changes in wages of railroad employees submitted to 
him for approval (excepting all salaries of $5,000 or more which were 
at that time subject to regulation by the Commissioner of Internal 
Revenue), whether granted as a result of voluntary agreement, 
collective bargaining, conciliation, arbitration, or otherwise, unless 
he had reason to believe the proposed change might not conform to 
the existing standards and directives on stabilization policy. 

In such event, he was authorized to designate a panel emergency 
board to investigate and then certify to the President that its recom- 
mendations on the proposed adjustments conformed with existing 
stabilization standards. The panel emergency boards also were 
directed, in connection with their recommendations resulting from 
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dispute cases heard pursuant to Executive Order No. 9172, to mak 
similar findings and certification to the President. 

The Economic Stabilization Director was likewise authorized to 
submit his views to the President on the effect of the recommendations 
of the emergency boards on the general stabilization program. Under 
the Executive order the recommendations of the emergency boards 
became effective upon the expiration of 30 days following their report 
to the President unless within that period the Economic Stabilization 
Director otherwise directed. 

On June 30, 1944, by Public Law No. 383, Seventy-eighth Congress, 
the authority of the emergency boards was extended by an amendment 
to the Stabilization Act of 1942, so as to provide for finality of their 
determinations in dispute cases without the need for approval by 
authorities created under the Stabilization Act. The amendment 
read as follows: 

Sec. 202. Section 4 of such Act of October 2, 1942, as amended, is amended 
by adding at the end thereof the following new paragraph: 

“In any dispute between employees and earriers subject to the Railway Labor 
Act, as amended, as to changes affecting wage or salary payments, the procedures 
of such Act shall be followed for the purpose of bringing about a settlement of 
such dispute. Any ageney provided for by such Act, as a prerequisite to effecting 
or recommending a settlement of any such dispute, shall make a spezifie finding 
and certification that the changes proposed by such settlement or recommended 
settlement are consistent with such standards as may be then in effect, establish- 
ment by or pursuant to law, for the purpose of controlling inflationary tendencies, 
Where such finding and certification are made by such agency, they shall be con- 

clusive, and it shall be lawful for the employees and carrie rs, by agreement, to 
put into effect the changes proposed by the settlement or recommended settlement 
with respect to which such findings and certification were made.” 

In addition to the many emergency boards appointed during World 
War Il by the Chairman of the National Railway Labor Pane! 
pursuant to Executive Order No. 9172 governing dispute cases, three 
emergency boards vs re designated in 1945 to investigate the permissi- 
bility, under the Government’s economic stabilization program, of 
wage and salary adjustments proposed jointly by employee organiza- 
tions and certain carriers as a result of agreement. 

These three cases represented the only instances of which we have 
knowledge where emergency boards were designated by the chairman 
of the panel in nondispute cases. In two of these cases, the Board's 
recommendations were approved by the Economic Stabilization 
Director; in the other case he interposed no objection to the Board's 
recommendation which thereby after 30 days from report to the 
President became effective. 

Now, that in brief is the history of the way in which wage adjust- 
ments of railroad employees were effected and approved during 
World War Il. We submit that the machinery created was a practica! 
recognition of the need for separate treatment of railroad employees 
not only because of the essential differences which exist between their 
wage problems and those of industry generally, but also because of 
the way in which they are handled under the Railway Labor Act. 

The method of handling railroad wage adjustments worked well 
during the war emergency, and we can perceive no reason why it 
would not work equally well during the present emergency. For 
this reason, we are here proposing amendments to the Defense Produc- 
tion Act designed simply to reestablish machinery based on a successful! 

experience during the last war period. 
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Accordingly, we feel justified in stating that, insofar as we are 
informed, the amendments proposed are noncontroversial. In 
addition, they are narrow in scope and accordingly do not require 
substantial changes in the present law. ‘This results largely from 
the fact that the Railway Labor Act already provides the mechanism 
for the processing of wage disputes in the railroad industry, and most 
of the supplementary detail can be accomplished by Executive orders 
comparable to those issued during the last war. 

Our primary purpose here, therefore, boils down to an effort to 
coordinate action under the Railway Labor Act with requirements 
of the Defense Production Act, through authorization by Congress 
that the Chairman of the National Railway Labor Panel and emer- 
geney panel boards may approve railroad wage adjustments as 
compatible with existing stabilization policy and standards. 

| should now like to discuss the speeiic language of the amendments 
designed to accomplish this. 

We propose that section 403 of the present law, which empowers 
the President to administer wage controls through an independent 
agency created for that purpose —now the Wage Stabilization Board 
be amended to provide, and | quote: 














Provided, however, That the President shall administer any controls over the 
wages or salaries of emplovees subject to the provisions of the Railway Labor 
Act, as amended, through a separate board of panel having jurisdiction only over 
such employees. 

This proviso clause would be inserted immediately preceding the 
last sentence of section 403 of the present law. No amendments to 
this section are proposed in 5S. 1397 or H. R. 3871. 

fhe purpose of this amendment is to make general provision for 
segregation of control over railroad wages consistent with policy of 
Congress during World War IT and in recognition of the way in which 
wage disputes are processed under the Railway Labor Act. The 
detailed provisions implementing this general policy are provided in 
the proposed amendment to section 502 of the act. 

Title V of the present law deals with the settlement of labor disputes. 
No amendments to this title are proposed by S. 1397 or H. R. 3871. 
Section 502 of title V provides in part that the President may designate 
such persons or agencies as he may deem appropriate to carry out the 
provisions of the labor disputes provisions. 

Pursuant to this authority, the President has designated the Wage 
Stabilization Board to handle labor disputes in industry generally. 
By Executive Order 10233 of April 24, 1951, the Wage Stabilization 
Board was reconstituted and given certain authority with respect to 
the submission and adjustment of labor disputes. However, the 
President has also recognized the need for a separate board to handle 
wage adjustments in the transportation industry by his letter of April 
6, 1951, to Economie Stabilization Administrator Eric Johnston to 
We submit that it is not only 
congressional policy to reinvest 
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which I made previous reference. 
practical but consistent with pas 
‘uch emergency boards, including such panel boards as 
established by the President through executive order, with the certi- 
cation authority with respect to wage adjustments as was provided in 
section 202 of the Stabilization Act, as amended on June 30, 1944. 
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We have undertaken to reestablish this authority, both with respec 
to voluntary wage adjustments and dispute cases, by our propose: 
amendment to section 502 of the act which reads as follows: 

Provided, however, That in any dispute between employees and carriers subject to 
the Railway Labor Act, as amended, the procedures of such Act shall be followed 
for the purpose of bringing about a settlement of such Capote. Any agency) 
provided for by such Act, including any panel or panel board established by the 
President for the adjustment of disputes arising under the Railway Labor Act, 
as a prerequisite to effecting or recommending a settlement of such dispute, shaii 
make a specifie finding and certification that the changes proposed by such settle- 
ment or recommended settlement, are consistent with such standards as may then 
be in effeet, established by or pursuant to law, for the purpose of controlling infla- 
tionary tendencies: Provided further, That in any nondisputed wage or salary 
adjustments proposed as a result of voluntary agreement through collective bargain- 
ing, mediation, or otherwise, the same finding and certification of consistency wit! 
existing stabilization policy shall be made by the separate panel, chairman thereof, 
or boards as established and authorized by the President. Where such finding and 
certification are made by such agency, panel, chairman thereof, or boards, the) 
shall be conclusive and it shall be lawful for the employees and earriers, by agree- 
ment, to put into effect the changes proposed by the settlement, recommended 
settlement, or voluntary proposal with respect to which such findings and certifica- 
tion were made. 

This language would follow what is now the last sentence of section 
502 of the present law. 

The only other amendment we propose is a minor change in the 
language of section 503 of the act to specifically mention the Railway 
Labor Act, as amended, in the enumeration of Federal laws with which 
any action taken under the labor disputes provisions of the act is re- 
quired to be consistent. As so amended with our proposed change in 
italics, the last sentence of section 503 would read as follows: 

No action inconsistent with the provisions of the Fair Labor Standards Act of 
1938, as amended, other Federal labor standards statutes, the Labor Management 
Relations Act, 1947, the Railway Labor Act, as amended, or with other applicable 
laws shall be taken under this title. 

To summarize, the amendments which we propose are designed 
simply to aid in the creation and effective operation of machinery 
utilized during World War II by granting to any agency provided b 
the Railway Labor Act in dispute cases, and to a panel board chairman 
and/or panel emergency boards in nondispute cases where wages are 
voluntarily submitted for approval, the power to certify that wage or 
salary changes thus effected are consistent with existing stabilization 
policy standards and directives. 

In urging the adoption of these amendments, we should like to again 
emphasize that we believe them to be noncontroversial—they simply 
reestablish the practice in effect during the past war and are consisten! 
with the requirements of the present emergency. They do not con- 
flict with any provisions contained in S. 1397 or H. R. 3871, nor do 
they conflict, to our knowledge, with any proposals made before this 
committee by any other persons or organizations. 

The CuarrMAN. I think you have made a very interesting presenta- 
tion, Mr. Leighty. In my opinion, we certainly should not disregard 
the experience we have obtained through the vears, or ignore the pe- 
culiar knowledge the Boards have obtained in the past. We will give 
consideration to your recommendations in executive session. 

Mr. Leicury. Thank you, Mr. Chairman. I would like to express 
my appreciation to the chairman and members of the committee for 
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the time allotted to me and to the careful attention you have paid to 
mv remarks. 

‘The CHarRMAN. If there are any exhibits you desire to include in 
the hearings, we will be happy to have them. 

Mr. Lerauty. We have a copy of each of the two Executive orders I 
referred to and also a copy of the letter that the President addressed 
to Mr. Johnston under date of April 6, to which I referred in my 
statement. 

The CuarrMAN. They may be inserted in the record. 

(The Executive orders referred to are as follows:) 





Executive OrbDER 9172, EsTaBLISHING A PANEL FOR THE CREATION OF EMER- 
Gency Boarps FOR THE ADJUSTMENT OF RatLway LaBpor DispuTEes 





Whereas section 5 of the Railway Labor Act, as amended (ch. 8, title 45, 
U.S. C.) provides that for a period ‘of thirty days after mediatory efforts of the 
Ni ational Mediation Board have failed to settle a dispute “no change shall be made 
in the rates of pay, rules, or working conditions or established practices in effect 
prior to the time the dispute arose;” and 

Whereas duly designated and authorized representatives of employees may 
during this thirty-day period, take a strike vote and fix a date for the strike to 
become effective; and 

Whereas section 10 of the said Railway Labor Act requires the National Media- 
tion Board to notify the President if an unadjusted dispyte threatens, in its 
judgment, substantially to interrupt interstate commerce to a degree such as to 
dept ive any section of the country of essential transportation service, and provides 
that upon receipt of such notification the President may, in his diseretion, create 
a board to investigate and report respecting such dispute; and 

Whereas the national interest demands that for the effective prosecution of the 
war there shall be no strike votes taken, or dates fixed for the beginning of strikes, 
or strikes, lock-outs, embargoes put into effect, which would affect the transporta- 
tion industry covered by the Railway Labor Act. 

Now, therefore, by virtue of the authority vested in me by the Constitution 
and the Statutes of the United States, and in order to adjust the policies and 
procedures under the said Act to the requirements of the war emergency, it is 
he ne ‘by ordered as follows: 

There is hereby created, for the duration of the war and six months there- 
a ‘r, a National Railway Labor Panel of nine members, hereinafter referred to as 
the Panel, to be appointed by the President, and to be qualified as to membership 
thereon in the same manner as provided in section 10 of the Railway Labor Act 
for membership on emergency boards. The President shall designate a chairman 
from the members of the Panel and shall fill vacancies thereon as they may occur. 
The Chairman of the Panel shali receive such compensation, together with neces- 
sary traveling expenses, as the President may prescribe. The members of the 
Panel shall receive necessary travel expenses and subsistence expenses or per 
diem allowances in lieu thereof on such days as they are actually engaged in 
performance of duties pursuant to this Order. 

2. Whenever a dispute between a carrier or carriers and its or their employees 
concerning changes in rates of pay, rules, or working conditions, or whenever any 
other dispute not referable to the National Railroad Adjustment Board, is not 
adjusted or settled under the provisions of Sections 5, 6, 7, 8, and 9 of the Railway 
Labor Act, the duly designated and authorized representatives of employees 
involved in such dispute may, prior to notice by the National Mediation Board to 
the President of a threatened interruption to commerce, notify the Chairman of 
tie Panel of the failure of the parties to adjust the dispute and of their desire to 
avoid the taking of a strike vote and the setting of a strike date. If, in the judg- 
mont of the Chairman of the Panel, the dispute is such that if unadjusted, even 
in the absence of a strike vote, it may interfere with the prosecution of the war, 
he may thereupon select three members of the Panel to serve as an emergency 
board to investigate such dispute and to report thereon to the President. Subject 
to the provisions of section 10, such board shall have exclusive and final jurisdiction 
of = dispute and shall make every reasonable effort to settle such dispute. 

The National Mediation Board shall furnish the Panel stenographic, in- 
ve pfiicee and such other facilities as may be necessary; and within the limits of 




















1896 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


the funds provided, and upon the certification of the Chairman of the Panel, shall 
make such other disbursements as are necessary to effectuate this order. 
; FRANKLIN D. RooskveLt. 
Tue Waite House, May 22, 1942. 


EXECUTIVE ORDER 9299, PRESCRIBING REGULATIONS AND PROCEDURE Witn 
Respect TO WAGE AND SALARY ADJUSTMENTS FOR EMPLOYEES SUBJECT To 
THE Rattpway Laror Act 


By virtue of the authority vested in me by the Constitution and statutes of 
the United States, and more particularly by the act of October 2, 1942 (Public 
Law 729, 77th Congress), it is hereby ordered: 

1. No inereases in the wage rates or salary of any employee subject to the 
provisions of the Railway Labor Act, whether granted as a result of voluntary 
agreement, collective bargaining, conciliation, arbitration, or otherwise, and no 
decreases in such wage rates or salary, shall be made except in accordance with 
the provisions of this order; provided, however, that nothing contained in this 
order or Executive Order No. 9250 shall be construed as affecting the procedur 
or limiting the jurisdiction of either the National Mediation Board, as defined in 
the Railway Labor Act, or the National Railway Labor Panel, as defined in Execu- 
tive Order No. 9172, except as herein specifically set forth. 

2. No carrier shall make any change in wage rates, except such changes as by 
general order of the National War Labor Board, or by regulations of the Com- 
missioner of Internal Revenue, are permitted to be made without the specific 
approval of the Board or the Commissioner, as the case may be, unless notice of 
such proposed change shall have been filed with the Chairman of the National 
Railway Labor Panel, created by Executive Order No. 9172, and shall have been 
permitted to become effective as hereinafter provided. 

Notwithstanding section 4001.2 of the Regulations of the Economie Stabiliza- 
tion Director, for the purpose of determining what wage and salary adjustments 
may be made without any specific approval, the general orders of the National 
War Labor Board shall be applicable to all employees subject to the Railway 
Labor Act, except those receiving salaries at the rate of $5,000 or more per annum 
in regard to whom the regulations of the Commissioner of Internal Revenue shall 
apply. But any adjustment of salary under $5,000 heretofore approved by the 
Commissioner shall not be affected by this order. 

3. If the chairman of the National Railway Labor Panel has reason to believe 
that the proposed change, in wage rates or salary, may not conform to the stand- 
ards prescribed in Executive Order No. 9250, or to the general stabilization pro- 
gram made effective thereunder, or to the directives on policy issued by the 
Eeonomic Stabilization Director thereunder and the proposed change is not 
modified to conform to such standards, program, and directives, he shall designate 
three members of the Panel as an Emergency Board to investigate the proposed 
change and to report to the President. Otherwise, the Chairman of the Panel 
may permit the proposed change to become effective. 

1. Emergeney Boards, whether designated pursuant to the Railway Labor Act, 
Exeeutive Order No. 9172, or section 3 of this order, in reporting to the President 
shall certify that their reeommendations in regard to any proposed change affecting 
wage and salary payments conform with the standards prescribed in Executive 
Order No. 9250, the general stabilization program made effective thereunder, and 
with the directives on policy issued by the Economie Stabilization Director 
thereunder. 

5. Copies of the report with recommendations made to the President by any 
Emergency Board under section 4 of this order shall be filed by the Board forth- 
with with the Economie Stabilization Director, the National War Labor Board 
and the Commissioner of Internal Revenue. The Economie Stabilization Director 
may on behalf of himself or other departments and agencies concerned, report to 
the President the effect of the recommendations on the general stabilization pro- 
gram. Unless and except to the extent that the Eeonomic Stabilization Director 
shall otherwise direct, the recommendations of the Emergency Board in regard 
to proposed changes affecting wages and salary payments shall, upon the expira- 
tion of thirty days after the report is filed with the President, become effective. 

6. The National War Labor Board and the Commissioner of Internal Revenue 
shall either rule on any application for approval of wage and salary adjustments 
now before the Board and the Commissioner or transfer it to the Chairman ol 
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the National Railway Labor Panel. The Board and the Commissioner shall not 
rule on any application hereafter made. 
FRANKLIN D. RoosEvELt. 

Tue Waite Hovwss, February 4, 1943. 

The CuarrMAN. Have you submitted these suggestions to Mr. 
Johnston? 

Mr. Letanty. We are discussing this problem with Mr. Johnston 
at this time, and the indications are, from all they have said, that they 
believe the railroad industry should be treated separately. In other 
words, to have a separate panel, or board, and I would say that there 
remain merely the details to work out. 

But we do feel that to have the authority in the law is most desirable. 

Mr. Gambier. Have you discussed this matter with Secretary 
Tobin, Mr. Leighty? This is the first suggestion that has been made 
along these lines. 

Mr. Leraury. We have discussed this general principle with Secre- 
tary Tobin, and he, too, is in accord with it. 

Mr. Gamsuir. If you get an agreement before we finally finish 
writing this bill, I] think it would be helpful if you would let us know 
just what the situation is so that the chairman will be advised as to 
their desires in the matter. 

Mr. Lerautry. Very well, I will be glad to contact both of them. 

The CHatRMAN. Expeditious consideration of the matter is very 
important because we are going into executive session next week and 
hope to get the bill out at that time. 

Mr. Lereuty. I will attempt to get that information for you, 
gentlemen, and present it to you before you go into executive session. 

The CuarrMan. Are there further questions? 

Mr. Muurer. Mr. Chairman. 

The CHarrmMan. Mr. Multer. 

Mr. Mutter. Mr. Leighty, we appreciate, of course, that vou have 
expressed interest in the precise problem that you have presented to 
us, but what about the over-all problem of general controls and the 
extension of the Defense Production Act, and strengthening it so far 
as price controls are concerned. 

Mr. Lercury. We believe it should be strengthened with respect 
to price controls, and if we have price controls, we certainly do not 
object to wage controls. 

Mr. Muurer. That is the position of each of the organizations that 
you represent here today? 

Mr. Lerauty. That is true. We felt that that subject had been 
covered so thoroughly by other organization witnesses that had ap- 
peared before you that we just didn’t want to give you a lot of repe- 
tition. 

Mr. Mutter. Do vou know of any members of any of your organi- 
zations who will dissent from that program? 

Mr. Lercury. I do not. 

Mr. Mutter. So it is safe for us to tell the Congress, without being 
flooded by mail from all of your members in all of your organizations, 
that that is their position? 

Mr. Leiaury. That is right. 

Mr. Mutter. Thank you, sir. 

Mr. Leighty. some men in Congress are saying that if its people 
wanted this bill extended they would be writing us. 
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The CuatrMan. I think railway labor organizations generally ar 
recognized as going along with the Government in its objectives. 

Mr. Leiaury. That is correct, Mr. Chairman. 

The CHarrMan. Thank vou. 

Call the next witness. 

Mr. Cois. Mr. Chairman, may | have Mr. Powers introduce his 
statement at this time? 

The CuarrMAN. Without objection. 

Mr. Coir. This is Edward Powers, of Kansas City, Kans. H. 
would like to read his statement. 

The CuarrMan. Very well, Mr. Powers’ statement may be read into 
the record. 


STATEMENT OF EDWARD H. POWERS, REPRESENTING THE 
KANSAS STATE REAL ESTATE BOARD 


This is a statement of Edward H. Powers, 1811 Quindaro Boulevard, 
Kansas City, Kans., and is made with reference to the rent-contro| 
portion of the Defense Production Act. In making this statement | 
wish to state to the committee that I represent the Kansas State 
Real Estate Board and am authorized to speak for the governing bodies 
of the cities in Kansas which will be hereinafter mentioned. 

The 1951 session of the Kansas Legislature passed an act, under the 
provisions of the present Federal Housing and Rent Control Act, 
which in substance abolished Federal rent control in the State of 
Kansas with the exception of a few of the smaller counties of the State. 
and in addition set up a system whereby in the event of a housing 
emergency in any city of the State that the governing body of the city, 
on approval of the Governor of the State, might establish local control 
of rents for the duration of such housing emergency, and could remove 
such control upon the cessation of the emergency, also upon the 
approval of the Governor. 

It was the opinion of the sponsors of this bill, and the legislature in 
its passage, that this act would accomplish the simple purpose oi 
making rent control possible where it was needed and would eliminate 
it where it was not needed. It was the further opinion of the sponsors 
and the legislature that the act would encourage the construction of 
rental units. This has also happened. 

The first effect of this act was to eliminate rent control in Leaven- 
worth, Kans., the home of Fort Leavenworth Military Reservation: 
Junction City, Kans., where Fort Riley is located; and Kansas City, 
Kans., a small city with a population of approximately 150,000, which 
is basically a workers’ town. The results in Kansas City, Kans., have 
been startling. Many rental units which had been previously decon- 
trolled under the operation of the Housing and Rent Act by reason o! 
conversions or other conditions of the act had been rented at extremely 
high rentals and usually were inferior accommodations. 

Upon the cessation of controls in Kansas City, Kans., 500 additiona! 
units immediately went on the market. The rents on the previously 
decontrolled units immediately went down because people moved from 
them into better accommodations put on the market because of the 
abolition of rent control. In many instances rents have been decreased 
as much as 30 percent, and, frankly, rents in substantial units which. 
had been subject to control increased at rates varying from 10 to 30 
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percent, but the net result has been that people began to get their 
money’s worth in housing. 

There are at the present time 350 vacant rental units in Kansas City, 
Kans., and more are being put on the market daily. Mayor Clark E. 
Tucker, of Kansas City, Kans., states that since the elimination of 
controls in that city he has received four complaints, two in writing 
and two orally by telephone—both of the written complaints being 
anonymous. He states that there is no housing emergency in Kansas 
City, Kans., and the results of decontrol have been of advantage to 
both the landlord and the tenant. He further states that for the first 
time in years many landlords are beginning to rent accommodations 
to families with children. 

Mr. Monty Jones, city manager of the city of Wichita, Kans., 
states that there is an influx of workers to that city for employment 
in the aircraft industry and that the housing situation has become 
tight. However, Mr. Jones states emphatically that they are willing 
to abide by the provisions of the State law recently passed and that 
all Wichita, Kans., needs is more houses, and under the State law 
they will be able to stabilize rents until the housing demand is met. 

He states further that contractors and builders have indicated that 
they will cooperate with the city in the construction of houses so long 
as there is no Federal rent control. Mr. Jones further stated that the 
last housing shortage which existed during the war was not met by 
new construction until rent controls were abolished by that city in 
1949. 

Mayor Sexton and the governing body of Leavenworth, Kans., 
states that there is no housing shortage in that city and that there is 
no desire on the part of the city council for a reenactment of Federal 
rent control; that the city council feels confident that if a problem 
arises they will be able to deal with it under the provisions of the new 
Kansas law. 

It was anticipated that the activation of the Forbes Air Base at 
Topeka, Kans., would result in a housing crisis. Such has not been 
the case. Without the enactment of any control, even under the 
new State law, the cooperation of the city council, the real-estate 
board, and the landlord group has resulted in a stabilization of rents 
and the production of housing is increasing at an encouraging rate. 
The City Council of Topeka, Kans., does not desire a return of Federal 
rent control and feels that they can directly deal with the housing 
problem in that city themselves, with the cooperation of the Governor 
of the State. 

Junction City, Kans., the home of Fort Riley, has indicated no 
problem or emergency at the present time. 

The Governor of the State of Kansas was mainly responsible for the 
nature of the recent Kansas law. It was by his suggestion that the 
law was drafted so that cities might initiate action on rent control if 
the same was necessary, but at the same time keep said action within the 
knowledge and approval of the State administration. The Governor felt 
that housing was a local problem and that the governing body of the 
cities would be more immediately responsible to sentiment and neces- 
sity in the enactment of controls if controls were needed, but desired 
State approval, first, to preserve the legality of the measure, and 
second, to assist in stabilizing the control picture in the State. 
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The undersigned has been working on the rent-control problem for 
several years. His theory was and is now that competition under 
the law of supply and demand could solve the housing problem as we!| 
as other problems in our economy. It was with some measure o! 
anticipation that he assisted in the enactment of the recent Kansas 
law, hoping that his theories would prove out in practice after controls 
were eliminated. Such has actually been the case. Competition and 
the law of supply and demand have worked out to perfection in Kansas 
City, Kans., which is strictly a workers’ town. The Wyandotte 
County Council (CIO) admits that the present Kansas law might be 
the answer to the rent-control problem. Before the elimination of 
control in that city there were no houses or apartments to rent, 
Since that time competition, the law of supply and demand, have not 
only provided places to live but leaves our town with vacancies. 

Housing is strictly a local problem. The governing bodies of the 
cities have more knowledge of such matters by direct contact than 
any other agency. The governing body of a city will react more 
quickly to an emergency than any other agency. Property has 
always been and will remain to be a right of the State and in this 
problem the State of Kansas, along with other States, has seen fit 
to meet its problem in a constitutional manner. 

Whatever consideration this committee gives to the future of rent 
control I earnestly recommend that when States and cities have seen 
fit to meet this problem themselves that at the least they be permitted 
to continue in this manner. 

The CHarrMan. Thank you. 

Call the next witness. 

Mr. Hatuanan. Mr. William E. Russell, representing the Metro- 
politan Fair Rent Committee of New York. 

The CuarrmMan. Mr. Russell, we are glad to have vou as a witness 
again. We usually call upon you for your views in times of stress, 
and we always apprediate what vou have to say. 


STATEMENT OF WILLIAM E. RUSSELL, REPRESENTING THE 
METROPOLITAN FAIR RENT COMMITTEE OF NEW YORK 


Mr. Russetyi. Thank you, Mr. Chairman. 
Mr. Gamsue. This is a time of stress, Mr. Russell. 

The CHarrMan. You may proceed, Mr. Russell. 

Mr. Russeiti. Mr. Chairman, members of the committee, we ap- 
preciate the opportunity of being heard before your committee under 
great pressure under which you are laboring today and we will tr 
to refrain from trespassing too much upon your time. 

We would not be here, Mr. Chairman and gentlemen of the coim- 
mittee, but for a provision in your bill that would seem to empowe! 
the recontrol of housing rents in the State of New York, which has 
enacted its own rent-control bill. 

We did not appear before your committee last vear, although we 
had appeared every vear since rent control was first clamped upon 
our economy in 1942. 

And perhaps vou gentlemen of the committee will remember that 
my organization, representing as it does, the metropolitan area 0! 
New York—possibly 75 percent of all the apartments or muitiple- 
family buildings in that great area—are represented by our executive 
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committee members, we are the central organization for the property 
owners of that area, dealing in rental housing. 

The CHarrAMN. What is the designation of your organization? 

\lr. Russevy. Metropolitan Fair Rent Committee. 

The committee is regarded, I fear, as somewhat of a maverick by 
some of our national real-estate organizations because we have con- 
sistently urged a continuance of rent control in prior years, during the 
pendency of a housing shortage. 

We recognize, in New York, the responsible owners of real estate, 
that the cessation of building necessarily caused by the war created 
a shortage of housing space. We recognize that even after the war 
the greatly increased numbers of families resulting from marriages 
by returning soldiers continued the emergency. 

'And so we came down before your committee, each year, and stated 
that we favored a continuation of a year, to see what would happen 
in the building operation field in that time. 

Now, 6 vears after the shooting war has stopped, we find that there 
have been some 5 million units of nonfarm housing space created 
throughout the country. 

We think the time has come, Mr. Chairman and gentlemen of the 
committee, for you to examine very carefully whether or not you may 
not safely remove rent controls throughout the country. 

There may be some places where the situation still is a little bit 
tight. I can’t speak authoritatively for all parts of the country, 
but I think we do know New York. We know that there are any 
number of vacancies there. The newspapers are full of advertise- 
ments showing vacant apartments everywhere. 

Before I get into a brief discussion of that, | would like to make our 
position known to you gentlemen of this important committee. We 
ask you to let us remain where we are under State control. We are 
not happy, Mr. Chairman and gentlemen of the committee, under our 
Siate control law, and we think we were jogged by our own legis- 
lature, but we propose 

Mr. Mutrer. Republican controlled, if you don’t mind my saving so. 

Mr. Russein. Yes, sir, Mr. Multer, and I am a Republican, a 
black Tory Republican, if vou please. 

Mr. Doturncer. Once we had a discussion on that, Mr. Russell, and 
then you thought that Federal control was better than State control. 

Mr. Russeiy. Well, I haven’t changed my views altogether, but 
our legislature did go so far as to lay down a legislative vardstick, 
Mr. Dollinger, which we pleaded with you gentlemen to lay down for 
many vears down here. 

You did give us a fair net operating income formula, back in 1949, 
and that represented a distinct compromise on the principles that the 
House of Representatives voted for, 4 to 1. 

If | remember correctly, Mr. Brown introduced a reasonable return 
to fair value amendment. 

You gentlemen in this committee have put me on the grill in the 
past, and asked me why shouldn’t we go back to the State of New 
York. And I said there was no reason in the world why we shouldn't 
co back to the State of New York. 

| did object in one vear, 1948, in being sent back to New York, 
when I thought we were going to get your reasonable return, because 















1902 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


that, it seems to me, was a Presidential vear, and we did have a 
candidate from the State of New York that year for the high office. 

Mr. Muurer. But in 1948, we did get a reasonable return throug); 
the return of Truman, didn’t we? 

Mr. Russe.i. We got a fair net operating income formula, }\; 
Congressman Brown’s amendment, which carried the House, was a 
reasonable return on fair value. 

Mr. Mutrer. He worked and fought very hard for it, too. 

Mr. Russevu. He did, and it carried the House, 4 to 1, which in- 
dicated he must have been right. 

We ask you, gentlemen, to let us remain where we are, in the Stat: 
of New York, and let every State in the Union that wants to contro! 
rents, where rent control is still necessary, do the same thing—take 
it over. 

This is a local job. This business of renting an apartment is as 
local an enterprise as a hot-dog stand, and we can’t torture the inter- 
state commerce section of our Constitution by stretching it to the 
housing field. 

We were justified, and I said so before, Mr. Chairman, in 1942, 
under the pressure of war, under the crisis doctrine. You had to 
take hold of it. And we don’t want to see any gouging of tenants. 
We don’t want to see rent profiteering. 

My committee has fought against it right from the beginning. 

The Cuairman. How has the New York law been administered? 

Mr. Russevtu. We have, I may say, sir, a good administrator there. 
A conscientious man, and he is a Democrat, I may say. 

The CHarrMAN. We assume that. 

Mr. Russeuu. He is a very able administrator, and he is struggling 
hard with a bad law. 

That is our primary plea to you, gentlemen. Let us stay where 
we are and fight with our own legislature and our own governor, until 
we can get a fair, just, and reasonable bill. 

We have been allowed, in the State of New York, a 4-percent return 
on the fair value, or on the assessed value, perhaps I should say, of 
the profit. 

Of course, 4 percent is not a fair value on real estate. You can get 
that on first-mortgage listed bonds that are legal for trust funds and 
savings banks. So who would think of investing money in rea! 
estate, on a 4-percent yield, when he can get safety and none of the 
headaches of management elsewhere. 

However, if you insist upon taking back Federal rent control, we 
are going to ask you to do two or three things, and | will be through 
in just a moment, sir. 

For heaven’s sake, gentlemen of the committee, don’t take over 
control of commercial rents 6 years after the war. It is a monstrous 
thing to think of controlling commercial rents, 6 years after the war 
has stopped. 

It wasn’t necessary during the war for the Federal Government to 
do it. It is true, we did it in New York State, in 1945. And our 
control law has worked very well there, because the law carried 1 
provision for a 6-percent return plus 2-percent allowance for deprecia- 
tion, and an application to the Supreme Court for a review of the 
matter. 
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Mr. Muneer. Mr. Russell, under the commercial rent law, if there 
was no agreement or arbitration, then you went in to the Supreme 
Court in the first instance. There was no agency. 

Mr. Russe.t. That is right, there was no rent administration in 
commercial law. If the tenant and landlord couldn’t agree, you 
could arbitrate. If you couldn’t arbitrate, you could go into court. 

Mr. Mutrer. That is what we had back in 1920 in New York City. 

Mr. Russeuv. That is right, and I had a lot to do for the passage of 
those laws, and I helped to carry the constitutionality of those rent- 
control laws of New York to the Supreme Court of the United States 
in those days. 

Mr. Dotiincer. Wouldn’t that be a good formula today, Mr. 
Russell? 

Mr. Russevu. I think so, sir, if you are going to continue rent con- 
trol federally, that whole formula worked very well, and it worked in 
the District of Columbia here, as well. But don’t leave the millions 
of people who have invested their life’s savings in providing shelter, 
one of the essentials of life, for others, to the tender mercies of a 
bureaucratic group. 

I have been in the Government service. I spent a number of vears 
in Government service, gentlemen. I know it from tbe inside. | 
don’t mean to say that I would act any differently if I were inside the 
Government, wielding power of that sort. But you gentlemen of the 
Congress are here to hold these scales evenly, and I know that every 
one of you wants to see controls of all sorts terminated as soon as 
they may safely be dropped. 

You have got the decision to make as to when those controls can be 
dropped. I am sure there isn’t a Member of Congress that wants 
controls merely for controls’ sake—in any part of our economy. We 
all believe in a free market, and we recognize that there are times when 
emergencies require the application 

Mr. Cote. You wouldn't say that everybody in Congress believes 
in a free market, would you, Mr. Russell? 

Mr. Russevu. Well, I hope that is the case, sir. 

| believe that they all believe in a free market. Some want to 
pay lip service to it, but I think they believe in it. 

Now, there are just two or three other things that | want to refer 
to briefly, Mr. Chairman, and I will be through. 

I want to refer briefly to credit controls, and plead with the gentle- 
men of the Congress to go very slowly on restricting credit. 

If there is a shortage of building materials, for instance in the 
construction of new homes, that situation can be covered by the 
allocation of scarce materials. You don’t need to interfere with this 
delicate credit structure. 

Right now, the mortgage market in our country, gentlemen, is 
tottering. It is in a bad situation. The drop in Government bonds 
has caused many of the big institutions to have great difficulty in 
meeting their mortgage commitments which they made last year, 
because they can’t sell any more Government bonds without suffering 
a severe loss of principals, and that credit structure is like the 
mechanism of a watch. 

So I hope you will go carefully on that. One provision in this bill 
I think is particularly bad, and that is the credit restrictions on existing 
homes. I am sure when you gentlemen of the committee begin to 
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examine that carefully you will realize that. the little fellow, who has 
been amortizing his mortgage on his house right along, and has paix 
it off and wants to sell that house, can’t sell it for all cash. He has 
got to take back a mortgage. 

You may prevent him from disposing of his house, after he has 
struggled for years, or, in the event the little fellow who has a smal! 
home, with a mortgage on it, runs into heavy medical bills, or other 
expenses, and wants to increase his mortgage a little bit, you may 
impose a very severe hardship on him. ; 

You don’t need to worry about the luxury buildings, the better type 
of homes, because the lending institutions have laid down a rigid 
rule that they will not go beyond a certain percentage of their present- 
day value, and their present-day value is anywhere from 25 percent to 
50 percent of their former cost. 

So those who handle the money strings are not going to run wild 
in any luxury construction. Iam thinking of the small home owner. 

I need say no more about that. 

I do want to refer to one thing. Again, if you insist upon taking 
back rent control from the State of New York, [ want to make one 
statement that may astonish you and provoke controversy among 
the members of vour committee, that a rent increase, contrary to 
public belief, is not inflationary, but that it is anti-inflationary, just 
the opposite of what the frequent assertions are. 

It operates, Mr. Chairman, just as a tax increase does. It takes 
raoney out of the hands of millions of consumers, and channels that 
money, Which is pressing hard against goods in short supply, into 
the hands of the Government in the case of taxes, where it will be 
spent again, but it relieves the pressure on spending. 

And so, ina rent increase, the rent increase paid by millions of people 
will be channeled into fewer hands, and relieves the impact on goods 
in scarce supply. 

As we all know, that is what inflation is—when there is more money 
than there are goods to satisfy the available supply of money. 

And about ability to pay: | may sav there is no question about 
ability to pay an increase, with a national income running at the rate 
of 225 billions of dollars a vear, as against something like 78 to 80 
billions, prewar. There would be no hardship. 

Mr. Mutrer. May I interrupt there, Mr. Russell? 

Mr. Russeiy. Yes, sir, Mr. Multer. 

Mir. Murrer. You know, what you have just suggested sounds 
a great deal like the luxury tax that was suggested to us by the 
cattlemen. Some came in here and said, “The way to keep down 
the price of beef is to put a luxury tax on the high-priced cuts, on 
the sirloin steaks and the porterhouse steaks, and then the wage earner 
won't be able to buy those cuts and prices will come down.” 

Mr. Coie. That is hardly what they said, if I may say so. 

Mr. Munrer. That is what vou will find in the record. 

Mr. Coie. That is Mr. Multer’s interpretation of what they said. 

Mr. Muurer. That is what vou will find in the record. 

Mr. Core. I will challenge that statement, too. 

Mr. Mvuurer. At least, two of them, Mr. Russell, came in and 
said the thing to do was to put an excise tax on the high-priced cuts 
of beef. 
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Now, you are telling us that rent increases are not going to be 
inflationary. You can’t be serious about that. 

Mr. Russet. Yes, sir; 1 am perfectly serious. In fact, I will assert 
to you, Mr. Multer, that rent increases will be deflationary in many 
respects, in that they will put money into the hands of the property 
owners who will pay off on their mortgages, and thus reduce the 
existing debt. 

Mr. Murer. Well, now, if thev pay off on their mortgages most 
of that money will go where? ‘To the banks? To the insurance 
companies that are in the lending market? 

Mr. Russexty. That is right. 

Mr. Muurer. It gives that much more money to lend. We are 
told when you do that that increases your money supply by about 
six times. 

Now, you are going to take this extra rent and put it right into 
the money stream and increase our money supply six times? 

Mr. Russevy. That doesn’t increase your available supply of 
money, Mr. Multer. 

Mr. Mutter. Every dollar you put in the bank gives the bank 
that much more money to lend. 

Mr. Russeti. You have merely transferred it from one place to 
another. 

Mr. Parman. Mr. Russell, if vou carry that to its logical end why 
not just end this inflation by raising the price on everything that the 
people buy? 

Mr. Russeiut. No; I don’t think it operates the same way, Mr. 
Patman. 

Mr. Parman. If you say it would be deflationary, if you raised the 
prices of everything that should be deflationary. 

Mr. Russeutu. Congressman, if they have to pay more rent, they 
will have to reduce their purchases of caviar, canvasback, and canapes, 
that is clear. 

Mr. Parman. IT think you are talking about a class that is not 
purchasing those things. 

Mr. Russeuti. Weill, I didn’t intend, gentlemen, to get into that. 
But [ will be glad to answer any questions. 

Mr. DotiiGer. Will not that raise the value of property to its 
highest peak? And that is inflationary? How much higher can you 
go on property values? 

Mr. Russevu. You are talking to a man who hasn’t got a dollar 
invested in real estate of any kind except his home, but 1 have oper- 
ated eighty-million-odd-dollars of real estate in New York as a 
trustee, anything from luxury hotels to tenement houses, and 1 say 
to you that property is selling today at a fraction of what it formerly 
sold at. 

Mr. Mutrer. How many times the gross rent is property selling 
for today? 

Mr. Russeuu. It depends on the property. 

Mr. Mutrer. Take a multiple dwelling. 

Mr. Russeiu. Multiple dwellings today, I would say, in the five- 
story-building type, are selling on an average of about 5}, times the 
gross rents. 

Your elevator buildings are selling for a little less than that. Some 
of them are selling quite differently. You gentlemen from New 
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York just saw it in the New York papers where we sold a big building 
on Park Avenue for $2 million. 

The building is assessed at only $1,700,000. So it sold above the 
assessment. 

But the building cost $4 million. We got in there through foro- 
closure of a first mortgage of $2! million. There are 7,000 investors 
who invested $2 million. They have taken a loss to date of $500,000 

Mr. Muurer. But, Mr. Russell, they are taking a loss based on 
what they put into that property back in 1925 or 1926. 

Mr. Russevu. 1930, this was. 

Mr. Murer. Was it 1930 on that parcel? 

Mr. Russeuu. That is right. 

Mr. Murer. Based on what they put into that property in 1930, 
when the property was at its peak in New York City. 

Mr. Russeuy. That is right. 

Mr. Murer. So of course they are taking a loss compared to that 
But that is 21 vears later. 

Mr. Brown. Did I understand you to say it cost $4 million in 1930” 

Mr. Russeuu. Yes, sir. 

When we foreclosed our mortgage, gentlemen, somebody los! 
$1,500,000 in that property. And now we are losing $500,000 more 
on it, and it is selling at eight to nine times its total rent, Mr. Multer 

Mr. Mutter. That is a well-recognized formula for determining the 
value of real property, taking the gross rent and multiplying it by 
four, four and a half or five, or whatever figure is current. The point 
Mr. Dollinger makes is that as you boost those rents you are boosting 
the value of that property. 

Mr. Russevu. That is right. But you couldn’t boost the value o! 
this property by raising the rents 50 percent, even, and, indeed, the 
rents dropped 60 percent in this property, from $550,000 a vear down 
to $200,000 a year. So if you gave a hundred percent increase ther 
they would still be $150,000 a year less than what they were when the 
building was put up. 

Mr. Gamsue. Is that because of the rent control, Mr. Russell, or the 
economic situation? 

Mr. Russeiyi. Well, it was the economic situation, Congressma. 
Gamble, in the beginning. Rents continued to tumble because the) 
are large luxury units, which were hard to rent. 

But then rent control was clamped on in 1942, and even then, whe: 
vou could have gotten a higher rent, it wasn’t possible to do it. 

Mr. Gampte. It was pretty much clamped on at the bottom of tli 
rent schedule due to the depression, was it not? 

Mr. Russeuu. Oh, yes, sir, it was clamped on at the bottom of tli 
depression. 

Mr. Gamsue. That is especially true through the luxury apartment 
situation. 

Mr. Russeu. That is true. 

That is why we say if you feel it is necessary to control, decontro! 
your vacant apartments, and luxury apartments there can be to 
hardship for people who can pay $3,000 a vear for rent or mor 
Those people won't suffer at all, if they have to pay an increased rei 

The CuarrmMan. You spoke of vacancies in New York. Are there 
many vacancies within the range of moderate incomes? 
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Mr. Russet. Mr. Chairman, the vacancies are not within the 
range or reach of low-income groups, that is true. The vacancies are 
largely in the new buildings, and the altered buildings, where the costs 
of alteration or construction are more than double what they were 
before the war, and the rents are double or more than double what 
they are in the controlled buildings. 

The CuarrMan. Is that the cause of the vacancies to a great extent, 
the increase in rents because of the increased costs of repairs and 
other things, by which vou can get an increase in rent? 

\Ir. Russe. Yes, sir, the operating costs have veered tremendously 
on us all. 

We find that our operating costs are up 50 percent in certain items 
and in others as much as 150 percent and the income has been grad- 
ually going down on these properties. 

On this big building I was discussing, we haven’t been able to earn 
2 percent on the mortgage without depreciation, for the past 16 vears. 
That isn’t fair to these investors in mortgage certificates. They were 
cuaranteed 5 percent on their mortgage, and they become unwilling 
landlords. 

Mr. Mutter. Guaranteed by whom? 

Mr. Russetu. By the New York Title & Mortgage Co., now 
liquidated, sir. It wasn’t a very effective guaranty. 

Mr. DouurnGer. Mr. Russell, we have had rent control for I don’t 
know how many vears, 7 or 8 vears or more, haven’t we? 

\ir. Russe. 1942, ves, sir. 

Mr. Doturncer. That is 9 vears. In all these 9 vears there has 
been a constant upward trend in realty values, hasn’t there? 

Mr. Russeii. No, I wouldn’t say that. I would say there is a 
constant trend downward in certain types of realty values. 

Single-family houses, ves, sir, there has been a constant trend. 

Mr. Doturncer. What about apartment houses? 

Mr. Russeuy. No, sir, there has been, in these apartment houses, 
either a stationary or downward trend in New York. 

Mr. Douturncer. I haven't seen that, Mr. Russell. That is the 
reason | asked that question. 1 believe under rent controls, there has 
been a constantly increasing spiral. 

Mr. Russet. Congressman, vou represent a constituency in the 
great county of the Bronx, and—— 

Mr. DoturinGer. It is great. 

Mr. Russeiy. I mean, vou will admit it is a great county. 

Mr. Gamsue. Not as great as the county next to it. 

Mr. Murer. Your direction is wrong. You are thinking of Kings 
County. 

Mr. Russe.u. Bronx County properties are being sold at about the 
assessed valuation in your own county, Mr. Dollinger, and your 
buildings in that county are much newer than they are down in 
Manhattan. 

Mr. Doturnaer. They are in need of repairs because the landlords 
in the past years have neglected them. 

Mr. Russevu. Because they didn’t have the money. 

_ Mr. Doxurncer. Oh, they had the money but they weren’t spend- 
ng it. 

Mr. Russeiy. The poorest people around New York are the land- 
lords. I notice they haven’t television sets and a lot of them even 
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haven’t automobiles. But if you go to a public housing project, yo 
will find automobiles, stacked bumper to bumper, and television se. 

Mr. Douurncer. I know, but the landlords don’t want to give w) 
their property. 

Mr. Russeiy. They can’t get anybody to take them off their hands 
Mr. Dotuncer. Not at the high price they want to sell them fo: 
Mr. Russeuu. If vou knew somebody who wants to get a real fai 

gain, | have some parcels there that I will sell you today right in ty 
heart of Manhattan and at one third the cost of them, today, and | 
will be glad to do it. 

I will just take one more minute, Mr. Chairman, vou have be 
very patieat. 

Mr. Parman. The danger of the atomic bomb doesn’t enter into 
thesc deflated prices, does it? 

Mr. Russevi. No, I think not. We have our share of jitters i, 
New York about atomic bombs, but we have also had our share of 
jitters over many other things, too, which we get over in 24 hours. 

I am not very much disturbed about that, Congressman, and | 
live in New York. 

One last word, gentlemen. That is as to decontrol. Start vou 
gradual decontrol if you insist upon extending rent control. Mavl 
vou will conclude in your wisdom that because of the imminence o/ 
something happening over in Korea, that it would be the part o! 
wisdom to wait and see, have temporary extensions, until vou se 
what happens over there. Then perhaps you could legislate mor 
definitely with respect to controls of all kinds. 

But my final word is this, Mr. Chairman, and gentlemen of the 
commiitee: If vou do take us back under the Federal wing, which 
we hope you will not, give us the right to go into our local Federal 
district courts for reviews of the administrative agency’s acts. 

Our small owners—and we have thousands of them in our group 
who own two-family, three-family, four-family houses, haven’t go! 
the money to invoke the aid of the emergency court. They can go 
into local district court, perhaps, by themselves, without a lawye 
or without an accountant. And so give us a chance to review an\ 
arbitrary bureaucratic action. 

Mr. Mutter. Do you mean they can go into the local Federa! 
court without a lawyer? 

Mr. Russexiy. Yes, sir. I think they could. 

Mr. Muurer. Don’t you think you would be better off going int 
your local State and municipal courts, rather than the Federal cour 
The Federal courts there are now swamped with work. They a 
erving for additional judges in the Southern District of New York 

Mr. Russe&uu. So ts our Supreme Court. If you could put us 
back in our municipal court, which is not doing much business thes 
days, that would be better. 

Mr. Muurer. Wouldn't you be better off if you went into the 
municipal and city courts? Couldn’t they handle the problem a lo! 
better than the Supreme Court for the Federal district: courts could’ 

Mr. Russeuu. Assuming that Congress could legislate so as to 
coifer jurisdiction upo. local courts i handling a Federal matte 
why certainly it would be better to give it to the local courts. | 
would agree with you. 
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t, Vo In New York, we are pleading with our governor to let the municipal 
N seis court, the people’s court, handle it. 
ive up Mr. Muurer. Mr. Russell, we have been told that the over-all 





vacancy, ia dwellings throughout the country, is 1.1 percent. Do 
you know whether that is correct or aot? 
Mr. Russexii. The figures we are familiar with show a much 
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al fait ereater vacancy than that throughout the country. 

in thy Mr. Muurer. About how much, on the over-all? 

and | Mr. Russevu. The figures that have been compiled show between 
6 aod 7 perceat. How accurate that is, we dov’t know. We have 

e ber attempted to coasolidate the BLS figures. In New York City, the 
vacancy rate among the controlled rents, is down to almost zero, 

Tr into except where apartments are being held off the market. 

In the newer buildings, or in the altered buildings, vou have got 
fers ii thousands of vacancies in New York. 
are of Mr. Mutrer. Those are again the higher priced units. 
urs, Mr. Russevu. That is right, but if vou would force a lot of people 
and | who are living in 10- or 20-room apartments to get out of there, two 

or three people, we could create the additional space in a hurry. 
vou Mr. Murer. That is advocating rationing. 
favb: Mr. Russgtu. I don’t object to Congressmen occupying 20 rooms, 
nce of Congressman, if they are willing to pay for it. 
art of Mr. Conte. You are advocating the rationing of the free market. 
UL Sei Mr. Russetu. You are right, sir. That is all that I ask. 
mor Mr. Muurer. Let’s get to this 6- or 7-percent figure. 

Of that 6 or 7 percent, broken down, and concerning ourselves 
of the with only the low-income dwellings, would it be fair to say that the 
which vacancies In that segment of the rental market throughout the country 
ederal is 1.1 percent? 

Mr. Russeii. You are asking me to testify about the country. 
OUD Let me answer you by speaking about New York. 

t got I would say that there is no greater than a l-percent vacancy in 

an go those low-income units in New York City, under controlled rentals. 

wvel Mr. Muurer. Back in the good old days of the free market | 

y any think most of our landlords figured on a 10-percent vacancy ratio, 
did they not? 

‘deral Mr. Russe.i. Well, somewhere between 6 and 10 percent, ves, sir, 





depending upon the location in the city. 

But bear in mind operating costs were considerably lower than they 
are today. Formerly, Mr. Multer, labor costs in one of these big 
apartments took 5 cents out of everv rent dollar. Today they take 
















our 

yar 30 cents, 25 to 33 cents out of every rent dollar goes for wages. 

rk And they are not getting too much money. Bear in mind I am not 

it us decrying the wage increases that these men have gotten. 

these But we should be allowed to meet the increased cost by increasing 
the rents. 

» the Mr. Murer. In large part, Mr. Russell, that increase in wages and 

a lot maintenance charges was taken up by the elimination of the six to 

yuld? ten percent vacancy loss. 

is ti Mr. Russeuzi. Well, let me say this to vou, Mr. Multer. 

ite) That vacancy take-up, which began about 1941—by 1942. the 

i vacancies had all been absorbed—all of the additional rent received 





from that has long since gone for increased operating costs. We are 
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further behind today than we were before those vacancies were 
absorbed. We had 14-percent vacancies in this big building I have 
been discussing, and yet we have got more net income out of it with 
a 14-percent vacancy than later on with a hundred-percent occupancy, 

Mr. Mvutrter. I go along with you on this; the landlord is entitled 
to a fair return. 

Mr. Russevu. That is all we ask. 

Mr. Muurer. Everybody is entitled to a fair profit. But in times 
like these we must see to it that he doesn’t get an extortionate or 
unreasonable profit or return. 

Mr. Russevy. You are quite correct, sir, and we don’t want to see 
any rent profiteering or rent gouging. That is why we have been 
down here pleading with you to extend vour rent laws. But we ask 
you now to reexamine them because we think the time has come for 
you to seriously consider terminating them. 

Mr. Gamsie. Mr. Russell, I have the same theory that you have 
regarding the recontrol in New York State, because I assume that we 
would agree that a Federal law would override the New York State 
law, and that the Government would have the right to go in to a State 
and recontrol. 

So I asked Mr. Woods that very question, and he told me that he 
had made a survey in New York, and that he thought that by and 
large the New York law was working pretty well, and that he would 
have, on the over-all picture, enough of a headache without taking on 
New York State again, and that he wouldn’t wish to do it, and would 
not do it, unless there was a weakening of the New York law, so that he 
would have to go in and take it over, and he hoped that that would not 
occur. 

Mr. Russeuu. There is no sign of that, Congressman Gamble. The 
New York law has us in a strait-jacket. 

Mr. Gamsue. Well, there were some amendments made in the last 
legislature that made some alterations, I believe. 

Mr. Russevu. There was no alteration of any kind that was bene- 
‘ial to a property owner with housing. 

Mr. Douurncer. Or to the tenant, Mr. Russell. 

Mr. Russevu. Or to the tenant. They were technical alterations, 
that is all. 

Mr. GamB_e. I thought you would like to know Mr. Woods’ 
present thought on that. 

Mr. Russevi. There are a lot of vacant apartments today for rent 
which won’t be rented by the present owners, I can say that. 

Mr. Nicnouson. Mr. Chairman. 

The CuHarrmMan. Mr. Nicholson. 

Mr. NicHoutson. You were talking about paying up the mortgages, 
and that the money went back to the banks. Well, the banks use 
about 50 percent of their money now to buy United States bonds, 
don’t they? 

Mr. Russeii. Who does that, sir? 

Mr. NicHouson. The banks. 

Mr. Russeti. The banks. The banks, of course, are compelled to 
buy these bonds, if they are issued. 

Mr. NicHouson. That doesn’t create inflation, does it? 


Mr. Russevy. I have observed that banks buy bonds and sell 
bonds. 
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Mr. Parman. I don’t think you want the record to show, Mr. 
Russell, that the banks are compelled to buy bonds. 

Mr. Russevu. No; if I said that, I didn’t mean by an agency of the 
Government. But they have got to find a place to put their idle 
money to work, and if there are no mortgage investments———— 

\ir. Parman. Well, when they can make loans aggregating about 
«7 for one, it doesn’t hurt the banks very much anyway, does it? 

Mr. RusseLut. No; and yet, it is a good thing to get these bonds 
distributed among the people. 

Mr. PATMAN. Sure, it is better for the individuals to own them. 

Mr. Russpuu. That is right. I would like to see this great Gov- 
ernment debt distributed among the 150,000,000 people and so 
would you. 

The CuarrmMan. Thank you, Mr. Russell. We are always glad to 
have your views. You are very fair. 

(The following letter, with enclosure, was submitted by the Office of 
the Housing Expediter: ) 


















OFFICE OF THE Howusinc EXPEDITER, 
Washington 25, D. C., June 7, 1951. 






Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

Dear Mr. Srence: It has been brought to my attention that recent testimony 
before your committee criticizes the Office of the Housing Expediter for attempting 
to reactivate stand-by rent advisory boards in the State of Texas which was 
decontrotled by the State legislature on October 19, 1949. 

Under the local option provisions in the present Federal rent-control law, giving 
States and incorporated municipalities the right to decontrol, it has been the 
policy of this agency to regard such decontrol actions as final once we had deter- 
mined that the State or local community in taking its action had complied with 
the Federal law. 

When it became certain that the Congress would consider a new rent-control 
law beeause of the Korean situation, I felt that. once more rent control would 
hecome a national problem and that I should make myself aware of the circum- 
stances surrounding the supply and demand of housing in areas that, while not 
under control at present, might have to have rent control established because of 
the impact of the mobilization effort or because of the reactivation of military 
installations. Rather than use paid employees of the agency to advise me of the 
situation in these communities, I decided to ask for advice from local citizens 
through our rent advisory board program. In many areas these boards were stil! 
constituted although the people who served on them were on a stand-by basis. 
In other areas the boards had been completely dissolved and in those cases I first 
approached the State governor to recommend outstanding local citizens in certain 

ommunities where the situation would appear to be critical. This was done to 

save much valuable time in the event the Congress should give the President the 
right, through his administrator of the rent control section of the new Defense 
Production Act, to establish rent control where necessary regardless of the method 
bv whieh decontrol was effected. 

I am attaching a copy of my letter of April 9, 1951, on this subject to the 
Honorable Allan Shivers, Governor of Texas. 

Sincerely yours, 



























TicHEe E. Woops, Housing Exrpediter. 









Apri 9, 1951. 





Hon. ALLAN SHIVERS, 
Governor of Texas, Ausiin, Tex. 

Dear GOVERNOR Suivers: Undoubtedly vou recall correspondence we have 
had in the past in connection with a provision of the rent law which requires the 
appointment of local rent advisory boards from nominations submitted by the 
respective governors for all areas affected by Federal rent control. 

In the past it has been my policy to maintain the local rent advisory board on 
what we call a stand-by basis in areas which I have decontrolled either on my 
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own initiative or on the recommendation of the local rent advisory board. 1), 
law provides that stand-by boards also may be appointed in areas decontrolled 
under the local option provision of the present act, but I have not established 
them in such areas. This policy was, as you know, based upon our decontr 
philosophy under which rent controls were removed from a high of 16. millio 
units in 1946 to 7 million units today. 

This situation has changed since Korea, and as you probably know, the 
gressional committees responsible for rent control have indicated their pla: 
consider new rent control legislation. 

Because of these changed circumstances, I am interested in determining wha: 
is happening in des »ntrolled areas in your State and particularly what is happenin: 
around military establishments. The wonderful success we have had in the loca 
administration of rent control through representative citizens of the commu 
from the ranks of landlords, tenants, and the publie generally, prompts me to 
the advisory board plan in obtaining this information. Naturally, I want 
follow the provisions in the law which require that I make my appointments by 
nominations submitted by you. 

Will vou please, therefore, provide me with names of 10 nominees for er ch ; 
the following areas so that I may appoint separate rent advisory boards for thes: 






areas: 

Corpus Christi Bryan Lubbock 
Amarillo Dallas San Antonio 
El Paso Fort Worth Killeen-Temple 
Austin Galveston 

Beaumont Houston 






These are areas where according to our information military expansion jis 
‘ausing a critical shortage of housing, resulting in unreasonable rent increase: 
If there are other areas where you feel committees should be set up I shal! by 
delighted to hear from you. The nominees should be in the ratio of three public 
interest members to one landlord member and one tenant member. Our stsnc- 
ards for the three categories will be helpful to vou, so I am attaching those stand 
ards to this letter. 

If I may count on vour cooperation in this venture, I wilt have a member of 
my staff call on vou to work out details for the nomination and appointment of 
these advisory board members. I do not wish to place an onerous burden on 
vour shoulders by asking for this cooperation without at the same time offering 
to give vou whatever assistance you may need to enable you to carry out thy 
intent of the law with a minimum inconvenience to vou. I appreciate the exce!- 
lent cooperation you have given me and my office in the past and I hope that this 
request can be carried out with a minimum of inconvenience and paper work for 
you. 

With kindest personal regards, 

Sincerely yours, 




















TicHe E. Woops, Housing Expedite 
The CuarrMan. Call the next witness, Mr. Clerk. 
Mr. Hantanan. Mr. James F. Cook, Jr., president of the Nationa! 
Association of Building Owners and Managers. 
The CuarrMan. Mr. Cook, identify yourself. 


STATEMENT OF JAMES F. COOK, JR., PRESIDENT, NATIONAL 
ASSOCIATION OF BUILDING OWNERS AND MANAGERS 





Mr. Cook. Mr. Chairman and gentlemen, I am James F. Cook, Jr., 
president of the National Associaton of Building Owners and Man- 
agers, on behalf of which organization I appear before you today. MM) 
personal business is in St. Louis where I am identified, as president, 
with the Isaac T. Cook Co., engaged in the management of commercial 
properties and related business activity. My official duties center in 
Chicago where the association’s national office is located; though rather 
frequently they take me to other places as, in the present instance, to 
Washington. 
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The National Association of Building Owners and Managers is a 
trade association representing the ownership and management of 
office buildings, loft buildings, and business accommodations of all 
types. In the first category, particularly, it represents a very high 
percentage of the office buildings of the country, its member properties 
comprising some 300,000,000 feet of rentable area. Our representa- 
tion of other types of commercial property is also substantial and the 
coverage, geographically, is all-inclusive. 

Federated with our association are 58 local associations of building 
owners and managers in the principal cities of this country—not to 
include (for present purposes) our important Canadian affiliates. 

These member associations in their respective communities stand 
in the same relation to the “skyscraper industry”’ as does the national 
association across the continent, being truly representative in each 
case. Locally and nationally, we speak with authority for a major 
service activity, the business of housing American business, repre- 
senting in the aggregate a 10-billion-dollar investment in office build- 
ings alone, and considerably more when other property classifications 
are added. 

Some 20 of these member associations have appointed repre- 
sentatives to attend this hearing. They are present in this room, most 
of them traveling a good many miles to be here, and they join with me 
in this presentation of findings and recommendations on a subject of 
mutual concern. 

In addition to our membership in these larger cities, we have indi- 
vidual members—and member properties—in many smaller cities 
throughout the land; and one point I should make before getting down 
to cases, is that while in total figures this business rates with leading 
industries, its investment is widely distributed, and the interests of 
the average building owner or manager come within t :e definition of 
“small business enterprise’ in whose well-being the proponents of the 
measure now before you have indicated a keen and sympathetic 
interest. 

Another point I should make quite clear is that what we have to offer, 
in making this submission, applies exclusively to those provisions of 
the pending bill (H. R. 3871) which relate to commercial rent contro! 
or, adopting the language which its sponsors have employed, ‘‘the 
regulation of rents of business accommodations.” 

So much by way of introduction—who we are, and why we are here. 
Now to get on with our statement. 

First, it should be said that we favor and support the general] 
purpose of the Defense Production Act to strengthen our national 
defenses. We believe, as you do, that freedom is worth sacrificing for 
and if need be worth fighting for. 

We do not like controls in the sense that this term is used, just as 
the proponents of this legislation have said that they too dislike them, 
und for the same reason—namely, that they run counter to the concept 
of free enterprise we are all here to preserve. 

Granting that much as you and we dislike them, certain controls 
nav be necessary as a temporary expedient, we submit that no new 
control should be imposed unless you are fully satisfied on three 
essential points: (1) that the occasion for it has been clearly estab- 
lished; (2) that conditions to be corrected warrant the disruptions that 
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may ensue; and (3) that it is workable and administratively feasi|)|: 
the benefit, if any, outweighing the cost in money, manpower, 21) 
inevitable mistakes. 

I ask that you consider these three tests very carefully, for tl, 
evidence we submit will apply directly to these. In a word, we oppose 
commercial rent control as unnecessary, unwarranted, and impractica! 
of administration. 

If that be shown—and we propose to show you—this new section 
which pertains to control of rents of business accommodations shoul: 
be eliminated from the measure under consideration. 

Our presentation will be factual, for we know whereof we speak 
After days and weeks of testimony, you must be thinking “Let’s ge 
down to facts.”” We have no gift of oratory but the facts will speak fo; 
themselves. 

One fact which I am sure you already have in mind is that commer- 
cial rents have never been controlled on a national basis. Such 
control was rejected by the Congress on more than one occasion in the 
course of World War Il. That in itself is significant. It raises the 
question of necessity. It places the burden of proof on those who pro- 
pose to control them now. 

It has been said in support of these proposals that every segmen! 
of the economy must share in the war on inflation. That statement 
would be unanswerable if it were shown that all segments share alike 
in responsibility for inflationary trends. 

It has been said that commercial rents are an important factor i 
the cost ot doing business and that there have been sharp advances 
“since Korea,’’ meaning since June 24, 1950. On these counts we have 
specific evidence to submit. 

Something has been said about shortage of commercial space with 
implications you are expected to take for granted. What is the true 
picture of supply and demand as it pertains to rentable area? Her 
again you are entitled to the facts, and we are prepared to supply them 

Finally, it is implied that the authority requested to control the 
reutals of business accommodations is in the nature of a stand-by 
power, to be exercised selectively and only if found necessary in th 
public interest. I think you will agree that the history of control 
serves to discount any such assurance. 

When it comes to supplyimg intimate and well established facts 
about the operations of commercial properties, the National Associ- 
ation of Building Owners and Managers is in a peculiarly favorable 
position. We have the facts. 

For more than 30 years, the association has conducted a yeurly 
survey, the results of which are published in its annual Office Building 
Experience Exchange Report. This analysis of the vital statistics of 
our industry was inaugurated long before commercial rent contro! 
was even thought of: it will be carried on long vears after the presen! 
consideration of that subject is “gone and forgotten.” 

This experience exchange report is recognized as reliable and authen- 
tic. Aside from our own membership, which in itself is all-inclusive 
its findings are made use of by architects, appraisers, economists. 
libraries, financial institutions, and various departments of the Fed- 
eral Government. It is an established institution, dispassionate, dis- 
interested, the sole function being to record the facts as it finds them 
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| may add that this report is not merely the best but the only 
source of industry-wide information concerning such matters as rental 
income, operating costs, and trend of rental rates. 

During these same thirty vears and more, the association has con- 
ducted a companion study—a semiannual survey of office-building 
occupancy which again is an established institution that stands alone 
in its field. With the facts which these two unique studies make 
available, we can show you not only what has happened since Korea, 
but where such developments stand in relation to what has gone 
before. We can show you the pattern of the past decade—decidedly 
pertinent—and just as handily, of the past quarter century; it is all 
of one piece. 

Now a word as to timeliness—then I will turn to these charts, for 
seeing is often easier to absorb than just hearing. 

The latest experience exchange data is for the calendar year 1940. 
Ordinarily that would be late enough, as it is obviously the last com- 
pilation available on a yearly basis. But it is our custom, in con- 
junction with the experience exchange procedure, to take intermediate 
samplings of industry experience, for we too have need of facts that 
are strictly current. Foreseeing that “pre-Korea”’ and “post-Korea”’ 
would have special significance, we followed each experience exchange 
return as it came in, these past weeks, with a supplemental inquiry 
form—short and simple, but entirely adequate—calling for bookkeep- 
ing results for the month of June 1950, and for the month of January 
1951—a comparison that spans the particular period about which, at 
this critical moment, we are most concerned. The findings of this 
supplemental study are available. 

Our occupancy surveys are taken in October and May of each year, 
and the May 1, 1951, summary was completed just before we left 
our respective homes for this hearing. Nothing could be later than 
that. 

As a result of this timing, the information we bring you 1s in all 
respects applicable to the problems immediately before us. With 
that abbreviated explanation, the charts are now in order and I turn 
to our first exhibit. 

The purpose of chart I is, briefly, to bring our thinking into per- 
spective. What we are talking about is commercial rents and the 
extent to which higher rental costs may contribute to price inflation. 
It shows at a glance that the increase in office rental rates has not 
been a major factor in the inflationary movement that has taken 
place between the years 1940 and 1950, the decade immediately past. 

In this 10-year interval, the average rental rate for office space 
advanced from $1.76 in 1940 to $2.86 in 1950, an increase of 62.5 
percent. 

_ At the same time the cost of living increased 71.6 percent. Which 
is to say that in dollars of 1940 purchasing power, office rents have 
actually declined. I ask you, is that inflation? 

Again, while office rents were increasing 62.5 percent, wholesale 
prices were increasing 105.5 percent, the national income 189.6 per- 
cent, and the cost of Government 316.6 percent. 

The point to be emphasized is a very simple one, and yet important 
~that office rents were not leading the procession. They were, in 
fact, bringing up the rear. 
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The only item that makes a better showing—or a poorer showing, 
depending on the point of view—is store rents, with a modest increase 
of 30 percent. That I will talk about a little later. It is recorde.' 
here to make the picture complete. 

You may wonder why we chose this particular period for com- 
parison; and the answer is, probably for the same reason that the 
Senate Small Business Committee, in a spot-check survey covering 
six cities, selected at random, hit upon this same 1940-50 comparison. 

Ever since humans learned to count on 10 fingers, we have fallen 
into the habit of computing by 10’s. Thus 10 vears offers a con- 
venient measuring stick. Moreover, this particular ten years takes 
i. the adjustments and readjustments that preceded and followed 
World War II; it is therefore peculiarly significant. For your pur- 
pose—and ours, too—it would seem to be a “natural.” 

The Senate Small Business Committee survey, as the Housing 
Expediter reminded you, showed a 78.5-percent increase during this 
same interval. Several features of that survey might be open to 
questions, if one were disposed to quibble. The free and easy method of 
accepting returns, with or without identification, might readily ac- 
count for some considerable margin of error. The fact it is not so many 
points higher than the percentage supported by carefully checked year- 
to-vear trends, would seem to indicate that, by and large, the Senate 
committee survey was a creditable one-time job. 

Let me repeat, before we leave this chart, that it serves a primary 
purpose. It throws certain facts into their proper perspective. It 
shows that commercial rents held back—that they were definitely not 
pushing ahead. 

It tends to show that rental increases have been reasonable, indeed, 
in the light of irresistable trends. 

But—you may be thinking—all this is water over the dam. This 
is looking backward 10 years. What has happened since Korea? 
What are commercial rents doing here and now? Well let’s see. 

Chart 2 was taken almost bodily from a governmental report. Ii 
is a portrayal of economic changes that have taken place from June 
1950 to January $1, 1951. 

You will find a similar graph in the joint economic report covering 
inflationary hazards, issued early in April, with which, Mr. Chairman, 
certain members of your committee are quite familiar. 

About all we have done is to make a 2-week adjustment in the per- 
centages to the right—which in the original were dated February 13 
and insert the additional item, in red, “Office rent.” 

Here we have a 7-month comparison that is even more strikiag 
taan our first illustration. The base figure—shown at the left—is 
160; therefore 102.6 is an increase of 2.6 percent. 

This, then, reflects the impact of inflationary pressures which the 
Korean outbreak unleashed. 

» This, then, is our industry reaction to resumption of an econom) 
governed by emergency powers, with threatened shortages, scare 
buving, and all the rest. 

| This is what really happened— in contrast to grave apprehension 
that sharp increases in rentals of business accommodations might 
upset the stabilization program. 

The higher percentage increases—-I hardly need recite them 
clearly indicate that other factors in our business economy are much 








ving, 
Pease 


rde' 


CPOM= 

the 
‘ring 
ison. 
allen 
CON- 
akes 
wed 
pur- 


sing 
this 
nh to 
vd of 
ac- 

any 
Cau;r- 
late 
ary 
It 


not 


ed, 


“his 


> 


Ca! 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1917 


more sensitive to taflationary influence than is this item of commercial 
rents. 

Inflation generates its own momentum. These various factors 
react upon each other. Those of us who own or operate commercial 
properties are by no means immune to the pressure of higher costs. 
Qae item not showa upon this chart, because there was no good place 
to put it, merits particular attention at this pozat. 

During the 7 post-Korean months that witnessed this gain of 2.6 
percent mn rental rate, the operating costs in these same reporting 
buildings tacreased 7.4 percent—nearly three times as rapidly. 

Let me repeat, because it is highly significant—a 2.6 percent in- 
crease ta rental rate; a 7.4-percent tacrease in operating cost. That 
supports the assertion which I borrow from the supplemental state- 
ment of one of our member associations—represented here today 
that we are victims of inflation, not a contributing cause. 

But now we are getting into the economies of office building opera- 
tion, and I hasten to give vou the over-all picture. 

We would be quite withia our rights, I presume, to show vou those 
facts which are favorable to our position, and pass lightly over any 
which might give aid and comfort to those who may differ with us. 
But we are not smart enough, or perhaps too smart—I don’t kaow 
which, and really don’t care.—-to pick and choose. What we have 
to submit to vou is the facts, all the facts, and nothing else but. In 
chart IIL] we give vou a panoramic view of office building operatons 
from 1924 to 1950, inclusive, covering all phases of the so-called 
business cycle and all stages of emergency from all-out peace to all- 
oul war. 

To make it quite simple, this chart deals with just two things, 
total income and operating costs, each recorded in dollars per square 
foot. The red curve is the ratio between the two, and that is what 
tells whether business is good or bad. 

Back in the middle twenties, when we thought of conditions as 
“normal,’”’ it took 60 cents of each dollar of income to operate our 
buildings. So the operating ratio was 60. 

Later on, in the thirties, when the depression hit us, the operating 
ratio got up around 80, which meant that 80 cents of every revenue 
dollar was required to keep our buildings going. That was bad 
business—very bad in fact—for the 20 cents remaining was not 
enough to meet financial obligations, such as interest on borrowed 
money, aad leave anything for the owner as a respectable return on 
his investment, if he happened to have any return at all. 

This brings out two faets which I think may surprise vou. 

One is that our business hit the low point of the great depression, 
not in the thirties as one would expect—-though every year seemed 
like the low point—but in 1941, when everyone but us had fully 
recovered. That vear, as vou can see, charts the narrowest margin 
between income and cost of operation. 

The other point is that we are still in an unfavorable position. In 
1949 this ratio had only come down to 68.2, and in 1950 it actualls 
turned in the wrong direction. 

Real property has that peculiar characteristic—its .trends lag far 
behind. Contrary to the popular impression, the industry is still in 
a subnormal state. It has never shared, as other businesses have 
done, in the prevailing era of prosperity. You do not find our opera- 
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tions recorded in those charts which portray high corporation earp- 
ings—all because of this characteristic lag. This lag is apparent iy 
times of deflation; it is quite as pronounced in times of inflation, 
That is why commercial rents present no present inflationary threa; 

Chart LV covers the same period of years, but introduces some new 
factors. 

One of these new factors is occupancy, which plays an obviously 
important part in profitable operation. ; 

Another—and from the viewpoint of our tenants the only one that 
matters—is office rental rate. ‘This line, shown in red, runs from 1934 
on, because prior to that time our method of reporting did not provide 
for this calculation. 

Perhaps I should explain that this figure of rental rate is not any- 
one’s guess. It is not an asking price, “subject to negotiation. It is 
the actual dollars received for each square foot of occupied office ares 
This is the true and accurate rental rate, as contrasted with rule-of- 
thumb quotations; and I might add that the experience exchany 
report is the only place you will find it. 

Note also the introduction of ‘office rental income,” which differs 
slightly from ‘‘total income” shown in the previous exhibit. The 
obvious difference between office rental income and office rental rate, 
is that income is based on total rentable area, whether occupied, o1 
not, whereas rate is for occupied only. 

In the early thirties, as you will see, income fell off much faster 
than rental rate. That is because we were reacquiring so much 
vacated space. During recent years, happily, the situation has been 
reversed, and rental income has gone up faster than rental rate—this 
because occupancy has been improving. This increase in rental in- 
come is the bright spot in our recovery. It amounted to 98.6 percent 
over the last 10 vears. It marks the transition from excessive vacancy 
to better than average occupancy. 

In this chart we have marked off that last 10-year period (1940 to 
1950); and the box at the bottom, applicable to this 10-year section, 
is indicative of net changes during the period. 

I would have you observe that during this 10-year interval—the 
same 10 vears we were talking about in connection with the first chart 
shown—oceupancy incre: ased 18.5 percent; rental rate increased 62.5 
percent; operating cost increased 63.6 percent. 

I repeat: rental rate up 62.5 percent ; operating cost up 63.6 perc ent. 
Again I ask, is that inflation? 

Honestly, I think this is evidence of weakness. I am not proud 
of our poor showing as building managers. During 10 years o! 
prosperous times when nearly everybody was making money an( 
making it fast, we weren’t able to keep ahead of operating costs. 

True, we were getting the benefit of increased occupancy; bu! 
that was only catching up on what had been lost during desperate 
vears of operation in the red. 

Here we were with the law of supply and demand in our favor 
our tenants making money, and everything rosy—and the best we 
come up with is a 62.5 percent mark-up in rental rate, compared wit! 
63.6 in operating costs. 

And on top of that, as reported a moment ago, we take 7.4 percent 
increase in costs, post-Korea, with a 2.6 offset in rental rate. 

Well let’s pass on. 
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The new factor introduced in chart V is store rent. The typical 
office building, as vou know, has stores and shops on the ground floor 
and offices above. In a 40-story building the proportion of store 
space is relatively small; but in the average building it is a substantial 
factor. From the standpoint of income production, it may be a 
very sizable consideration; in fact not a few cases have come to our 
attention where the stores carry the load. 

When it comes to store rentals, we can only speak from our own 
experience, Which obviously does not cover the entire merchandising 
field. But I do believe that for the purpose of this inquiry, we can 
sive you a cross-section that is well suited to the purpose and typical 
of the picture as a whole. For one thing, these are mostly small 
independent stores, and it is on the protection of independent small- 
business enterprises that the proposed bill places particular emphasis. 

A goodly number of these stores pay rent on a percentage basis, 
just as they do in other locations. What this chart shows is the 
average rental per square foot, regardless of whether this has been 
arrived at by percentage formula or flat rate. In either case it is 
what the store pays. 

One significant fact which this portrayal brings out, is that store 
rents are lower today than they were 25 years ago. 

Another point of interest—and of significance, too—is that per- 
centagewise, the recovery, from 1940 to 1950, is considerably less 
than in the case of office rents. This percentage or recovery was 
shown in our first exhibit—30 percent. 

And finally, as vou ean see, in 1950 the trend was down, undoubtedly 
aitributable to reduced volume of sales, in the case of percentage leases. 

According to Department of Commerce statistics, retail sales in 
certain categories increases as much as 167 percent between 1940 and 
1950. With higher selling prices, the dollar volume in all categories 
has certainly increased considerably more than 30 percent over that 
period, 

That is to say, the rental charge is a diminishing factor in the cost of 
doing business—not an increasing burden. 

What these facts indicate is that in the record up to now, there is 
nothing to support such fears as have been expressed that the small 
merchant will be driven out of business. 

Chart VI is by way of summary, to bring the information previously 
given, quickly into focus. 

In this 1940-50 period, office occupancy increased 18.5 percent; 
store rent 30 percent; office rental rate 62.5 percent; operating costs 
63.6 percent; total income 83.2 percent; office rental income 98.6 per- 
cent. 

The particular point I would have you note here is the relation of 
rental rate to rental income. ‘This is brought out in the color scheme, 
as indicated at the left. 

Improved rental income—and as the record shows there was plenty 
of room for improvement—is the result of two things, higher rental 
rate and higher occupancy. 

Of the 98.6 percent, 62.5 percent represents increase in rental in- 
come resulting from advance in rate—which did not quite cover the 
advance in operating costs. The rest of the increase in rental income 
results from better occupancy. 
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Occupancy we must have, or office buildings go through the wringe; 
That is the business hazard that confronts every one of us. If you ay 
making shoes, and business slides off, you just curtail productioy 
But in office buildings, it is different. The space is there. You can; 
eat it. And believe me, there have been times when we have wish 
we could, 

That brings to our last exhibit, chart VIT which deals with ov. 
cupancy—in the last analysis, a controlling factor. 

The greater part of this curve appeared in one of our earlier ey. 
hibits—but something new has been added. I told you that our com. 
pilation of May 1 office occupancy returns was completed just befor 
we left home. But we still had time to get it in this chart—though | 
am not sure the ink is dry. Here it is, in the upper right corner: 

May 1, 1951, occupancy 97.81 percent, a gain since October 1950, 0! 
0.37 percent. 

You will note that the direction of the occupancy curve is remark- 
ably consistent over long periods. The low point was in May 1934, th: 
high in October 1946. Between these two dates the trend was con- 
tinuously upward. Since 1946 the trend has been down, until it rai 
into a flurry of adjustments (some up, some down) directly attribur- 
able to the mobilization effort. 

The present vacancy (2.19 percent) translated into rentable area, js 
between 415 and 5 million square feet. 

Frankly, I expected a more pronounced gain than the May 1 survey 
discloses. This new figure indicates to me that the post-Korean im- 
pact has had considerably less influence on demand for space than w 
were led to anticipate. 

We have been operating for more than 5 years on a smaller spac: 
surplus than now exists and, as you have already seen, in the groun( 
we have been over, no rent squeeze or other dire consequence has 
resulted. There is nothing in this up-to-the-minute picture to occasion 
either apprehension or alarm. On the contrary this evidence oi 
tendency to le. el out, is definitely reassuring. 

There are certain relevant factors that, for one reason or anothiei 
are less subject to statistical treatment or graphic presentation. 

For example, there is the primary consideration—generally accepte 
or, shall we say, self-evident—that commercial rents have only an 
indirect and remote relationship to the cost of living, which econom: 
controls are designed to keep in line. At worst, their effect at con- 
sumer level would be confined to the added cost, if any, of doing 
business. 

I say “if any” advisedly, for fundamentally the function of 
commercial building is to reduce the cost of doing business by pro- 
viding superior facilities for less money than a tenant could provid: 
for himself. 

But let’s bé practical and specific. The fact is that, current) 
office rent is a small and decreasing factor in the cost of doing business 
I sav “small,” because it probably ranges somewhat under or 0\ 
6 percent. IT say “decreasing”? because, as we have already seen 
other costs are rising much more rapidly than rents. 

We get this information from our tenants; they naturally are th 
ones who know. Some of these tenants maintain their own researc! 
departments and keep close tab on all business costs, as any efficien! 
organization should. I will cite just one example drawn from tli 
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experience of a substantial company which maintains sales offices in 
all parts of the country. 

in 10 vears, from 1940 to 1950, its rent increased 86 percent (not 
necessarily for the same facilities); salaries and wages increased 176 
ercent : and gross expenses, 157 percent. 

In 1940 its rent payments represented 8 percent cf business cost. 
By 1945 this had dropped to 7 percent. By 1950 it had come down to 
6 percent. I cite this example because it is specific and because |] 
believe it is typieal. And we get comparable information from other 
fenant sources, equally reliable. It confirms my original statement 
that rent is a small and decreasing factor in the cost of doing business 
and that other costs are rising more rapidly than rents. 

Our experience exchange facts gave you the office building picture in 
very considerable detail. I would gladly supply similar detail 

earding loft building operations if it were available. It is not. 
Latt buildings are characteristic of certain larger cities. In many 
parts of the country they are little known or nonexistent. There is 
greater diversity in types of loft property and there are fewer com- 
parable factors. Besides, it takes time to establish such a factual 
interchange as our office building report represents; and the loft 
building group is a fairly young branch of our association. 

It can be said, however, that loft building experience, in general, 
follows the office building pattern, which it parallels in many respects. 
Vacancy is higher, approximately 4 percent; rental rates are much 
lower, in line with services rendered, but percentage increase higher 
over a 10-vear period, having started from a lower base. 

Operating costs have increased somewhat faster, possibly influenced 
io some extent by the Wage-Hour law which was held applicable to 
loft building operations. Decentralization has provided a_ special 
form of competition due to removal of many industrial concerns to 
new buildings of their own in outlving locations. There is conse- 
quently no shortage, present or prospective, to suggest the need of 
artificial controls. 

There is one other item that needs to be recorded, and that is the 
nature of commercial leases. Commercial rents are not established, 
they are negotiated, like any business contract. The rent provided 
depends upon many economic factors other than intrinsic value of 
ihe space. The term, the conditions, the mutual obligations are all 
subject. to individual agreement. They frequently involve expendi- 
iures by one party or the other for substantial alterations. Expiring 
leases, coming up for renewal, may have been drawn at a time when 
economie conditions were entirely different. All kinds of special 
provisions, percentage-wise and otherwise, may be involved. 

There are such matters as condemnation clauses, options of many 
kinds, cancellation or recapture clauses, amortization provisions, tax 
participation and escalator clauses, graduated rentals, and not 
infrequently conditions involving a partnership arrangement, where 
percentage is a factor, in the tenant’s business operations. The 
complexity of commercial leasing procedures needs to be clearly 
understood for its bearing on administrative proposals. 

Well, these are the facts we have brought together for your con- 
sideration. Now, what do they add up to? 
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I believe it has been clearly shown: 

(1) That commercial rent is not a major element in the currey; 
inflationary trend; 

(2) That any influence on the cost of living is indirect and remote: 

(3) That it is a minor and decreasing element in the cost of doing 
business ; 

(4) That the record of rent advances has no more than kept pace 
with rising costs of operation; 

(5) That office building occupancy has in fact been declining —, 
trend which post-Korean impacts have only slightly interrupted; 

(6) That store rents, still lower than they were 25 years ago, preseii 
no prospect of getting out of hand; 

(7) That commercial properties have shared to a limited extent 
at most, in the prosperity that other business has recently enjoyed 
and still lag behind, economically. 

(8) In short, there is nothing in the present situation that presents 
any tangible or predictable inflationary threat, or any hurdle in the 
stabilization program. 

All this adds up to no occasion for Federal controls. 

The question has been propounded, inferentially at least, if a! 
other segments of the economy are controlled, why not commercia! 
rent? Putting it that way would place the burden of proof on those 
who oppose pending legislative proposals, which we do—with con- 
Viction. 

In view of the fact that commercial rents have never been controlled 
on a Federal basis, and that similar proposals were rejected by the 
Congress on more than one occasion in the course of World War II 
to which we might add that comparable lgeislation has been rejected 
by the legislatures of several States within the past few weeks— it 
would seem to us that the burden of proof lies the other way—with 
the proponents. 

Such proof as has been offered has been neither specific nor factually 
competent. For our part, we have attempted, and I believe we have 
succeeded, 1n providing your committee with substantial facts. 

It is misleading to infer that all segments of the economy have been 
or are proposed to be controlled. That would be an administrative 
impossibility. Several phases not now covered were listed in the fine 
presentation of the Economic Stabilizer to your committee. Yet for 
certain of them, no control powers are sought. The reason, presum- 
ably, is that they are not administratively feasible, and that applies to 
commercial rent control. 

Even if oceasion had been shown—which we submit the facts d: 
not support—there would still be a serious question of advisability of 
attempting to control commercial rents. 

We have pointed out the complexities that commercial leasing pro- 
cedures necessarily contemplate; they are inseparable in the very 
nature of our business. Because of these complexities, it would be 
altogether impossible to administer such controls with any degree of 
intelligence or equity. To attempt it would involve the establish- 
ment of administrative facilities of such size and extent as to require 
an annual appropriation running into many millions of dollars—all 
to accomplish no good purpose. 

It is far from the fact that “everything” is either controlled, or pro- 
posed to be controlled. Contractual agreements for services to be 
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performed are not controlled; by the same token, lease negotiations 
involving considerations too complicated to be reduced to any ad- 


ministrative formula, should not be. 
Let’s now apply the tests suggested early in this presentation. Are 
vou fully satisfied: (1) That the occasion for commercial rent control 


has been clearly established? (2) That conditions to be corrected 


warrant the disruptions that may ensue? (3) That it is workable 
and administratively feasible, the benefit, if any, outweighing the cost 
in money, Manpower, and inevitable mistakes? 

Our answer, and we trust vour answer, is‘ No.”’ 

For the reasons we have submitted, and the evidence offered in sup- 
port of them, we recommend and strongly urge that those sections of 
title [V-A of H. R. 3871, which deal with control of commercial rents, 
be not enacted into law. 

The National Association of Building Owners and Managers has 
appreciated this opportunity to present its case in opposition to these 
legislative proposals. We have endeavored to give vou all the facts 
as they apply to this problem, and I believe they point to one conclu- 
sion, that imposition of commercial rent controls is unnecessary, un- 
warranted, and would be impractical of administration. 

We ask that vou also consider the local evidence submitted by a 
number of our member associations, which has been offered in the form 
of supplemental statements, filed with you for the record. There are 
in attendance in this room the personal representatives of associations 
of building owners and managers in Akron, Atlanta, Buffalo, Balti- 
more, Chicago, Cincinnati, Cleveland, Columbus, Denver, Detroit, 
Indianapolis, Kansas City, New Orleans, New York, Oklahoma City, 
Philadelphia, Pittsburgh, and St. Louis. If any member of your com- 
mittee has a question applicable to any of these cities, | am sure the 
representative of the appropriate association will be happy to respond. 

And if we can be of any further assistance, now or later, yvour request 
will be our pleasure. 

(The following statements were submitted for the record, by Mr. 
Cook: ) 


SUPPLEMENTAL STATEMENT ON BEHALF OF THE CLEVELAND ASSOCIATION OF 
BUILDING OWNERS AND MANAGERS, CLEVELAND, OHIO 


We wish to respectfully submit to your committee the case of the office building 
industry of Cleveland. 

The Cleveland situation is in no way an exceptional-case. Quite the reverse is 
true. Cleveland is a representative city. Populationwise it ranks midway in 
the large cities of the country. Historically, it is younger than the eastern cities 
and older than most of those of the Midwest, Southwest, and the Pacific coast. 
It isnot a boom town but enjoys a steady development. It is not dependent upon 
one dominant type of industry, but has a widely varied nonseasonal industrial 
activity. In its immediate vicinity are many typical residential suburbs, small 
towns and cities, surrounded by farming areas, with an economy well balanced 
between industry and agriculture, with business properties located in neighbor- 
hood shopping centers or along the traditional American Main Street. Cleveland 
isa center for transportation by air, rail, and water; for a wide variety of industries 
contributing to the Nation’s economy in both wartime and in peace. It is a center 
of finance, commerce, and wholesale and retail trade. To all of these the office 
building industry of Cleveland offers its facilities and services. Cleveland is a 
representative city and its buildings and building management are representative 
of the industry. 

Like all American villages, towns, and cities the business community is largely 
concentrated in a central area and, like all American communities, there is present 
the problem of congestion from lack of adequate traffic facilities, public transporta- 
tion, and parking. In downtown Cleveland there are 78 competitive office 
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buildings, not including institutional, Government-oceupied, or single purpos 
properties. These properties range from small buildings with only a few thousand 
square feet up to some of the largest in the country with over a million square fo 
They have a total competitive rental area of about 9 million square feet, of whi: 
approximately three-fourths is office space and one-fourth mercantile. 

The office building industry is highly competitive. Cities compete with othe 
cities for the location of industrial plants and businesses which will bring mor 
tenants into their own local properties. There is competition between the vari 
rival communities within the city itself. Every office building is in eompetiti 
with every other office building in the sale of its office space and services. It i 
also in competition on its mereantile space with other retail business, restaurant: 
banks, and service industries. No one, who has not gone through the overbuildin 
of the twenties, the ruinous depression of the thirties, and the inflation of 
forties, as I have, can fully appreciate just how highly competitive this business js 

Rental rates, in the last analvsis, are influenced by the amount of vaeant com- 
petitive space in the immediate area in which an office building is located. Thy 
economic laws of supply and demand are in full effect. Cleveland has had 
new office building construction in the past 20 years. This also is typical of mos 
of the other American cities, with the notable exceptions of New York and Houst 
and at the present time of Pittsburgh. The natural assumption might follow t 
the supply of space has not kept pace with the demand. ‘The reverse is true. | 
Cleveland there has never been a time when adequate space was not availabl 
The reason is simple. As demand increased there came into the market, not : 
office buildings, but the conversion to office space of properties formerly used for 
other purposes, storage garages, department stores, loft buildings, all favorah 
located in the downtown central area. In the past 10 years over a million squat 


feet of office space has been added, without the construction of a single new offi 
building. (In exhibit A attached you will find listed the names, addresses, a: 


areas of these properties.) 


Structurally sound buildings have been converted into excellent office space at a 


cost far below that of present day new construction. Modern lighting a 


decoration, acoustical treatment and remodeting of lobbies and elevator svsiens 


have produced beautiful competitive space. And, it is competitive. T know, 
manage some properties that have always been office buildings. We have had | 
modernize to stay in the competitive picture 

There is no inmediate prospect that Cleveland will not continue to have 
supply of good office space adequate to meet any increasing demand. Convers 
of properties from other uses is still going on. We have recently been asked b 
our local office of the Federa! Publie Building Service to assist in locating som 
290,000 feet of spare as needed for expansion of present Federal agencies and | 
the new defense agencies. ‘These are large areas, ranging from 10,000 to 63,0 
square feet. We have filed with PBS a list of available properties in excess 
half million square feet, some of which are now in process of conversion. (/ 
xhibit b attached is a list of these properties, their addresses and areas.) 

We have said that Cleveland is a representative city. The same things that a: 
happening here will be found in every other city in the country. The supply 
space is inereasing faster than the demand. This is shown by the oeccupanc 
vacancy surveys conducted by the local associations of our industry. In ¢ 
land we have made occupancy surveys quarteriv for the past 30 vears. 1 
high point was an office occupancy of 99.16 percent in the last quarter of 1946. 
of January | this vear it was 95.81 percent as against a vacaney of 53,000 squar 
feet at the beginning of 1947, we now have a backlog of over 300,000 square f 
of vacant space; in scattered units. This is the equivalent of three averay 
1Q-story buildings. The decline from 1946 has been gradual and constant, a! 
there is every reason to believe it will be continuous as additional converted spa 
wiil most certainly be brought into the market. It is highly significant that 


increase in vacant space has arisen, not from excessive rental rates, but from this 


increment of converted space which the market has not absorbed as fast as it 
been produced. See exhibit C, January 1, 1951, office building occupa 
report of the Cleveland Association of Building Owners and Managers.) 

Let's take a look at what has happened to rental rates. Ownership and mana 
ment of office buildings have for the most part inclined to a conservative long-rany 
view of this matter. An offiee building is no fly-by-night business. It m 
prosper or become obsolete in its original location. It is dependent upon 
veneral business barometer for its varying success or decline over a period of 
ifetime of two generations of its tenants. Its most valuable asset is the measu! 
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shortage of space to charge excessive rental rates. Competitors have vacant 
space. They will take care of that situation, and any misguided owner or manager 
who thinks that he can do a little gouging and get away with it will soon find that 
he is the one who has both vacant space and disgruntled tenants on his hands. We 


‘ have seen a few, and fortunately a very few, instances of this kind in recent. vears, 


where new owners have acquired smaller Cleveland properties as a speculative 


F venture. Rents were increased above the competitive level warranted for this 


type of building. The result, a great deal of vacant space, a high degree of tenant 
turn-over, daily advertisement: sin the newspapers, and gradual reduction of rental 
rates to the original competitive level. 

The cost of present-day construction of new office buildings in Cleveland would 
require an average rental rate of $5 or more a square foot. We base this estimate 
on our local construction costs and on the experience of those cities where new 
buildings have actually been constructed. Locally rental rates in existing buildings 
and converted buildings average 30 to 40 percent less than the average rate 
required in such newly constructed office buildings. ‘This is direct evidence of 
the fact that office building owners in Cleveland have not taken advantage of the 
tenants and have not set their rental rates on existing buildings at rental! prices 
equivalent to those required in newly constructed office buildings in other cities. 
Moreover, office building owners in Cleveland, during the last five or more vears, 
have been spending large sums of money in modernization of their buildings, 
including such work as new elevator installations, conversion from direct to 
alternating curre nt, ete., all of which arrest the obsolescence of existing buildings 
and bring their physical attractiveness close to that of a newlv constructed build- 
ing. These improvements, it also might be noted, have been received with 
enthusiastic approval and apprec iation by the tenants. 

We have asked a number of our representative Cleveland office buildings, large 
and small, to prepare graphs, charting, on the basis of 1928 experience, theit 


average rental rates in 1928,in 1940 and as of today, together with operating costs 
for those dates. A typical graph shows that rental rates today are 12 percent 


higher than in 1928, operating costs up 46 percent, and the purchasing power of 
the dollar down to 72 percent of the 1928 dollar. Occupaney is slightly higher 
than in 1928. Do these figures show any evidence of excessive rentai rates? 

We have established that: 

1. Cleveland is representative of all American cities. 

2. ‘Lhe office building industry is highly competitive. 

3. Rental rates are governed by the supply of vacant space. 

1. An adequate supply of vacant space has at all times been available in 
Cleveland and vacaney currently is on the increase. 

5. Conversion of buildings from other uses to office space has produced 
over a million square feet in the past 10-year period. 

6. Over a half million additional feet is now in process of or available for 
conversion. 

7. Rental rates average 30 to 40 percent below equivalent rates required 
by new. office building construction. 

8. Rental rates increases have lagged far behind increases in operating costs. 

9. There has been no rent gouging. 

These foregoing facts are the basis for our strong conviction that there is no 
proven need in Cleveland, or elsewhere, for control of business or commercial 
rental in offiee buildings 

There is one other viewpoint which we would like to touch upon briefly. That 
is the contention sometimes advanced that business and commercial rentals 
represent a substantial part of the cost of doing business, that thev add to the 
cost of living, and are therefore inflationary. Nothing could be further from the 
truth. 

Tenants in mercantile space i in office buildings most commonly operate under a 
percentage lease, with a moderate fixed minimum rent and a maximum rent pro- 
duced by a fixed percentage of gross sales, graduated by volume. In effect, land- 
lord and tenant share in the profits of the business, with the landlord’s average 
percentage ranging from 5 to 8 percent of gross sales. 

Mercantile rents go up or down with the volume of business. But the per- 
¢ tage) ‘emains fixed. And, the selling price of those commodities sold under such 
percentage leases is now under price control. 

Office space rentals vary widely in different buildings. As a result the tenant, 
whether a professional man, a large corporation, or a smal] business, can readily 
find space at a rent which is best suited to his needs and his pocketbook. Profes- 
sional men, lawyers, doctors, dentists, consultants, ete., tell us voluntarily and 
freely that office rent amounts to something less than 10 percent of their income, 
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and that this is somewhat balanced out by their ability to earn a substantiai!y 
higher income by reason of a more favorable location to a downtown office building 
In one of our largest and most modern first-class office properties are housed 7,54) 
persons. This property has the highest base rental rate in Cleveland. The averay 
rental cost per person, including cleaning and all the other serviees which go 
such oceupancy, is $32.28 per month. In many small buildings this cost i: 
than $20 per person per month. Office rentals paid by several large corporat io); 
with headquarters in our buildings, according to their published annual repor 
represent less than one-fourth of | percent of their total expense. A modest ai. 
justment of this business rental expense, either up or down, would not in an 
way affect the cost of living. This is indicative of the great service that Cleveland 
office buildings render to business in meeting its office space requirements at 
comparatively nominal expense, which does not involve any sizable capital in- 
vestment on the part of the tenant. 

The major and substantial cost of doing business is the item of salaries a 
wages. By comparison, rentals are a relatively small fractional part of busines 
expense. 

Rentals do not add appreciably to the cost of living nor to the inflationary spira 
As a matter of fact, office building rentals and office building operating costs are 
the victims of inflation rather than contributing factors. As it has become neces- 
sary to pay higher wages and salary to our own operating personnel to enable them 
to live and pay their taxes, and as material costs and real-estate taxes have in- 
creased correspondingly, we have been forced to make modest increases in ren 
rates from time to time so as to at least partially keep abreast of the inflationary 
spiral. Competition has forced us to confine these rent increases to the percentay: 
necessary to balance increasing operating costs. Net profit has not been enhanced, 
quite the contrary is true. 

We in Cleveland know full well that, no matter how rigid the controls which 
may be placed on the wages we pay and on the operating and maintenance ma- 
terial which we buy, we are faced with other items of increasing operating expens: 
which are exempt from such controls. Our local city, county, and State govern- 
ments have put us on notice that higher real estate and other taxes will be needed 
to repair unusual and excessive winter damage to roads and streets, and for civil 
defense. Our local public utility, which supplies the central station steam to 
heat our buildings, has announced a 17%-cent increase in the base rate of steam 
to which is added an increase in the cost of coal or freight rates. Public utilit 
rates are exempt under the present Defense Production Act of 1950. 

Competition and a constant excess supply of vacant space is actually now keep- 
ing our Cleveland office building under effective rent control. We are typical of 
the industry Nation-wide. Further control by legislation would neither hold 
down the cost of living nor combat inflation. It would only complicate and co 
fuse the issue. Space in office buildings involves complex dealings in leases 
between the lessor and the lessee. For example, the amount and kind of space 
involved, the length of lease, the various times of the year at which the lease 
commences, the alteration investment, all these have a direct and important part 
in the final rental paid by the tenant. Any attempt to set up a system of con- 
trols which would cover all such normal business involvements in the office build- 
ing industry would be very complicating in the operation of an office building. It 
would unquestionably involve large governmental organizations requiring per- 
sonnel and space, with the end result that an additional burden would be placed 
upon the taxpayers, a burden which would be unjustified by reason of the fac 
that Government would be attempting to control an industry in which historically 
competition has been able to do a better job in favor of the tenancy than has any 
other means. 

May we respectfully suggest to your committee that, in view of the foregoing 
facts, such sections of title IV-A as pertain to business accommodations should 
be adversed. 

Thank you for this opportunity of telling you the Cleveland story. 















SUPPLEMENTAL STATEMENT ON BEHALF OF BuILDING OWNERS AND MANAGERS 
AssocIATION OF Los ANGELES, Los ANGELES, CALIF. 


For the record, my name is Mark C. Cohn. Tf address you as the executive 
vice-president of the Building Owners and Managers Association of Los Angeles. 
In that capacity I speak for a group comprised of a large majority of the owners, 
owner-representatives, and managers of the major office and loft buildings in the 
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jos Angeles area, including Pasadena, Beverly Hills, Glendale, and Los Angeles, 
in the State of California. 

The group here represented reflects the ownerships of major structures that 
contain an aggregate rentable floor area of approximately 13,000,000 square feet 
about 300 acres of floor space, with an invested capital of several hundred 


© million dollars. 
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Members of this group individually and collectively are unalterably opposed to 
any type or form of legislative control of rents for commercial, business, and pro- 
fessional occupancies. 

In support of this opposition we respectfully submit: 

1. There is no justifiable necessity for control of commercial and business rents 
as proposed in the form of amendments to the Defense Production Aet of 1950 
and contemplated by the provisions bearing on the subject hereof set out in 
H. R. 3871. Neither is there any public demand nor any appreciable tenant 
demand for the proposed control. 

2. Testimony to be presented to your honorable committee by the President of 
the National Association of Building Owners and Managers, with records consist- 
ently compiled annually in the form of printed experience exchange reports, shows 
rents for commercial, 
business, and professional occupancies in the office and loft buildings within the 
Los Angeles area does not exceed and in many eases is below the percentage in- 
crease of other comparable indexes such as consumer price index, cost of living, 
wages, and taxes. 

3. Current rental rates for such occupancies compared with the rates that 
prevailed in 1940 likewise are within the range of percentage increases indicated 
by other comparable records in spite of the fact that in a substantial number of 
cases the rental rates for 1940 were based on leases made during the economic 
depression of the 1930's. 

!. Your honorable body enjoys the use of facilities through appropriate agencies 
to confirm the fact that at the present time an estimated 1,000,000 square feet of 
vacant space is readily available in the Los Angeles area for commercial, industrial, 
business and professional occupancies. One governmental agency recently in- 
structed to determine the amount of vacant space available for use of Government 
and military agencies, reported that at least 1,000,000 square feet of space is 
available within the Los Angeles area—and this agency did not take into con- 
sideration ground-floor stores in the smaller buildings, of which many stand vacant. 

This same governmental agency we believe would, if vou so requested, report 
there has been no appreciable increase of ¢ommercial rents over the pre-Korean 
rates, and that in some cases leases have been renegotiated at reduced rentals for 
use of governmental agencies. 

5. The innumerable variations that obtain in the field of commercial occupancies 
and the immeasurable diversification of such occupancies make it inconceivable 
that any practical and equitable administration of such control could be effectu- 
ated. 

6. Imposition of control of commercial rents would not in any manner further 
the defense effort as clearly evidenced during World War II when the war effort 
was in no way hindered or adversely affected by the absence of control of rents 
for commercial properties. On the contrary, such control might readily adversely 
affect business generally and possibly create unemployment among the class of 
personnel too aged or handicapped to undertake more arduous employment identi- 
fied with war activities. 

7. It seems reasonable to assume therefore that facts such as the foregoing 
impelled the Congress during World War II to refuse the enactment of legislative 
control of rents for commercial occupancies. Likewise, the California Legislature 
on three different occasions had before it proposals for such rent control and in 
each instance refused passage of bills that proposed control of rents for commercial 
occupancies. 

To summarize: 

(a) There is no justifiable necessity for, neither is there any public demand for, 
nor even any appreciable tenant demand for, any type or form of legislative control 
of rents for eommercial, business, or professional occupancies. 

b) It would be infeasible, if not practically impossible to administer control of 
rents for eommercial properties with any degree of uniformity or equity because 
of the wide variations and diversity of such occupancies. The cost to the tax- 
payers of attempting to administer such controls would far exceed in a monetary 
sense any alleged benefits that might accrue to a relatively small number of iso- 
lated tenant cases. 
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(c) And, in conclusion, records will show that the over-all percentage ratio of 
increase of rents during any period within the past 10 years is within the rang 
of other comparable indexes; that vacant space is available; and that some goye: 
mental agencies have renegotiated leases at reduced rental rates. 

We, therefore, respectfully and earnestly urge you to weigh all facts here pro- 
sented on the basis of the whole, allowing also for the comparatively small number 
of isolated cases that have required reasonable and normal rent increases desig 
to recapture the cost of modernizations. 

(By Mark C. Cohn, executive vice president.) 


SUPPLEMENTAL STATEMENT ON BEHALF OF BUILDING OWNERS’ AND Manac 
ASSOCIATION OF PHILADELPHIA, PHILADELPHIA, Pa. 


We usually think of price controls where shortages exist and prices have b 
drastically ticreased because of this shortage and at increased and unwarrant 
profits. This is definitely not the case in the office-building industry in Phil 
delphia. 

In 1948 office-building rents had receded from the 1924 high, which was hig! 
than today’s rates, to a point at which most buildings were actually operati: 
at a loss. Since that time rentals have been increased, but operating costs, ot 
which labor is the major item, have been inereasing steadily and the rental 
increases have been absorbed to a great extent by these increased costs of opera- 
tion. Any profits obtained are exceedingly modest and further increases in wages 
would again put some buildings in the red. 

A spot check of rental conditions in Philadelphia reveals an average rent 
desirable central city office space of $3.25 per square foot. 

Our latest survey of Philadelphia office buildings, April 1, 1951, shows 334,183 
square feet of vacant space available. Practically any size space requirement 
can now be obtained in Philadelphia at reasonable rates, and there is evidence 
competition in rates quoted. With these facts in mind, it is the feeling of th 

*hiladelphia managers that any control of rents in office buildings is unnecessary 

Our office space is being rented in every building in the city well below the cost 
of reproduction. We have checked construction costs with three leading con- 
struction companies and have arrived at a figure of $1.75 per cubic foot for the 
cost of construction of a first-class office building at today’s construction rates i 
Philadelphia. Taking into consideration all the costs involved in putting an offic: 
building on the market, a building of 156,000 square feet of net rentable area 
above the ground floor and first floor and basement area of 8,070 square feet each 
without air conditioning, but including land value, would cost approximat: 
$7,000,000. 

Assuming a 50-pereent mortgage of $3,500,000, the maximum allowed unde 
Federal Government regulation X, and assuming an interest rate of 4-percent 
this mortgage, a rental of $6.40 per square foot would be required to produce 
5-perecent net income after expenses and corporate raxes. It is unlikely that a 
investor would be interested in such a low return on a speculative venture of this 
tvpe. A detailed breakdown of this figure is attached hereto. 

This figure of $6.40 per square foot, the rental required to induce the produc- 
tion of additional space at today’s construction costs, against the average rat 
now received at $3.25 per square foot, with a top building average of $4.22 per 
square foot, is the best possible indication that office rental rates in Philadelphia 
are not exorbitant. 

It can further be stated that the cost of living is practically unaffected by co: 
mercial rents. Rental is a very small proportion of the cost of doing business | 
the average office. Percentage leases on retail stores show that rentals paid 
range from l-pereent of gross sales in chain food stores to about 10-pereent of 
gross sales in jewelry stores. So it becomes simple mathematics to see that if a 
chain food store rental was increased a drastic 50-pereent the cost of the iten 
the publie would only be affeeted one-half of 1 percent. 

It has further been recognized by the Price Stabilization Committee that retail 
merchants will have mounting operating costs as prices rise and they are therefore 
not freezing retail merchants on a dollar basis but are freezing their profit on a 
percentage basis. his is to allow for their increased operating costs and part 
this cost should be for rent in accordance with custom and definitely would be o 
a percentage lease. 

We also respectfully wish to call to your attention that the cost of government! 
to administer this commercial rent control section of this bill would be great, at a 
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time when economy in government is essential to our economy, and would obvi- 
ously serve no purpose in the rearmament program and our fight against inflation. 


25-story building containing: 
Square feet of net rentable area above the first floor. _--_. ~~~ 156, 000 
Square feet of net rentable area, first floor... ____- 5 8, 070 
Square feet of net rentable area, basement etd 8, 070 


a ee kn Se nds . : 140 


Cost to place space on market: 

Cost of land_ _- : : _.. $1, 000, 000 
Cost of building 3, 000, 000 cubic feet at $1.7 _ 5, 250, 000 
Cost of original tenant alterations _ - aks 410, 000 
Interest at 4 percent and taxes during 12 months’ construction 

period 180, 000 
Rental campaign and rental commissions and probable rental 

loss (vacancy) during first year_-__ -- pe as ; ; 4 160, 000 


Total cost : : , 000, 000 


Annual expenses: 
Annual operating costs at $1.30 per square foot - beter tas 193, 050 
Taxes and insurance j 140, 000 
Depreciation at 3 percent (composite of 2 percent on building 

and 5 percent on equipment) - : : : 166, 772 


Total ‘ “ - = 499, $22 

Mortgage interest on $3, 500,000 at 4 per ree nt ; er ee 140, 000 
(5 percent of $3,500,000 equity is $175,000.) 

Amount required to produce $175,000 after corporate taxes 330, 188 


Total gross income required___-__ MEE aides 970, 010 


Ground floor and basement rental 65, 000 
141,400 square feet at $6.40 per square foot (156,000 square feet less 
10 percent vacancy allowance, 141,400 square feet) -— ~~~ - cite, 905, 010 


Total gross income___ Z SpajShs ; : 970, 010 

\Ir. Brown. Thank vou. Does anyone have any questions? 

\fr. GAmBie. 1 am very much interested, Mr. Cook, in your 
presentation. I think vou have gone into this very fully. Certainly 
you are the first witness who has gone into commercial rents in any 
detail. 

How long, in your opinion, would it take to establish commercial 
rents if this law was enacted, or would the emergency be over before it 
was established. 

\fr. Coox. Mr. Gamble, because of the complexity of commercial- 
lease contracts alone, I would have to tell vou that honestly I believe 
ihe emergency would be over before it could be worked out. 

\Ir. Gampur. That has been my thought on it. Of course, it 
doesn’t affect New York particularly because New York City has its 
own commercial rent law anyway. 

\ir. Coox. That is right. 

\fr. Gampuie. Also Albany, N. Y. But not the rest of the State. 
That is all, Mr. Chairman. 

\ir. Brown. Mr. Mutter. 

Mir. Mutter. Mr. Cook, what parts of the country today have 
commercial rent control? 

\fr. Coox. New York City, and I was just informed Albany has. 

Mr. Gambier. Albany has it too, I believe, 












1930 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Mr. Coox. The New York law is the only law applying to com. 
mercial rent control. 

Mr. Gamsue. No other State has it? 

Mr. Cook. No, sir. A number of the States, from time to time 
have considered it. The State of Ohio recently rejected it, as did {hp 
State of Oklahoma and the State of Massachusetts. 

Mr. Mutrer. How long did it take to set up the administration of 
the commercial rent control law in New York State? 

Mr. Cook. Mr. Multer—— 

Mr. Muurer. We enacted the law and we had commercial rent 
control in New York; isn’t that so? There was no administrative 
problem there; was there? 

Mr. Coox. You understand, Mr. Multer, I am not personally too 
familiar with the New York law. We have representatives of the 
New York association here who could probably better answer that 
question, if you wish. 

Mr. Muurer. The facts and figures that you have given to us are 
for the entire country? 

Mr. Cook. Yes, sir. 

Mr. Mutter. They are averaged? 

Are the facts and figures you have given us—are they averaged for 
the entire country? 

Mr. Coox. They are actual figures reduced down to an average per 
square foot, and, of course, that makes the average for the country; 
yes, sir. 

Mr. Mutter. Where did the figures come from? 

Mr. Coox. They came from the owners or managers of these various 
buildings. 

Mr. Mutrer. And where were the buildings located? 

Mr. Cook. In 88 cities around this country. 

Mr. Mutrer. And they took in cities with low rents as well as 
cities with high rents? 

Mr. Cook. Yes, sir. 

Mr. Mutter. Did they include any defense areas? 

Mr. Cook. I do not feel that I am qualified to answer that question, 
because frankly I do not know the list of the defense areas. 

I could furnish you with a list of cities that are included it. 

Mr. Mutrer. Did they include any areas around defense instal- 
lations? 

Mr. Coox. You understand, Mr. Multer, office buildings are char- 
acteristic of the larger cities, so in the main these figures come from 
I wouldn’t say the 88 largest cities in this country, but character- 
istically from the larger cities. 

Mr. Mutter. So far as the office buildings are concerned, it would 
be those larger cities that would come under control, rather than the 
smaller communities, as far as commercial rent control is concerned. 

Insofar as it affects offices, it would be in those 88 cities. 

Mr. Cook. Yes, sir. | 

Mr. Mutter. How about the stores? Where did your figures and 
facts come from with reference to the stores? The same 88 cities? 

Mr. Coox. In my testimony I stated that the figures on stores came 
not only from the same 88 cities, but from the same 500 buildings. 
Because those are the figures that we have that are factual, and we 
did not go beyond that. 
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Mr. Murer. Now, percentagewise, can you tell us the ratio of 
office buildings, or offices, to stores, in these 88 cities? Do the offices 
make up 50 percent, 80 percent, 90 percent of the commercial prop- 
erties? Can you tell us that? 

Mr. Coox. I would say—and now you are asking me for my per- 
sonal opinion—that the office space would represent somewhere around 
85 to 90 percent. 

Mr. Mutrer. Of the commercial properties. 

Mr. Cook. Yes, sir. But that is a figure that to the best of my 
knowledge is not available anywhere. 

Mr. Muttrrr. Now, your figures are based upon office space and 
store space? 

Mr. Coox. Yes, sir. 

Mr. Mutter. You have given us no facts or figures with reference 
to industrial space, factory space? 

Mr. Coox. That is correct. 

Mr. Mutrer. I assume you didn’t include them because you didn’t 
have the facts and figures available. 

Mr. Cook. Yes, sir; I stated that they were not available, outside 
of the actual vacancy figure of 4 percent on loft buildings. I had no 
figures available of the same type as to those. 

Mr. Mutter. Do you know what the average rent per square foot 
is, of offices in the city of New York? 

Mr. Coox. I do not; no, sir. 

Mr. Mutrer. If I suggest it is in excess of $4 per square foot, 
would you think that was right? Is there any representative of your 
group here from New York who can assist you? 

Mr. Cook. Yes, sir. 

Mr. Mutrer. Would you have him come up and give us his name 
and address and answer the question if he can? 

Mr. Coox. This is Mr. Brown of New York. 

Mr. Metvin Brown. My name is Melvin Brown, and my business 
address is 1560 Broadway, New York City. Iam president of my own 
building management and brokerage concero, and I am vice chairman 
of the commercial rent control committee of the Real Estate Board of 
New York, and chairman of the rent control committee of the Mid- 
town Real Estate Owners Association of New York, two boards com- 
prising practically the bulk of Manhattan real estate. 

Now if I may, I would first like to answer your question as to how 
long it took to get the New York State commercial rent control law 
into action. 

The agitation for such a law started in about 1943. 

Mr. Mutter. Well, let’s start with the enactment of the law. 

Mr. Mervin Brown. The enactment of the law occurred in March 
1945. There was set up no administrative body. The contents of the 
act provided for the usual negotiations between tenants and landlords 
for new leading and renewal leasing, subject to the restrictions of the 
act. 

Originally, I think, so far as loft buildings were concerned, there was 
a freeze date as of, if I recall correctly, March 1943, in the case of the 
loft buildings, and June 1, 1944, with respect to store and office build- 
ings, plus a 15 percent increase from the rates at those freeze dates. 

T hey were provided in the law at the time a reference to the court, 
Supreme Court of New York State, for the adjusting of any partic ular 
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situation that a landlord might have wished to bring before the court 
because of hardship or inequities. 

Mr. Mu rer. It was necessary to resort to the court only if the 
parties could not agree? 

Mr. Mervin Brown. That is correct. In the first law, as I recall jt 
there was no arbitration provided. Now, there has been, as I said 
before, no State or city administration of the commercial rent contro! 
law. It has been a matter that has been handled expeditiously be- 
tween the landlords and tenants, and in some cases by the courts 

You may recall that a special term of the supreme court was created 
in New York City for the hearing of these cases. 

Mr. Mu rer. They have been operating under the law expedi- 
tiously, vou said; which means, of course, that if the landlord thought 
he was entitled to an increase he could get the increase fairly quickly 

Mr. Mervin Brown. Well, he couldn’t get it fairly quickly, Con- 
gressman Multer, in the early days due to the fact- 

Mr. Mutter. Buthecantoday, now we have had the interpretations 
of the law by the courts, and a reenactment of it by the legislature. 
It is operating fairly smoothly and expeditiously now. 

Mr. Metvin Brown. It is operating very smoothly now, due to 
the intelligent efforts of the New York Legislature to sit down with 
both landlords and tenants, every vear, to review what changes have 
occurred in the past vear that would either justify the legislature in 
tightening up the act or in relaxing the act. 

Mr. Mutrer. Is it fair to say that it is operating satisfactorily to 
landlords and tenants? 

Mr. Mervin Brown. It is, except for the fact that the obvious! 
desirable situation for a landlord is a free market. 

We are still limited to 15 percent increase. 

Mr. Muurer. Are the landlords now getting a fair return under 
the operation of that law in New York? 

Mr. Mervin Brown. Largely, ves, sir, as to the commercial 
buildings. 

Mr. Mutrer. What would be wrong, and I will address this question 
to both of you—Mr. Cook, on the national scale, and you, Mr. 
Brown, on the local secale—what would be wrong with the Congress 
setting up a freeze of commercial rents as of now, with no roll-backs, 
so that thev will not rise too fast or too high during this emergenc\ 
period only? 

Mr. Mrtvin Brown. May I answer for New York particularly? 

Mr. Mutter. Yes, sir. 

Mr. Murtvin Brown. Because, as I understand, no other State 
in the Union- 

Mr. Muurer. Isn’t the obvious answer that so far as New York is 
concerned, you would not be hurt by it? Whatever increases you 
have needed up to now vou could get? 

Mr. Mervin Brown. Congressman, will vou let me answer the 
question? You raised the question. I would like to answer It. 
I don’t want to be rude or discourteous, but I don’t want to have 
the answer put In my mouth. 

Mr. Brown. Proceed, Mr. Witness. 

Mr. Mrntvin Brown. So far as New York State is concerned, we 
already have a State commercial rent control law, which has been 
adjusted from year to year and which is working fairly satisfactorily, 
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without any bureaucratic set-up of any kind, without any adminis- 
trative body of any kind, except in reference to the courts, and to 
have the Federal Government step in and supersede that would in my 
opinion create chaos in the real estate industry, and among the tenants 
in New York City. 

Mr. Mutter. Now, to get back to my question, if the same Congress 
enacts a law similar to that now in operation in New York, with refer- 
ence to commercial properties, the New York landlords would have no 
right to complain about it. It wouldn’t affeet them; isn’t that so? 

Mr. Metvin Brown. No, that isn’t so. The answer to it is this—— 

Mr. Murer. Let me put the question this way, sir. I want to 
get along. We want to make a little time. 

If the rest of the country were treated the same way as the city and 
State of New York is being treated, would New Yorkers have any 
right to complain? 

Mr. Metvin Brown. They would have no right to complain about 
the rest of the country, but they would have a right to complain 
about the State of New York, and more particularly the city of 
New York. 

Mr. Mutter. Now, let’s go to Mr. Cook and see if you can answer 
on a national scale, sir. 

Can you see any reason why the Congress should not freeze rents 
on commercial properties as of today, at today’s rate, giving you the 
right to go into courts to get an increase, if you need an increase, 
because of increased costs, so that you should continue to get a fair 
return? 

Mr. Coox. Yes, sir; I can. 

Mr. Mutrer. Tell us what it is. 

Mr. Cook. I think that our charts and figures have shown a lack 
of necessity for controls around the country, and on the item of 
expense, both to our Government and to our individual buildings, it 
would be an unnecessary expense and not justified. 

Mr. Mutter. You wouldn’t want me to ask your association to 
guarantee that the situation will not get any worse from here on in, 
as the defense effort speeds up, and that there will be no increases in 
office or commercial rents, would you? You couldn't guarantee that, 
and your organization couldn’t; isn’t that so? 

Mr. Cook. I couldn’t guarantee that any more, Mr. Multer, than 
| could ask you to guarantee that our costs wouldn’t rise. 

Mr. Muurer. But bear in mind, in my formula, I say that when 
costs increase you should get an increase in rent, so you would still 
get a fair return. 

Mr. Cook. Yes, sir. 

Mr. Mutrer. But I say, since no one can guarantee that these 
prices will not increase, and these rents will not increase, and since 
it must be obvious that every increase in office rent and commercial 
rent, and in store rent, must be reflected in the price that must be 
charged for the commodities concerned, whether it be the office of 
General Motors or the office ef General Foods, or just a little butcher 
store—if those rents go up, somebody must get that increase back by 
way of a cost that must be passed on to the ultimate purchaser or 
consumer. That is so; is it not? 
Mr. Cook. In theory; ves, sir. 
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Mr. Mutter. Well, now, then, if we are going to control prices 
and we are going to control wages and we are going to try to keep the 
cost of defense procurement down and the cost of living down, isn’t 
it necessary that we keep the cost of rents down? 

I am not saying rolling them back. I am saying keeping them at 
a level where you can get a fair return and won’t let them go up 
unreasonably. 

Now, maybe it isn’t necessary to do it today, but since we can’t 
guarantee’ that they are not going to go up tomorrow, or next week 
or next month, shouldn’t we have this stand-by control given to the 
President so it it does get out of hand he can step in immediately and 
say, “I freeze the rents as of now’’? 

Mr. Coox. Without taking up too much more of this committee's 
important time, I would just like to point out that our high peak of 
occupancy was 5 years ago. Since then, our occupancy has fallen off, 
We are operating in a free market. The law of supply and demand 
controls our rentals. Whether we have a war or whether we don't 
have a war, we cannot raise our rentals unless our tenants are willing 
to pay those rentals, and I offer as the best proof of that our own 
record, which shows that 5 years ago we were down to a half of 1 
percent vacancy, and yet our rental rates have not risen as fast as our 
costs. 

Mr. Mutter. Are you materially worse off today—I am talking now 
about the landlords of commercial properties generally throughout the 
country—are you very much worse off today than you were in 1946, 
when you had your peak of minimum vacancies? 

Mr. Coox. We are materially worse off today; yes, sir. Our costs 
have risen in excess of our increase in income. 

Mr. Mutter. Well, now, let’s just take that for a moment and let’s 
take your figures. 

Mr. Coox. Yes, sir. 

Mr. Mutter. First, can you supply us with the cost of construction 
per square foot as of 1940 and again as of 1950? Do you have those 
figures available? Or does anyone with you have them available? 

Mr. Coox. I do not have it available, Mr. Multer. 

Mr. Murer. If you can supply that I would appreciate it. 

Mr. Coox. I would be glad to supply that for the record. In fact, 
it was deliberately left out because we were talking about existing 
buildings and not new construction. 

We will be happy to furnish that to you. 

(The information requested was not received in time for printing.) 

Mr. Mutter. Costs must necessarily be taken into account if we 
are going to determine what is a fair return and whether or not you are 
getting a fair return and at what point if at all it should be frozen. 

Now, let’s turn to your chart “income against costs.”” I think it is 
the second chart. ; 

Now, there you show the average per square foot, in 1924, was over 
$2. 

Mr. Coox. Yes, sir. 

Mr. Mutrer. At the end of the so-called boom and bust period, 
that ended in about 1930, your net income was 95 cents per square foot. 

Mr. Cook. Correct. 

Mr. Mutter. Then because of the busts and the bankruptcies, 
your income dropped off and you had a large rent roll on your books 
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that you eouldn’t collect and by 1940 you were collecting a net of 
29 cents per square foot. Is that right? 

Mr. Coox. That is right. 

Mr. Mutter. In 1950, you were collecting 60 cents net per square 
foot, is that right? 

Mr. Cook. Eighty cents. 

Mr. Mutter. That is right, 80 cents. That is about 2% times 
what you were getting in 1940? 

Mr. Coox. That is correct. 

Mr. Muurer. Now, you say that 80 cents per square foot net is 
not a fair return? Or is it a fair return? Net, that is. 

Mr. Coox. Mr. Multer, I would say that that is not necessarily 
a fair return. You have overlooked the fact that when these build- 
ings were built, during this boom period, our own figures show about 
95 cents. 

Mr. Mutter. Yes, sir. And at that time it was 95 cents net, 
based upon a cost of construction which we would have to take into 
account to determine whether that 95 cents was fair. I think you 
said it was a fair return, 95 cents per square foot, in 1930? 

Mr. Cook. I did not say that, Mr. Multer. 

Mr. Mutrer. It wasn’t a fair return. 

Mr. Cook. I would say that would be presumed to be a fair return; 
yes, sir. 

Mr. Mutter. Based on a high cost of construction at that time? 

Mr. Cook. A cost of construction not as high as today? 

Mr. Mutrer. No. Buta lot of those buildings are still in operation 
today, and netting 80 cents as of today, per square foot, isn’t that so? 

Mr. Cook. That is right. 

Mr. Muurer. Very few of those fellows who owned those buildings 
in 1930 own them in 1950. They were bought at depreciated values 
after the bust, weren’t they? 

Mr. Coox. No, sir. Speaking on a national basis, I could not 
agree with you on that statement. 

Characteristic of most of the cities of this country you will find 
that the ownership of buildings today is the same ownership, passed 
on by inheritance, by those people who owned them in 1930. 

The picture that you have in mind was more characteristic of New 
York City than of the country as a whole. 

Mr. Muurer. That may be, that my picture is based more on 
what has happened in New York City than in the rest of the country. 
Now, let’s turn to your office occupancy and rental rate chart. 

There we start out with a net of 81 cents per square foot, in 1924, 
then it drops down to 23 cents net in 1940, and is now up to 87 cents 
net. Is that right? 

Mr. Cook. Yes, sir. 

Mr. Mutter. You are better off now than you were in 1924, and 
much better off than in 1940? 

Mr. Coox. Undoubtedly. 

Mr. Mutter. Isn’t that 87 cents per square foot a fair return today? 

Mr. Cook. Mr. Multer, if you will pardon me, I don’t believe that 
I said that any figure was or was not a fair return. 

The question you originally asked me was whether the buildings 
were worse off today, in 1951, than they were in 1946. 
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Mr. Mvurer. I am not trying to trick you. I am asking now 
whether the 87 cents per square foot is a fair return. 

Mr. Cook. I think that is a question that I am not in a position 
to answer without taking into consideration a lot of factors that do 
not appear on these charts. 

There is a matter, which you brought up, of construction costs, 
investment capital, and items of that sort, which made it impossible 
for me to state, in regard to this large number of buildings, whether 
that is or is not satisfactory. 

Mr. Murer. Let’s tackle it from another angle. 

Down below, in the left-hand corner of the chart, you have percent- 
age of increase. 

Mr. Cook. Yes, sir. 

Mr. Mutrer. You show operating costs have increased from 1940 
to 1950, 63.6 percent, rental rates have increased 62.5 percent. 

Mr. Cook. Yes, sir. 

Mr. Muurer. Net loss to the owner, 1.1 percent. That is right. 

Mr. Cook. That is correct. Well, no; there is a net difference, sir. 

Mr. Murrer. Net difference? 

Mr. Cook. Yes, sir. 

Mr. Mutrer. Well, if we just took those two items into account, 
the increased cost, and the increased rent, does that give us a net loss 
of 1.1 percent? 

Mr. Cook. If we took no other items into consideration; yes, sir. 

Mr. Muurer. Let’s take, for the purposes of this illustration, a 
building that has, or had, in 1940, a gross income of $100,000. — Let’s 
assume he was making nothing on it. He was just breaking even, at 
a hundred thousand dollars. 

His operating cost goes up 63.6 percent, and his rental rate is in- 
creased 62.5 percent. He has lost not more than $1,100. Is that a 
fair way to arrive at what the situation would be if we just took 
those two items into account? 

Mr. Cook. Yes, sir; if you just took those two items into account. 

Mr. Mvutrer. But, according to your chart—-and I think the fact 
is—occupancy increased 18}; percent? 

Mr. Cook. Correct. 

Mr. Murer. Therefore, he got $18,500 more rent, didn’t he? 

Mr. Coox. Yes, sir. 

Mr. Mutrer. So he is better off, according to your own figures 
figuring it on a dollars-and-cents basis, where the man started out 
just breaking even, he is making more than 17 percent more today 
than he did in 1940. 

You have got a 17-percent return on a hundred thousand dollars 
where he was breaking even in 1940. 

Mr. Cook. That is right. 

Mr. Murer. And if that man was not breaking even but making 
some money in 1940, he is certainly a lot better off today, because he 
has got a bigger return. 

Mr. Coox. Mr. Multer, I never did say he wasn’t better off today 
than in 1940; I would say that every building owner is. 

Mr. Mutrer. I am just trying to make it clear that he is better off. 
Mr. Cook. He is definitely better off; yes, sir. 

Mr. Kiuvezynskt. Would you yield for a question? 

Mr. Murer. Yes, sir. 
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Mr. Kivuczynsxi. Mr. Brown, you are acquainted with the New 
York State control law as to commercial business property. 

Mr. Metvin Brown. Yes, sir. 

Mr. Kuvczynski. Do you have what they call a graduating lease 
or an escalator clause or percentage lease in New York? 

\ir. Metvin Brown. We have noescalator clauses in commercial 
leases. We have graduated rentals and rentals with percentages in 
them over a certain amount, only on stores. Store leases. 

\ir. Kiuezynski. That is right. The reason I asked that ques- 
tion, | asked Mr. Woods last week if we were to control business or 
commercial property, if there would be such a thing as a negotiated 
lease with an escalator clause, or a percentage lease, or a graduating 
lease, and he said, ‘“‘No; that would be out, unless you had that lease 
before June 25 of 1950.” 

In other words, if we pass this bill now, there will be no such thing 
as a graduated lease. 

Mr. Metvin Brown. Well, that would be of inestimable destruc- 
tive effect in New York City and in another place that had store 
leases. 

Mr. Kiuezynsx1. The reason I asked that question is because | 
rent a store. Back in 1937, I had a 10-year lease, starting with $300 
for the first 2 years, $350 for the next 3 years, and the last 5 years at 
$400. 

My lease expired in 1947, and I renewed it for 10 more years, 
starting with $500 for the first 2 years, and $700 for the next 3 years 
and a thousand dollars for the last 5 years. 

I am now on the last 5 years. And I say that 1 am not going to be 
for this controlling of any commercial property. Rent means 
nothing to a business. I don’t care if I pay a thousand dollars or 
five thousand dollars a month rent. Iam better off paying that and 
making money than paying a hundred dollars or two hundred dollars 
and starving. 

Mr. Metvin Brown. I agree with that perfectly. 

Mr. Kiuezynski. And because New York is under control, com- 
mercial control, I don’t know why we should penalize the rest of the 
country. 

Mr. Metvin Brown. I agree with that and may I ask the indul- 
gence of the chairman just for one second. 

I believe there is a statement in the record by Congressman Multer 
to the effect, addressed to my colleague, Mr. Cook, asking whether it 
isn’t a fair statement asking that the average office rent per square 
foot today is about $4. I want to correct that. 

Mr. Brown. We will now recess to reconvene at 2 o'clock. 

(Whereupon, at 12:30 p. m., a recess was taken, to reconvene at 
2 p.m., of the same day.) 


AFTERNOON SESSION 


(Whereupon, at 3 p. m., the committee reconvened, the Hon. 
Paul Brown, presiding. ) 

Members present: Messrs. Brown, Patman, Multer, O’Brien, 
Ae! rc Gamble, Talle, Cole, Scott, Nicholson, McDonough, and 
‘idnall, 


\Ir. Brown. The committee will come to order. 
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The clerk will call the next witness. 

Mr. Hauianan. E. M. Spiegel, representing the National Associa- 
tion of Home Builders. 

Mr. Sprenger. Mr. Chairman and members of the committee, firs: 
I would like to read my prepared statement, and then I would like 
to refer to certain charts which we have brought along with us so as 
to make the story more complete. 

Mr. Brown. You may proceed. 


“ 


STATEMENT OF E. M. SPIEGEL, SECOND VICE PRESIDENT, 
NATIONAL ASSOCIATION OF HOME BUILDERS 


Mr. Spreget. My name is E. M. Spiegel. I am the second vice 
president of the National Association of Home Builders and an active 
home builder in several northern New Jersey communities. I appear 
before you today at the request of the president of our association 
whose engagements prevent his being present. 

The National Association of Home Builders currently has more 
than 20,000 members and affiliated local associations in 174 major 
metropolitan areas throughout the country. It is our estimate that 
they build approximately 75 percent of the new housing constructed 
in these areas. 

In presenting this testimony I have had the benefit of the advice 
and recommendations of our national board of directors at a recent 
3-day meeting, most of which was devoted to considering the impact 
of defense activities and credit controls on our industry. Our board 
numbers 262 men, and provides a representative cross section of the 
home-building industry. 

We are primarily interested in section 106 of this bill which secks 
to continue and extend the basic authority for the imposition of 
credit controls upon mortgage finance. 

We are mindful of the needs of defense production and of the 
inflationary danger if civilian production were to continue at un- 
reasonably high levels. We are convinced, however, that under thie 
present controls we are heading right back into a serious housing 
shortage, perhaps even more acute than the postwar shortage whicli 
required 5 years to overcome. 

When credit controls over residential real estate were first estab- 
lished last July—even prior to passage of the Defense Production 
Act—the organized home-building industry recognized the necessity 
for tapering off the high level of housing production at that time. 

However, when controls under the act were imposed by the Federal! 
Reserve Board with the concurrence of the Housing and Home 
Finance Agency in October, we pointed out that they were much too 
drastic and that, as soon as the backlog of financial commitments 
outstanding prior to and not affected by the issuance of the regulation 
was exhausted, the home-building industry would be brought to a 
virtual halt. 

During the intervening 6 months, housing starts have continued at 
a high level and have presented the illusion of a healthy building 
industry. We have repeatedly pointed out that this volume has been 
maintained only by virtue of the temendous number of commitments, 
still in effect, which predated the issuance of credit controls. These 
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have now been absorbed and housing starts are now beginning to fall 
as we predicted they would. 

Based on the reports that we have obtained from representative 
builders from all parts of the United States in attendance at the board 
of directors meeting which I mentioned a moment ago, we predict 
that during the next few months the rate of starts will drop steadily. 
In a special session devoted exclusively to consideration of morgtage 
finance problems, almost to a man our directors present testified that 
they planned to start only a fraction of the number of houses which 
they started last vear. 

As far as we can see, we will be fortunate if we attain 800,000 starts 
in 1951, which would represent a cut-back of approximately 45 per- 
cent under 1950. Many predictions in the industry indicate the 
possibility that we may fall far below even that low figure, perhaps 
to 700,000 or less. Of even more importance, the rate of applications 
for new financing indicates that, if the present trend continues for 
the next few months, 1952 will show a still sharper drop. 

As you know, April and May are generally considered peak produc- 
tion months in the home-building industry. At this season starts 
should be up substantially over the figures for the first quarter. 
Instead, they have turned down. ‘This is highly significant. 

Bureau of Labor Statistics data on housing starts show that starts 
for the month of April dropped 5 percent under the figure for March 
the first March to April drop on record in a nonwar year. April 1950 
showed 133,400 starts. This year this figure slumped to 88,000—the 
lowest figure for April in 4 years. Applications for FHA mortgage 
insurance and VA loan guaranties have gone down to less than 40 
percent of last vear. 

At this point, Mr. Chairman, I would like to refer to these charts, 
which we have prepared. Copies of these graphs have been made 
available and are offered as a part of the record. 

Mr. Brown. They may be inserted in the record. 

(The documents referred to appear on the following pages. ) 

\Ir. Spreaen. This first chart of total nonfarm housing starts indi- 
cates that in 1948, this black line, at the end of February, we had 
approximately 50,000 starts. 

At the end of March the starts ran up well over 75,000. 

At the end of April they were up to about 100,000. That was in 
1948. 

In 1949, which is the blue line, we had approximately 50,000 at the 
end of February. We ran up to 88,000 at the end of April, and at 
the end of May we were over 95,000; that was 1949. 

In 1950, at the end of February we had about 83,000 starts, and 
ran on up to approximately 149,000 at the end of May and continued 
on up over that line to about 145,000 in July. 

Now for 1951, vou see this little orange line that zig zags—we 
started in January with approximately 86,000—just under that—for 
the end of 1950. 

We came down to about 80,000 at the end of February, ran up 
again to a little above 90,000—I think the figure is exactly 93,000 
according to the BLS—and then dropped to 88,000, according to the 
BLS, for the April figures. 

\ir. GAmBuie. That is 1951? 

Mr. Sprecet. Yes, Congressman. 
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TOTAL NON-FARM HOUSING STARTS - 1948, 1949, 1950, 1951 
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That would seem to indicate whereas normally this is the peak 
production period of the year in the home- building industry, this line 
would seem to indicate a trend downward. 

I made a statement before the Senate Banking and Currency Com- 
mittee that if the figures for May were made available to us I dare 
say we would find those figures ‘would not exceed 88,000 and very 
likely would be under 88,000 for the month of May, and I understand 
those figures will be available within the next week. 

We have a definite trend here. This trend, if continued throughout 
the year, has very serious implications. 

Continuing with the second chart of the FHA new unit applications 
for 1949, 1950, and 1951, covering residential housing, sections 8, 203, 
and 611 only—no rental housing included—for 1949, at this period 
of the year, for April and May, we are moving on up to June, and 
then we jump oif and scale out toward the end of the vear. 


VA APPRAISAL ASSIGNMENTS FOR NEW CONSTRUCTION 
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For 1950, we started with approximately 29,000 applications at 
FHA, and moved on up, at the end of May, to almost 69,000, and 
then on down and leveled off and then shot up at about the time of 
the October 12 controls, for that 1 month, and then down again. 

Mir. Murtrer. What is the date on which the controls became 
effective? 

\ir. Sprecet. October 12. And that accounts, I believe, for this 
sharp rise during that month. 

\ir. GAMBLE. What about 1951? 

Mr. Spreceu. I am coming to that right now by actual count of 
applications. You can readily see where, for January, we started off 
with approximately 14,000, and moved up slightly. The line is just 
moving slowly so that at the end of April we are up to exactly 21,458. 

Now these ‘figures are very important. 

1 want to give you FHA new unit applications, comparing the 
months of January, February, March, and April of 1951, with those 
of 1950. 
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January of 1950, 29,152; 1951, 14,172; February 1950, 34,454: 
February 1951, 13,416; March 1950, 47,625; March 1951, 19,842; and 
April of 1950, 43,572. 

A total for the first 4 months of 1950, 154,803 new applications. 

April 1951, 21,458. Thus, for the first 4 months of 1951, a total of 
70,088, or a 60 percent drop in the number of applications this year 
over last. 

The BLS figures, the official figures for last year—and I can go 
back for several years—beginning with 1947—and I mention 1947 
because in that yéar we produced 849,000 units, which was about thie 
goal set for this year by the housing authorities—1948, 931,600; 1949. 
1,025,100 units; 1950, 1,396,000; 1951, total starts, for the months of 
January, February, March, and April, 346,900, as against 412,300 
for 1950. 

Now what is significant about these figures is that this number of 
starts, 346,900, in our judgment—and I think that it is now being 
proven by the facts—were preregulation X commitments that were 
being started in the early months of this year. 

The fact that in April we had a drop of 5,000 below the March 
starts, and that from the figures and reports that we are now getting 
from the field—and I have any number of letters here, gentlemen, 
which have come back to us from the field as a result of a question- 
naire which we have sent out—indicates that for the month of May, 
you will probably have no more than 88,000 and probably less, and 
for the succeeding months of this year, an even greater reduction in 
the number of starts, which leads us to believe that the goal of 850,000 
units set by the authorities will not be reached, and that we will 
probably run under 700,000 starts for this year, and that, of course, 
has very serious implications with respect to the total economy of 
our country. 

Mr. Gampue. May I ask you a question? It is a fact that right 
now there are more building materials than there are applications; 
isn’t that right? 

Mr. Spree@e.. That is true. 

Mr. Gamsues. There isn’t a shortage? 

Mr. Sprecet. There is po general shortage of materials or labor. 

Mr. Gamsuie. The difficulty is the regulations? 

Mr. Sprecer. That is correct. 

Mr. Gamsue. Thank you. 

Mr. Mutrer. When you talk of shortages or lack of shortages, you 
mean there is no shortage of copper tubing and copper wire? 

Mr. Sprecer. There is no shortage, Mr. Multer. The fact is that 
the NPA order that prohibits the use of copper and other critical items 
has not yet affected our industry. We use surprisingly less than was 
ordinarily suspected was going into our homes in the way of critica! 
material. We have all of that documented, and we are working very 
closely with the NPA, with respect to those critical items. 

Mr. Mutrer. Let me try to get this clear. Are those critical items 
now free of regulation, so far as your industry is concerned, or must you 
go in and get NPA directives or permits in order to use them? 

Mr. Sprncei. We are not required, in the ordinary house, to get any 
particular permit for the use of critical materials. The NPA, as you 
know, has ordered the cessation of construction of homes costing in 
excess of $35,000 unless approved by a permit. 
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It appears that that rule may be amended. The original copper 
order which prohibited us from using copper for domestic hot and cold 
water use in our homes, was amended, even though we had originally 
suggested that there was no necessity for the issuance of that order, 
and. it is now permissive. We are using it. 

Any prefabricated copper is permissible. You can use that without 
any authority of the NPA at this time. 

Mr. Mutter. And supplies have been delivered to you on order? 

Mr. Spreacev. Yes, sir. 

Mr. Corr. That is only for smaller homes. That isn’t for large 
apartment buildings, however? 

Mr. SpreceL. You can use copper tubing for domestic hot and ae 
water use. There is no restriction on the use of that copper pipe a 
this time. 

Mr. Cour. There is on steel, however? 

Mr. Sprecet. There is on steel; that is correct. 

Mr. Muurer. That $35,000 limitation you mentioned is per family 
nnit; 1s it not? 

Mr. Sprecev. That is correct. 

Mr. Mv LTER. That wouldn’t apply to multiple-family dwellings? 

Mr. Sprecer. That is correct. With respect to multiple families, 
the order covers construction of buildings of three or more stories in 
height. 

These are the realities. Statistics record the past. They are the 
result of planning decisions made 6 months or more ago. Decisions 
which are being made today will be reflected in housing starts from 
4 to 6 months from now. When the substantially reduced rate of 
starts becomes obvious to everyone it may be too late to reestablish 
this industry to the point where housing in reasonable volume can be 
built. Organizations will have been disbanded, crews scattered, and 
materials manufacturers and distributors will have cut back to meet 
the reduced demand for their products. 

I understand that the Chairman of the Board of Governors of the 
Federal Reserve System, testifying before the Senate Banking and 
Currency Committee last month, offered an estimate of starts for the 
current vear of as high as 1,200,000. In our opinion, this is totally 
unrelated to the facts. It cannot be supported either by the clear 
evidence of the intentions of builders or by an informed reading of 
statistical signals. Apparently it is based upon a totally unrealistic 
expectation that the volume of starts for the first quarter of this vear 
will continue for the remainder of the year. 

Already, many of our members have reported that they have been 
compelled to discharge their employees in sizable numbers because of 
curtailment of their construction programs for the remainder of this 
vear. One member on the west coast, for example, who at this time 
last year employed a labor force of 200, has cut back to 8. 

The Bureau of Labor Statistics has estimated that 1,405,000 build- 
ing-trades workers were employed in residential construction during 
the third quarter of 1950, when production was at a rate which, if 
continued throughout the vear, would have produced 2,000,000 homes. 
This has been reduced to employment of only 875,000 in the first 
quarter of this year—a drop of nearly 600,000 workers. 

We estimate that an average of some 450, 000 man-years of employ- 
ment are represented by a drop from 1,400,000 to 800,000 starts and 
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an additional 75,000 to 90,000 man-years will be lost for each addi- 
tional drop of 100,000 starts under the current rate of starts. 

In addition, the indirect effect in other fields of employment ¢anno\ 
be calculated—such as the manufacture of materials and equipment, 
the men in the forests and in the lumber mills and in the myriad in- 
dustries that serve construction. 

With respect to that, Mr. Chairman, we have prepared this chart, 
which translates the total number of units started into the number o! 
workers employeJ to produce that many units. 

Now let us start with 1947, which was the year when we produced 
approximately 850,000 units—and that is represented by this line. 

Now coming up to October, and bringing it up to October which of 
course took everything up to the third quarter of the vear, we were 
producing at the rate of 100,000 units at that time, and sharply 
dropped off to approximately 850,000, which was the total production 
for the vear. 

[t required 637,000 workers to produce 850,000 units. 

Coming to 1949, we produced 1,025,000 units in that year, and it 
required 750,000 workers. 

in 1950, which is this top staggered line, we produced 1,400,000 
units, requiring the labor of 1,050,000 workers. 

Now for 1951, which is the solid black line, and which is staggered, 
we are just guessing. If we are to arrive at 850,000 units, which is the 
Government’s goal, we will require 637,000 workers. 

If it is 800,000, it will be 600,000 workers; 700,000 units will require 
525,000 workers. 

Now you can readily see what happens. When you drop from 
| 400,000 from 1,025,000, from 850,000, to this 700,000 figure which | 
have mentioned, and which is very, very likely to happen during the 
remainder of this vear, and if this 1951 line continues along that prob- 
able pattern, which apparently is what is happening at this very 
moment, you can see what will happen to employment. 

In cooperation with the building-trades unions and the Federa! 
Government, we have trained tens of thousands of young men, most 
of them veterans, to become skilled building mechanics at high-wage 
scales. Widespread unemployment in the building trades will dis- 
perse this skilled pool, built up over a period of several years. Most of 
these men will have to be retrained to other skills since most of the 
building-trades workers are not readily adaptable to other kinds of 
defense production. These men will face either serious unemploy- 
ment or, at best, re-employment at considerably less wages than they 
are now earning. 

In my own experience, and in most areas of the country, the average 
man and particularly the average veteran, simply has not been able 
to save the very considerable sums required as a down payment under 
the credit controls now in effect. Yet these people need and want 
housing. In most areas a $10,000 house today represents a modest 
home. As you know, a $10,000 house requires a $1,300 down pay- 
ment by a veteran buyer and $2,300 by a nonveteran. A $15,000 
home requires $3,550 down for a veteran and $4,300 for a nonveteran. 

I submit to you that, as long as our materials and labor are avail- 
able, the construction of housing for the average man is not in any 

way inflationary. Our best opinion is that for some time to come 
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labor and materials will be more than ample to meet the volume of 
production which we can foresee. 

As we understand the primary purpose of real-estate credit controls, 
it is the avoidance of credit inflation in the mortgage field. The fact 
is that for the past several months mortgage financing has been so 
thoroughly deflated that at the present time in most areas of this 
country it is virtually impossible to obtain mortgage financing for 
new construction and almost as difficult to refinance an existing house. 
The excessively easy mortgage-credit conditions which this portion 
of the bill is designed to correct simply do not exist. While we hope 
that sufficient mortgage funds will become available during the next 
few months to start a reasonable level of new-home production, it is 
clearly indicated that the supply of funds will not be in such volume 
as to cause any credit-inflation problem. 

At the very least, credit controls should be eliminated from housing 
in those price ranges which the average man and particularly the 
average veteran can afford. While the percentages in the present 
control regulation are less for the lower cost brackets, it is our expe- 
rience that they are nevertheless unduly affecting the man who can 
only afford a lower or moderate cost house. We suggest, therefore, 
that credit controls be completely eliminated for this group. 

At this time, Mr. Chairman, I would like to make part of this testi- 
mony the statement of Mr. George C. Johnson, the president of the 
Dime Savings Bank of Brooklyn, which was made September 29, 1950, 
with regard to this inflationary trend. Mr. Johnson makes the point 
that liberal mortgage credit, applied in a sound manner, based on the 
borrower's ability to pay, is actually a weapon against inflation, and 
I think this statement of Mr. Johnson’s is well worth being read. 

Mr. Brown. It may be inserted in the record. 
(The statement referred to is as follows:) 


STATEMENT BY GEORGE C. JOHNSON, PRESIDENT OF THE Dime Savincs BANK, 
Brookiyn, N. Y., SepreMBER 29, 1950 











Criticizing the Federal Reserve Board, Government economists and certain 
segments of the banking industry for advocating excessively stringent curbs on 
home mortgage eredit, George C. Johnson, president of the Dime Savings Bank 
of Brooklyn, fourth largest institution of its kind in the world, today termed 
severe mortgage restrictions as “unreasonable and unnecessary.’’? Government’s 
deficit financing is the real root of the Nation’s inflationary troubles, he added. 

“We are told by the Federal Reserve Board, Government economie advisers 
and a few bankers that the proposed stringent mortgage credit requirements in the 
form of extremely high down payments is necessary to halt inflation,’ Mr. Johnson 
said, 

“This is decidedly not the way to meet the problem,” the banker continued. 
“Liberal mortgage credit, applied in a sound manner based on the borrower’s 
ability to pay, is actually a weapon against inflation.”’ 

“When a family buys a new home’’, Mr. Johnson explained, ‘it uses up savings 
that have been accumulated for this purpose. The mortgage money that is 
provided by a lender also comes from savings and does not increase the total 
money supply of the country. Then more money is immediately taken out of 
the inflationary stream each month as that home buyer makes payments against 
(he principal and interest of his mortgage. 

“Recent restrictions on mortgage credit probably will reduee the number of 
homes built next year by the 30 percent suggested by the building industry and 
certain Government agencies. If it is evident in another 3 or 4 months that this 
is not fully accomplishing the aim, surely another 5 percent increase on down 
payments should release all the men and materials that can be absorbed in war 
ndustries, 
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“Home building is one of the greatest means of producing and creating rea! 
wealth that we have. Purchase of homes provides employment for millions of 
persons and the house itself constitutes something tangible in the way of wealth: 
something that has a definite value.” 

This is in distinct contrast to Government deficit financing, Mr. Johnson 
asserted. 

“Deficit financing simply creates billions of more money which is poured into 
the nation’s monetary stream. This is done by a bookkeeping process and by 
borrowing. The only difference between this and fiat money is that Government 
does not resort to the printing press to turn out currency. It achieves the same 
result by issuing bonds, 91-day bills and other forms of what are in reality nothing 
more than I O U’s. 

“The most dangerous and inflationary aspect of deficit Government financing 
is that virtually none of Government’s spending creates new wealth, such as is the 
case with home buying. Government spending goes largely into salaries for its 
enormous bureaucracy, and into articles and commodities that are quickly used 
up, worn out or destroyed. It is certainly not productive. 

“Another Government-inspired inflationary trend is that Government appar- 
ently favors an increasingly higher wage level. If the production of things for 
workers to buy is limited, especially homes and home equipment, this will add 
dangerously to the inflation spiral. 

“Tt is true,’ Mr. Johnson said, ‘‘that a high volume of home building and mortgage 
credit increases the velocity with which money is spent in the Nation. Basically, 
however, this is no more inflationary than the selling of a pair of shoes or any other 
commodity. 

“The fact remains that home building and home ownership which is made 
possible by careful, prudent mortgage lending constitutes the greatest single 
bulwark against communism that we have. Furthermore, home building is basic 
to a high ratio of employment and a prosperous Nation. 

“Although these facts are well known as basic economic factors, I am extremely 
surprised that the Federal Reserve Board and others are advocating excessive 
down payments for home purchases,”’ Mr. Johnson concluded. “If the proponent 
of unduly excessive mortgage credit curbs are successful in their plans, they will 
force the closing down of the Nation’s largest nonagricultural industry and thus 
will pave the way for a severe economic depression. Furthermore, such steps as 
are being discussed at high levels of Government policy making can be regarded 
as another move toward socialization of our country. Never before has it bee 
necessary to establish stringent mortgage credit regulations, and it is not necessary 
today.” 
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Mr. Sprecet. We wish to comment also on section 106 (a) which 
would amend the definition of ‘“‘real estate construction credit” to 
place under control all existing properties. This committee will 
recall that a similar provision was stricken from the act in 1950. In 
our opinion, the imposition of credit controls upon existing construc- 
tion would bring an already thoroughly confused mortgage finance 
situation to almost complete chaos. 

Section 105 of the bill touches on another aspect of real estate 
control. It would establish a new title I[V—A to provide authority to 
freeze rents on housing accommodations, including those which have 
not heretofore been subject to rent controls even during World War 
II and those in communities in which the local governing body has, 
in fact, determined that controls are no longer necessary. 

It also would authorize controls over rents on business properties. 
As the committee knows, we have for some years been opposed to 
centralization of authority in Washington, particularly with respect 
to those matters which have been or can readily be determined locally. 
Therefore, it is our recommendation that rent control be left in the 
hands of the local community. 
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We can see absolutely no justification for stricter rent control— 
either on housing or on commercial properties—than was found 
necessary to impose during World War II. The inevitable result of 
additional and unnecessary restrictions at this time will be to increase 
public reaction against and resistance to even those types of controls 
which are reasonable and necessary in the current emergency. 

Finally, I would like to call your attention to section 102 (c) which 
adds a new section 202 to the Defense Production Act of 1950. The 
use of the word “improved”’ about three lines from the end of this 
section apparently grants to the President sweeping and unlimited 
power to condemn real estate and build upon it whenever he deems it 
necessary in the interest of national defense. Such authority is 
apparently broad enough to include the construction of publicly built 
and owned housing. We suggest that the section referred to be 
appropriately limited so as to remove the implication that it covers by 
indirection the complicated and controversial subject of publicly built 
housing. 

That is our statement, Mr. Chairman. If there are any questions, 
1 would be happy to try to answer them. 

Mr. Brown. Do you have any questions, Mr. Gamble? 

(Discussion off the record.) 

Mr. Parman. The information vou have given us, and in line with 
other information we have received, is startling in nature, Mr. Spiegel. 
It shows how cruelly effective, sometimes, are the application of credit 
brakes on our economy. 

There is one way to have a balance in our economy, on production 
and money, that is either to produce more, and thus bring it up to a 
balance, or cut off the money supply, and bring about a balance. The 
cutting of the money supply sounds very plausible but it is the cruelest 
way that I know, because as you so ably pointed out, it causes unem- 
ployment, people don’t have money with which to buy the necessities 
of life. And we could have several times our production. 

I hope the authorities keep in mind that we are not geared to a $50 
billion or $100 billion economy such as we were a few vears ago, but are 
geared to a $300 billion economy, and unless we keep our money 
supply in proportion to that economy, we could have a disastrous 
deflation, at a time when we are enjoying prosperity. 

Mr. Spreceu. Yes, sir. 

Mr. Parman. I think your figures point up that element of danger 
which everyone of us should consider. 

Mr. Sprecex. It is a very serious danger. 

Mr. Parman. Thank you. 

Mr. Brown. Dr. Talle. 

Mr. Tatue. In the event I chose to build a house, could I go into 
the market and buy such tubing, piping, eaves and gutters and down- 
spouts as I would want? 

Mr. Sprece.. I believe vou could, Mr. Congressman. There is an 
ample supply of materials at this moment, and there is an ample 
supply of labor. 

I do feel, however, that as this defense program begins to take hold, 
toward the latter part of this year, that certain shortages will develop, 
in certain critical items that are required in the construction of our 
homes. We will begin to feel the pinch. But that will not develop 
until the latter part of this year. 
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Mr. Tauue. I gather from the exhibits you have furnished that 
the Federal Government has managed to mess up the home-building 
industry pretty well, especially during recent months. 

Mr. Sprecer. It certainly has messed it up. That is an under- 
statement. 

Mr. Parman. Well, now, wait, are you willing so say that? Didn’t 
the Federal Government start all this building program, and isn't 
the home builder back here now screaming to high heaven because 
they have cut off the money? 

Heretofore the builders were saying, “‘Let us alone and we will do 
all this building ourselves. We don’t need the Federal Government.” 
Now, you are coming back and saying you need the Federal Govern- 
ment, aren’t you? 

Mr. Sprece.. We are saying this, Mr. Patman. There has been 
no question but that the FHA—— 

Mr. Parman. Well, that is the Federal Government, isn’t it? 

Mr. Sprecer. That is correct, and | would like to point out at this 
time that only vesterday, I believe, Mr. Foley stated that at this 
moment there remain approximately only $200 million of authoriza- 
tion in the FHA for the regular section 203 program, which is a very 
serious thing. 

Mr. Parman. You want it increased, don’t you? 

Mr. Sprece.. It requires increasing. 

Mr. Parman. That ts right, in order for the Federal Government 
to help you. 

Mr. Sprecev. All that fund does, as you know, is to make available 
insurance 

Mr. Parman. That is right. 

Mr. Srrece.. To these lending institutions. 

Mr. Parman. That is right. But vou fellows couldn’t do it. If 
vou could do it why don’t you do it now? 

Mr. Sprecen. We require the aid as you know of every investment 
institution in the country. We require insurance companies, com- 
mercial banks, savings banks, and savings and loan associations to 
make the mortgage loans on these homes which are built. And as 
you know 

Mr. Parman. But all that is predicated upon the insurance by the 
Government of the United States. 

Mr. Sprece.. Not entirely. | think it runs about 50 percent of 
all the housing construction of the country, that is, federally msure: 

Mr. Parman. Well now, you can go ahead, then, and do 50 percent 
of it all right, vou think, without the Government’s aid through 
FHA? 

Mr. SpreGe.. Not entirely, we have got another problem. 

Mr. Parman. In other words, the other 50 percent is somewhat 
dependent upon the Government’s 50 percent. 

Mr. Sprecet. Exactly. It goes back to this Federal Reserve 
Board failure to support the bond market. 

Mr. Parman. Yes, sir. 

Mr. Sprecet. And these banks cannot 

Mr. Parman. I think that is a disgrace. J think it is absolutely a 
disgrace. The commercial banks and the Federal Reserve banks take 
these bonds and get money a hundred cents to the dollar, buying them 
from the people for 90 cents. That is absolutely a disgrace, I think, 
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and I understand, in your business, that where they are doing any 
financing at all, in many instances, they are requiring the person 
vetting the financing to take Government bonds, a hundred cents on 
the dollar, or what the banks paid for them, which results in them 
having to sell them at a discount of three or four or five points. 

Mr. Sprecex. That is right. 

Mr. Parman. Do you know of any cases like that? 

Mr. Sprecei. I have heard stories to that effect. Of my own 
knowledge, I don’t know that that exists. 

Mr. Parman. I think that is absolutely bad. It is wrong. And 
[ think the Federal Reserve Board is absolutely wrong in not support- 
ing that bond market. 

Mr. Sprncer. Well, that, of course, I think is fundamentally our 
big mortgage financing problem today. 

Mr. Parman. I think it is, too. I think it goes to the heart of it. 
They are using Government credit, and using it free. It is not costing 
them a penny, and if they can support them at 90 cents why can’t 
they support them at 97, 98, or 99 or 100. 

Mr. Cour. Or 101. 

Mr. Parman. Oh, no. 

Mr. Coin. Why not? 

Mr. Parman. None of them paid over 100. 

Mr. Cour. Or at 105. 

Mr. Parman. No. 

Mr. Coxe. It is the same principle. 

Mr. Parman. No; it is not the same principle. 

The principle is that Government paper, whether it is paper money 
or paper bonds, should be worthahundred cents on its dollar, whether 
held by a person, a firm ora corporation. Not 105 cents on the dollar. 
It is just as sensible to say that your money should be worth 105. 

Mr. Coie. Your bonds are not worth a hundred cents on the dollar 
today. 

Mr. Parman. They should be. We have a Federal Reserve Board 
charged with the duty of stabilizing our economy. 

Mr. Cote. They are worth 57 cents on the dollar today. 

Mr. Muurer. I will buy all vou can sell me at 75 cents. 

Mr. Parman. Well, a Government bond is worth about 96 or397 
cents and should be worth a hundred cents. Of course, in purchasing 
power, and in some things, they are not worth over 56 or 57 cents, 
but in postage they are still worth 100 cents on the dollar. 

Mr. Nicnouison. Mr. Chairman. 

Mr. Brown. I recognize Mr. Cole. 

Mr. Coir. Did you want to add something? 

Mr. Spreae.. I would like permission, Mr. Chairman, to file with 
this committee excerpts of some of these reports from all over the 
country, from our builders, stating what some of their current prob- 
lems are and the effects of regulation. 

Mr. Brown. File them with the clerk, please. 

Mr. Cole. 

Mir. Coir. Have vou had any experience with the relaxation of 
regulation X in critical areas, so called? 

Mr. Sprecer, Yes, sir, but not personally. We have some exper- 
ience in certain sections of the country. 

Mr. Coie. What are your reports with respect to that? 
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Mr. Spreceu. The reports are not satisfactory, I might say. 

Mr. Cote. Why? 

Mr. Spreaepu. I have here a list of those areas which have been de- 
clared critical defense areas: Paducah, Ky., to the number of 1,000 
units; Savannah River area, South Carolina, 1150; 3 areas in Idaho. 
totaling 500 units; San Diego, Calif., 6,000 units; Corona, Calif., 150 
units; Colorado Springs, 1,000; Star Lake, N. Y., 75; Fort Leonard 
Wood area, Missouri 250; and Camp Cook, Calif., 450, for a total of 
10,575 units. 

Mr. Cots. What is your total number of areas? 

Mr. Sprecex. Eleven areas. 

Mr. Cour. I think there are three more. 

Mr. Sprngent. That may be. This list may be an old list. 

I have here a letter from one of our men in the San Diego area. 

Mr. Cour. Yes, sir; I would like some personal experience as to that 
operation. 

While you are finding that, have any of your people written you or 
contacted vou about the operation of it, and do you have some per- 
sonal knowledge from their reports to you? 

Mr. Spreceu. Yes, sir; we have. 

First of all, I might state this, that when they relax, in a critical 
defense area, there is no total relaxation. 

Mr. Coxer. I know that. 

Mr. Spreceu. In other words, there is no down-payment deal such 
as we knew about last vear or the year before. 

Whereas, for a $10,000 house, a veteran is now required to pay 
$1,300 down, he may have to pay $1,000 down, and I know from my 
own personal experience that vou don’t find many veterans who have 
accumulated $1,000 with which to purchase a home, even in the price 
range of $10,000. 

I have here a letter from one of our men in the Los Angeles area, 
had his building in this San Diego area which has been declared : 
defense area. [Reading:] 

telative to your letter of May 25 regarding relaxation of regulation, I shal! 
relate my experience as it affects our subdivision in San Diego. 

It was our original intention to erect 404 homes in this subdivision. Prior to 
October 12, I secured commitments from FHA for 220 of these homes. They are 
being sold on a 5-pereent down payment, which is in line with the income of the 
people of San Diego. 

Subsequent to October 12, I secured a commitment on an additional 73 homes in 
this subdivision and started building with the thought in mind that when San 
Diego was declared a defense area we would be released from regulation X. 

However, I was informed while in Washington by FHA and VA that these would 
not be relaxed under the regulation, and would have to be sold with an approximate 
$3,000 down payment, as these homes are in the $10,000 and $11,000 sale bracket 

We have had these homes on the market since we laid the first foundation over 
2 months ago and up to now have been able to sell only two. Yet there have been 
a great number of people who would like to purchase, but simply cannot because 
of the large down payment. 

It is my firm opinion that it will be impossible to produce housing in this area 
under regulation X. If we were permitted to build and sell under the conditions 
that prevailed prior to regulation X, the people of San Diego, both in airplane 
industry and the military, would be able to acquire homes, and we would be 
willing and able to produce same for them. 


Now, these same gentlemen told us at a meeting recently that when 
they came into the area and set up these 6,000 units that were required, 
they disregarded the fact that there already were under construction 
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in that very area thousands of units. They didn’t go to the trouble of 
relaxing regulation X on the units under construction, so that those 
units are endeavoring to compete with these 6,000 units that will have 
this relaxation of regulation X, and it seems to me that you don’t 
vet housing units built and made available to people who need them 
in these critical areas. 

Mr. Coun. Do you have any other reports on it? 

Mr. Springer. We have numerous such reports. 

Mr. Coun. Will that be in some of the letters which you will insert? 

Mr. Sprece.. I will certainly get those and make them part of the 
record. 

Mr. Coin. I wish you would do that, I am particularly interested 
in the operation of the critical areas committee, and the relaxation of 
the regulations with respect to it in its operation, as to whether it is 
effective or not. 

Now, I have requested information from the committee concerning 
the problem. I notice they have denied the applications of 8 areas, 
or 18 communities. 

Now, do you have any letters from any of the people in those 18, 
where they have denied their applications? 

Mr. Sprece.. I know of one experience—I think it was Dayton, 
Ohio—where they called this group in and asked them whether they 
wanted it declared a defense area, and the builders decided they 
didn’t, because there were plenty of homes available. 

Mr. Cour. The people in the area themselves didn’t want it. 

Mr. Sprneeu. That is right. 

Mr. Coxe. I am talking about an area that had made an application 
and had been denied by the committee here in Washington. 

Mr. Sprncev. I have no personal knowledge of that, but I will 
endeavor to get that information for you. 

Mr. Cour. Any information you can put in the record with respect 
to that will be very helpful. 

Mr. Spreceu. I will be glad to. 

(The information referred to is as follows:) 

NATIONAL ASSOCIATION OF Home BUILDERS, 
Washington, D. C., June 12, 1951. 
Hon. BRENT SPENCE, 
House of Representatives, Washington, D. C. 

Dear Mr. Spence: In accordance with the request made during Mr. E. M. 
Spiegel’s testimony in behalf of this association on June 7, we are sending you a 
copy of a compilation of excerpts from typical replies we have received relative to 
the effects of credit controls as they have been applied to the home-building 
industry. 

This is to be incorporated in the record following Mr. Spiegel’s remarks. 

Respectfully yours, 
Joun M. DickKERMAN, 
Legislative Director. 


Survey oN Errects or RESIDENTIAL CREDIT CONTROLS 
EXCERPTS FROM TYPICAL REPLIES, MAY 29 TO JUNE 5, 1951 
San Angelo, Tex.—E. Gordon Perry, president, Home Builders Association of San 
Angelo 
Regulation X has already curtailed sales and the construction of new homes in 


this area of the Nation more than 75 percent. In fact, it has almost brought the 
home industry to a standstill and is creating serious unemployment. 
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Memphis, Tenn.— Margolin Bros. Supply Co. 

We, as builders of a large number of homes in the $7,000 to $10,000 range. 
estimate that the effects of regulation X will result inareduction of 80 percent of 
our previous volume. 


Boston, Mass.—St. Paul Construction Co. 

Many of the builders with whom I have been talking this matter over wit} 
within recent weeks tell me that they are finishing up their projects and have | 
future plans for building; the few that are contemplating business in 1951 are 
going to concentrate on higher priced homes only. One particular builder in this 
territory who has been operating continuously for the last 40 years is auctioning 
off the major part of his contracting equipment and plans to go into semiretirement 
until this situation straightens out. 

We, ourselves, have been stopped dead on our construction work. We have 1 
future plans and do not know which way to turn. 


Sheffield, Ala—Chamber of Commerce 

We, of the Chamber of Commerce of Sheffield, Ala., would like to take this 
opportunity to use every means at our command, through, your organization, to 
get regulation X repealed. 

The housing situation in our city and county still remains a tremendous problem 
and as of this date with very little relief in sight. Our city is primarily an in- 
dustrial city with the majority of wage earners being on a salary. Under regula- 
tion X our salaried people are virtually eliminated from even thinking of building 
a home for themselves and their families. 


Hackensack, N. J.—Home Builders Association of Northern New Jersey 

A considerable (over 40 percent at present) slump in selling new homes has 
occurred. This is due to the fact that pre-X commitments have nearly all been 
used up or terminated and the full effect of these drastic credit controls is now 
being felt. This is applicable in all price ranges but is heaviest in the low-cost 
field. Low-cost housing in this area will practically be eliminated due to these 
restrictions since it will be impossible to sell them. (Low-cost housing in this 
area is at about $10,000 since this is a high-cost area subject to stringent building 


codes.) 
! 


The need for housing, particularly medium- and low-cost homes in Bergen and 
Passaic Counties is constantly increasing as evidenced by the ever-expanding de- 
fense manufacturing and indusrial plants with an accompanying increase in 
personnel. 


Butler, Paa—Town & Country Builders ° 

Regulation X has reduced our sales from an average of 10.58 houses per month 
in 1950 to 2.4 per month in 1951. 

Regulation X has, because of the higher down payment, eliminated the group 
who are critically in need of housing and whose earning power will not permit 
occupancy of the rental units available because of the high rent demanded. This 
group, composed of young ex-GI’s, are forced to double up with relatives or live 
in undesirable housing. Our experience this vear indicates that this group are 
forced to pay as rent a higher price than the monthly payment required to purchase 
a home. 


Houston, Tex.—Embe Building Co. 

We construct in the neighborhood of 100 houses annually selling in the $9,000 
to $10,000 bracket. Our sales tools have been primarily FHA and Veterans’ 
guaranties, and a check of our recent sales shows that only 10 to 20 percent of our 
buyers have been able to avail themselves of a home under the regulation \ 
pattern as set by the FHA. Veteran home buyers appear able to pay down as 
much as $600 or $700 in the purchase of their new home and beyond that are 
unable to even consider a home purchase at this time. 


Memphis, Tenn.—Home Builders Association of Memphis 

Of particular interest is the May 1951 comparison to May 1950, during which 
month we first felt the full effects of reculation X andcontrols. You will note that 
the home building in May 1951 dropped off $2,575,276. irom May through the 
balance of the year we foresee comparative decreases and an indication that w: 
will build less than 50 percent of the homes that were constructed during 1950. 

We estimate there are only 700 homes under construction at May 31, 1951, as 
compared with 2,021 units under construction May 31, 1950, and 1,130 units under 
construction May 31, 1949. 








blem 


n in- 
vula- 
ding 


| has 
been 
how 
-COSt 
hese 
this 
ding 


and 
r de- 
> in 


mtn 


‘Oup 
Prt 
This 
live 
are 
ase 


000 
ns’ 
our 














DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1953 


Concord, Calif.—Diablo Annex Builders ‘ 

We tried to do our part in building a low cost quality two-bedroom home to sell 
for $6,950, a record in this part of the country, but $1,450 down, as required by 
regulation X, is too much for the average workinginan. I would say an equity of 
$500 to $750 down would be a fair and equitable basis on which to sell new homes. 


Hempstead, Long Island, N. Y.—Long Island Home Builders Institute 

In the first place, let me cite to you the fact that my remarks embrace the 
counties of Kings and Queens in the city of New York, and the counties of Nassau 
and Suffolk, all four of which are located on Long Island. It should be noted that 
the population of thoese fur counties is in excess of 5,200,000. 

In the first 4 months of 1950, compared with 1951, these are the starts in hous- 
ing construction, privately financed, including both one- and two-family homes 
for sale and multifamily apartment dwelling units: 









Nassau- 4-county 


rodity Queens “bey 
Brooklyn gucen Suffolk | total 





1, 840 8,478 9, 550 19. 868 
359 2,031 8, 200 10, 590 


From the above, the following facts are apparent: 

(a) The 1951 starts during the 4-month period in the four counties have al- 
ready taken a 46.6 percent drop compared with the 1950 starts, or almost 20 
percent greater reduction in volume than was contemplated by regulation X on 
a national basis. 

(b) Particularly significant, as well as startling and dangerous in its many 
implications, is the tremendous reduction in the total of starts in Brooklyn and 
Queens within the city of New York. Here the reduction is 76.8 percent for the 
two counties combined as compared with 1950. Its particular significance lies 
in the fact that. these are two great residential counties of the citv of New York, 
in which there is usually a preponderance of rental accommodations, as distin- 
guished from homes for sale. 

During 1950 a total of 64,000 dwelling units, both for sale and for rent, were 
started in these 4 counties. On the basis of the 19,868 starts in the first 4 months 
of 1950 in those counties, it is evident that the starts during the last 8 months 
were on a rising average monthly scale. However, the 1951 figures for the first 
{ months for all 4 counties already show a 46.6 percent reduction in volume of 
starts. despite the fact that there was a tremendous backlog of preregulation X 
commitments outstanding. 

If we could project the declining rate of starts during the first 4 months of 1951 
into the remainder of the vear, I think it will be safe to estimate that our original 
prediction will turn out to be correct. That original prediction was that in the 
Long Island area regulation X would have the effect of reducing 1951 total volume 
of starts between 60 and 75 percent of the total starts for 1950; therefore very con- 
siderably in excess of the projected reduction planned through the institution of 
regulation X. 

Rirmingham, Ala.—Richard Hail Rrown, NAHB regional vice president 

[ think Birmingham is a fairly typical city. I think Broadmoor, consisting of 
300 homes in the very center of a circle of heavy industry of the Birmingham 
steel area, ranging in house prices from $7,900 to $9,500, is typical. I think it is 
also typical because of its extremely splendid mortality rate in the foreclo- 
2 Se i 

These people are steelworkers, miners, truck drivers, etc., with an average 
income of about $275 per month. They pay for their homes and are maintaining 
them beautifully. 

| have examined nearly all of the credit records of all of the purchasers of these 
houses personally. It is my firm opinion that not more than 15 out of the 300 
could have bought then or could buy today these houses under regulation X. * * * 

Today in Birmingham we face a situation where that if regulation X was imme- 
diately removed and all other encouragements made it would be 6 months before 
we could start laying down houses in any appreciable quantity. 

Detroit, Mich.— Builders Association of Metropolitan Detroit 


_ Building permits in Detroit have fallen 32 percent in April over March, which 
is against the seasonal trend—and May will even show a larger drop. There is 
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no doubt that under present regulations, and the mortgage money situation) tha: 
building will become progressively less and less each month and by early fall 
practically nonexistent. 

Atlantic City, N. J.—Atlantic Home Builders Association- of New Jersey 

In our section of New Jersey—since it went into effect—it has entirely paralyz 
our industry. 

In our section we have been building on an average of 500 houses a year. | 
and others were in very bad need of this housing; but, since regulation X wen} 
into effect, they have been unable to meet the financing requirements; therefor 
a large number of these homes are still on the market for sale. 

West Memphis, Ark.—J. W. Rich Construction Co. 

Home building is at a complete standstill in this territory immediately, unk 
regulation X is lifted and some of the companion credit controls. Our firm ha 
built 1,100 units in West Memphis since 1945. We are now completing everything 
under the old regulations and have only seven houses on the boards under regu- 
lation X. 

Good business will not permit our taking the chance of erecting homes for sa 
to the public when we know that the large down payments required are simp); 
not to be had in a community such as ours. 

Kansas City, Mo.—Home Builders Association of Greater Kansas City 

House sales have nearly ceased entirely. Only those with prior GI commit- 
ments are doing any volume business at all. The buying public do not have the 
large cash payments required. 

Collingswood, N. J —Home Builders League of South Jersey 

Last year, the great majority of the homes sold in the southern part of New 
Jersey were sold to persons in the working class who made small down payments 
and who purchased a two-bedroom house with room for two additional bedrooms 
on the second floor at an average monthly carrying charge of about $55 per month 
and a down payment including settlement costs of an average of about $350. In 
our particular area we found that the great majority of the workers were able to 
pay this down payment and the monthly carrying charge required. The picture 
has now completely changed because only a few have the present average required 
down payment of about $1,300, and there being about $7 a month difference in 
carrying charge between a 20-year and a 25-year loan, this factor also eliminates 
a considerable number of prospects not earning sufficient to pay the additional $7 
per month. 

Davenport, Towa—Quad City Association of Home Builders 

It is our experience, in this area comprised of the cities of Davenport and 
Bettendorf in Iowa, and Rock Island, Moline, and East Moline in Illinois, that 
houses selling from $15,000 to $20,000 have a much better chance of finding 
buyers under regulation X than houses selling at $12,000 or less. This is th 
farm implement center of the world, with plants owned by International, Deere, 
Case, and Minneapolis Moline. We also have the newest and largest sheet mill 
of the Aluminum Co. of America, and Rock Island Arsenal, the largest of our 
Government plants. 

It is our firm belief that the best interests of the Government would be served 
by lifting restrictions of regulation X from the low-cost field. This will permit 
private capital to erect houses in the price brackets which are most sorely needed, 
and will take care of great numbers of workers employed in the plants which ar 
manufacturing essential materials. 

Corning, N. Y.—Chemung Valley Homebuilders Association 

I have taken the occasion to consult with other local builders in regard to future 
plans. Without exception, they contemplate drastically reduced production 
until such time as regulation X is realistically adjusted to the needs of the current 
situation. Indeed, some contemplate no future production until such time. 

This is the current situation in an expanding community where housing already 
is critically needed. 

Charlotte, N. C-——Marsh Realty Co. 

By now it should be a well-known fact that not less than 75 percent of the 
potential prospects for homes will completely dwindle for the most part by regula- 
tion X and the companion credit restrictions of FHA and VA. 
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Chicago, Ill.—Chicago Metropolitan Home Builders Association 

With its increased production activity, the action of Government agencies in 
restricting housing is having a disastrous effect. Preregulation X commitments 
which have been keeping housing close to an even keel have now begun to taper 
off and, for the first time in the city’s history, housing starts in April were less than 
those in Mareh, and May will show an additional decline. A canvass of some two 
dozen builders has produced a uniform reply to the effect that workmen just can- 
not raise the down payment required under regulation X and sales of homes are, 
accordingly, tapering off to an alarming extent. ‘The purpose of the Government 
to have housing ready in advance of defense production needs is being entirely 
lefeated. 

Tulsa, Okla.—Otis FE. Nidvffer, Inc. 

Out of a project of 183 houses, it has become necessary for me to drastically 
curtail building at this writing, due to the effect of regulation X on our sales. 

In the Tulsa area there are several thousand men out of employment due to the 
slowing down in building. Within the past week I have laid off approximately 
100 workmen on my present project and in all probablity will in the next few 
weeks lay off additional workmen if we are not given some relief on regulation X 
in order that we may move our merchandise. 


Orinda, Calif—Roies & Soule, real estate 

Just prior to regulation X, we undertook a project of 38 veteran homes, re- 
quiring $1,000 down, the buyers, to be earning not less than $95 per week and well 
emploved. These houses were sold out before the foundations had all been 
poured. We then offered 12 similar houses on comparable and better lots next 
to the 38 first homes. These latter 12 houses are under regulation X requiring 
$2,500 down. So far after many weeks of offering them, we have sold but three. 

We have additional improved lots all in this desirable location, but in view of 
our sales experience under regulation X, we intend to lay off our crew of 35 men 
and stop building. Most of these men will probably have to join the 60 unem- 
ploved carpenters who were waiting for jobs in the Martinez union hall last week. 
Chicago, Ill.—E. C. Mahoney Construction Co. 

Now that preregulation X commitments are petering out, home sales have 
dropped off in my own organization and in others approximately 75 percent and 
we have all been required to curtail our programs to meet these pressing condit- 
tions, 

With a constant demand on the part of industrialists to produce more housing 
so that they can engage more help, we appear at the present time to be totally 
incapable of meeting these requirements, 

Unless some action is taken to relieve the situation, the defense program in the 
entire area will be greatly hampered. 

Midwest City, Okla.—Tom Poore, home builder, developer 

Enclosed herewith is a copy of study prepared by the agricultural industrial 
development service, Oklahoma A. & M. College, Stillwater, Okla., showing the 
effects of regulation X on the home-building industry in Oklahoma City and 
Oklahoma County. 

The report bears out our first fear almost completely since during the period from 
October 1950 to May 1, 1951, only 1838 lots have been recorded for development 
as compared to 2,269 lots recorded for development in the preceding 7-month 
period. As for the second fear, the trend from lower-priced housing to high- 
priced housing has been established, but has not yet fully developed because 
Oklahoma City builders sueceeded in having some 1,900 lots declared hardship 
cases under VA regulations because of substantial installation of improvements 
prior to the effective date of regulation X; therefore, practically all of our building 
has been under regulations in effect prior to regulation X. Since the effective 
date of regulation X, only 122 starts have been under regulation X and nearly 
all of these have been in the high-priced bracket. It is also significant that only 
15 pereent of those applying for GI loans could have qualified under regulation X, 
thus indicating that the buyers of housing under $10,000 are being deprived of 
the opportunity of home ownership in a community where housing of the lower- 
price range is desperately needed for those who will do the national defense 
production job. 

Florence, Ala.-—Chamber of Commerce 


Regulation X has virtually stopped the construction and purchase of homes by 
the middle- and lower-income class of citizens of the great Muscle Shoals area.’’ 
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Spokane, Wash.—Guthrie Construction Co. 

We normally build approximately 300 houses per year for sale to the public 
Under regulation X, we are absolutely convinced that it would be sheer foll, 
start more than five houses at one time, carrying these houses through to com 
pletion before starting more. This would result in a curtailment to a lev 
approximatly 25 to 30 houses per vear. 

There is absolutely no question of the fact that our construction in this area 
is going to be down to a minimum of 60 percent of what it was last year. T) 
building permits, as issued, and FHA applications parallel closely, showin: 
reduction of 59 percent for the first 4 months of this vear. Furthermore, a hig! 
percentage of the building permits were preregulation X cases. Normally 
city, for the last 8 months of a building year, would construct approximately 1,809 
homes. Under present conditions this figure will not exceed 600. 


Lansing, Mich.—Charles A. Bowser Co. 

We had on the market a conventionally constructed house we called 
Pacemaker * * * [which] * * * sold for an average price, including 
land, of $7,375, with a down payment not to exceed $800 including mortgag 
costs. That same house, if we were to build it today and market it under re- 
gulation X, would require $1,500 to $1,809 down and therefore the market for 
the lower-income group has been eliminated by regulation X. It is our experienc 
in this community that regulation X has not had the effect on the high-pric 
range houses because the typical buyer of that type of house has been in t! 
habit of paving a third to one-half down when purchasing his home. As usual, 
it is the little fellow that is affected most by such regulations as regulations \ 
and W. 

Cincinnati, Ohio.—Martin L. Holman & Sons Building Co. 

I have been in business since 1922 building homes between twenty and twenty- 
five thousand dollars, but unless regulation X is eased up I will be out of business 
within 3 months. There are not enough people who have the necessary dow) 
payment, as required by regulation X. 

Most of my prospects are engineers and workmen who are coming here to wor! 
at the General Electric jet plant and they cannot raise the down payment. 

Los Angeles, Calif.—M. J. Brock & Sons, Inc. 

It was our original intention to erect 494 homes in this subdivision. Prior to 
October 12, I secured commitments from the FHA for 220 of these homes. They 
are being sold on a 5-percent down payment, which is in line with the income of 
the people of San Diego. Subsequent to October 12, T secured a commitment o 
an additional 73 homes in this subdivision and started building with the though 
in mind that when San Diego was deelared a defense area we would be release: 
from regulation X. However, I was informed, while in Washington, by the FH 
and the VA that these would not be relaxed under the regulation, and would 
have to be sold with an approximate $3,000 down payment, as these homes 
are in the $10,000 and $11,000 sale bracket. 

We have had these homes on the market since we laid the first foundation over 
2 months ago, and up to now we have been able to sell only two; vet, there hay 
been a great number of people who would like to purchase but simply cannot 
because of the large down payment. 

It is my firm opinion that is will be impossible to produce housing in this area 
under regulation X. If we were to be permitted to build and sell under the co: 
ditions that prevailed previous to regulation X, the people of San Diego, both i 
the airplane industry and the military, would be able to acquire homes and 
would be willing and able to produce same for them. 

Chattanooga, Tenn.—Chamberlain Co., realtors 

We have 1 builder, Suburban Homes Co., that completed 12 houses on Apri 
1; only 5 have been sold and 6 are completed and have been on the market for 
over 60 days, and the builder has no immediate prospects. Another builder 
G. H. Swope Building Corp., bas about the same situation on 15 houses with onl) 
1 sold. Many purchasers want the houses but are unable to raise the required 
down payment. 


\Ir. Coie. I talked with one of the officials of the committee yester 
day at considerable length and I told him that | had been critical o! 
the operation of the committee, feeling that perhaps they were in- 
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volved in red tape and regulations and criteria in determining these 
areas to such an extent that they were not doing the job sufficiently 
enough to get housing in critical areas, and they are reexamining their 
problem in that light, to determine whether or not an area may be 
more quickly determined to be critical in order to get these relaxations. 

The thing that I am particularly interested in is that if there is an 
answer Of some sort, whether it is a full answer or not I don’t know, 
but if there is an answer to the building of homes by the relaxation of 
regulation X, then I think it should be done effectively, and, first, 
before we do some of these other things, with respect to rent control, 
for instance. 

As to rent control, | am wondering, if we do pass a rent-control law, 
why we should not limit that rent control to those areas which have 
heretofore been declared critical defense areas, for some period of 
time, to permit the builders to construct houses. 

Do you have any comment upon that suggestion? 

Mr. Sprece.. Well, of course, we have, as I stated in my remark, 
opposed rent control where it was heretofore under FHA control. 
As you know any housing that was built under FHA, rental accommo- 
dations, had set maximum rents, which is in the nature of a form of 
rent control. 

Mr. Cour. Yes, sir. 

Mr. Sprecen, Now, under the legislation as proposed here, even 
that type of housing be controlled, and, of course, we are opposed to 
that, because we have found by experience that many of our builders 
were required to rent those apartments at lower than the maximum 
rents, by virtue of competition and other conditions, and that this bill 
would in effect establish those rentals as the maximum rentals, even 
though the FHA has set standards which would permit them to charge 
higher rents, but, in order to meet competition, possibly their costs 
would come down, costs of operation management and so forth, they 
would be frozen at those rents. We object to that. 

Insofar as your statement is concerned, I don’t think that we would 
object strenuously to a situation such as you mention, where you 
have a critical defense area, with no accommodations, and rental 
housing being built, if it is built under a FHA program you in effect 
have a form of rent control, because they set the maximum rents in 
every case, in a FHA project. Your rent is set by FHA, and you can- 
not exceed the rent, regardless or rent-control laws or anything else. 

Mr. McDonoveu. And they are usually higher than the rent- 
control expediter in the area would set for similar accommodations. 

Mr. Sprecev. That is correct. 

Mr. Brown. Mr. Multer. 

Mr. Muurer. Mr. Spiegel, I don’t like to embarrass any witness 
that comes before us, and certainly I wouldn’t embarrass a good friend 
of mine, and I number you among my good friends, but I am sure 
you appreciate that it is necessary for us to deal with the over-all 
problem and try to develop all the facts accordingly. 

Mr. Sprncet. That is correct. 

Mr. Mutter. At this point, Mr. Chairman, may I have permission 
to insert in the record, copy of a telegram that I sent on June 4, to 
Bernard M. Baruch, and his answer of June 6, on the very subject 
before us, with specific reference to this bill we are now considering. 
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Mr. Brown. That may be done. 
(The telegrams are as follows:) 
JUNE 4, 1951, 
Hon. BERNARD Barucu, 
New York, N. Y.: 

House Banking and Currency Committee expects to conclude public hearings 
on amendments to the Defense Production Act. Thus far we have no expression 
of your views on this very important measure. I have always respected your 
opinions because they have always been in the best interests of the country. | 
will appreciate your sending me for use before the committee your views on this 
bill, with particular reference to the following: (1) Should the existing law be 
continued and, if so, for how long? (2) If it should be continued, should the law 
be strengthened and, if so, in what manner? (3) Should all authority under the 
law be vested in the President with power of delegation, or should specific agencies 
of Government be named or created to administer the law? (4) If you recommend 
credit control should that be selective credit control, or should it include consumer, 
real estate, bank, and commercial credit? (5) If you recommend price controls 
should they include livestock and meat? (6) If you recommend rent controls 
should they include the right to recontrol decontrolled areas if those areas are again 
designated as defense areas? (7) Any other comment you care to make. 

Kindest regards. 

ABRAHAM J, MULTER, 


NEw York 22, N. Y., June 6, 1961. 





Hon. ABRAHAM J. MULTER, 
House of Representatives, Washington, D. C. 


Dear Mr. Mutter: In reply to your telegram, I haven’t offered my views on 
the renewal of the Defense Production Act because I wasn’t asked for those views. 
The answers to the questions you raise are: 

(1) Yes; absolutely yes. The existing law should be extended for at least a vear 
and preferably 2. Our last, best hope for averting another world war lies in 
getting stronger militarily without delay. We have hardly begun to rearm. We 
cannot strengthen our defenses as quickly as we must without effective control 
over the entire economy, so that all our resources make the maximum contribution 
to the defense. 

(2) The law should be strengthened by eliminating all favoritisms and exemp- 
tions to any and all individuals and groups. With our young men fighting and 
dying in Korea, why is so little asked of profits and property? Neither we nor our 
allies are doing enough. Immensely more is required of all of us if we are to 
justify our own survival. This requires not only a stronger law but greater 
courage in administration. 

(3) To the President. 

(4) Regarding credit controls, all types should be authorized to be exercised as 
needed and as part of the over-all general mobilization. 

(5) Yes; and over all other foods and anything else now left free to run wild. 
One man’s price is another man’s cost. Whether it is meat or anything else that is 
brought under a ceiling, you must also control the wages and costs going into that 
production. Nor can you stabilize wages without a ceiling on all essential living 
costs. To stop inflation, action must be taken across the whole economy, over all 
prices, all wages, all rents, all costs. Adjustments should then be made as defense 
needs justify and to correct inequities. But first the line of stabilization must 
be drawn across the Nation, covering all segments of society, with special privilege 
tonone. That should have been done as soon as the Korean war broke out. 

(6) Yes; but with provision for clearly justifiable increases. 

(7) Price, rent, and wage control cannot stand alone. They must be part of 
an over-all mobilization which systematically reduces the pressures of unneces- 
sary demand wherever possible while increasing the available production of all 
essentials wherever possible. This requires the vigorous use of the priority power 
to insure that first things come first through the entire economy; that taxes be 
greatly increased and all unnecessary spending ended. All proposed issues of new 
securities should be screened to put off what can be postponed; the basis of assist- 
ance to other countries should be reorganized so that all grants and loans are 
weighed in terms of the material resources involved and not simply to release 
more money which encourages other nations to compete in driving up the prices 
of limited quantities of raw materials. 
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If we were at peace I would be in the forefront opposing Government controls. 
But we are not at peace. The free workings of supply and demand require time 
to adjust themselves. Today time is too precious. The time we have to grow 
stronger is being bought for us by our brave troops fighting in Korea. What are 
we doing with that time, already so weighted with blood and suffering? _ 

Once we have balanced Russia’s rearmament, we will be able to relax Govern- 
ment controls. Until our defenses are effective, we dare not. 

Neglect and procrastination have made the problem more difficult. The experi- 
ence of the last two wars taught that at the very outset of the emergency, prompt 
action should be taken to bring the economy under control. As you know, I 
urged that this be done when the Korean fighting started. Instead, the economy 
was allowed to get out of control and ever since we have had a frantic scramble 
to recover an equilibrium that should never have been lost. 

Injustices have resulted. Grave maladjustments have developed. These 
should be corrected through orderly means within the frame of a general stabiliza- 
tion. 

The solution does not lie in exempting this group or that individual. What 
will it gain the farmer, or the worker, or the businessman or any of the other 
segments of society if they are given a little more only to have that canceled out 
by rising prices and by the destruction of savings of every form? 

And what of the millions on fixed incomes like teachers, nurses, policemen, fire- 
men, all civil servants, and the white-collar workers generally, who are being 
ground between rising prices and higher taxes? 

The issue is the national interest or the selfish interest. 

Sincerely yours, 
Bernarp M. Barucu. 

Mr. Mutter. I think most of us respect Bernard M. Baruch and 
his opinions, because he has no personal interest in any of these 
problems, and he usually is talking in what most of us can agree is 
the best interests of the country. 

He said this: ‘The law should be strengthened’’—talking about 
the Defense Production Act—‘‘by eliminating all favoritisms and 
exemptions to individuals and groups. With reference to credit con- 
trols, all types should be authorized to be exercised as needed and as 
part of the over-all general mobilization. To stop inflation, action 
must be taken across the whole economy, over all prices, all wages, 
all rents, all costs. Adjustments should then be made,” and so 
forth, ‘‘all segments of society, with special privilege to none.’”’ Then 
he winds up, ‘The issue is the national interest, or the selfish in- 
terest.”’ 

Mr. Spincev. That is right. 

Mr. Mutrer. I think we are all in agreement with those general 
principles. 

Now, let’s see if we can’t develop some of the facts. 

What position did your association take with reference to the 
defense housing bill? 

Mr. SpreGe.. We weren't in opposition to the defense housing bill, 
Mr. Multer. 

Mr. Mutter. You were not? 

Mr. Spreceu. No, sir I don’t believe we were. I think Mr. 
Atkinson, our national president, appeared before this committee 
and while he may not have been in complete agreement on all of the 
phases of that bill, I think generally speaking we were in support of 
a defense housing bill. 

Mr. Muurer. And I think, if I remember correctly, your associa- 
tion does not take a position against public housing for the lowest 
income group of the country? 

Mr. Sprecer. Well, that, of course, is another subject. 

bd ? , 





1960 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


If we get into this matter of public housing, I think I can state 
that at no time have the members of our association ever opposed 
public housing being built for the very lowest income or welfare groups 
of this country. We have always felt, however, that that was strictly 
a local problem, to be handled by each community at its own leye). 
and not a problem for the Federal Government. . 

Mr. Mutrer. Well, the city and State of New York are both 
handling it on the local level, but up to the present time they have 
been doing it with Federal help. 

Mr. SpreGe.. Some Federal help. 

Mr. Mutter. Yes, sir. 

Mr. Sprece. I am very critical, as a matter of fact, of what has 
happened in the city and State of New York with respect to public 
housing, because I think there the costs have been the very highest 
of any type of public housing built in the entire country right in the 
city of New York. 

We have some very elaborate structures, as you know. 

Mr. Mutter. I think you will agree that it was a mistake to try 
to limit this public housing to 5,000 units throughout the whole 
country for the next fiscal year. 

Mr. Sprece.. I would rather not comment on that, Mr. Multer, 
| don’t think that we at any time ever had any argument with respect 
to the number of units. I would prefer not to make any comment with 
respect to that. 

Mr. Murer. With reference to your mortgage difficulties at the 
present time, do you think there would be more housing units started 
if you could get mortgage commitments? 

Mr. Sprece.. I think that at this moment you would probably 
find that some of the pre-regulation X commitments which are out- 
standing could be financed if the mortgage market were a lot freer. 
I think that that is where we are feeling the pinch at this moment. 
Nevertheless, in many areas of the country—and I have substantial 
evidence of that right here, and we will file with the committee ex- 
cerpts of some of these letters from all over the country—where the 
builders were not fortified with pre-regulation X commitments, this 
results: Wherever they endeavor to get started on a project, they are 
immediately stymied by regulation X, and their starts have fallen off 
and in many cases these letters state very definitely that they have 
attempted no starts by reason of the fact that they cannot sell their 
homes with these larger down payments. 

Mr. Mutter. I think, too, we are in agreement, are we not, that 
if the Federal Reserve Board would support the bond market at par, 
your mortgage market would then lossen up? 

Mr. SrieGce.. I believe it would. 

Mr. Mutter. In the San Diego area, do you know what the 
monthly carrying charges on those houses would be, if regulation X 
were relaxed? 

Mr. Sprecev. On sale housing? 

Mr. Mutrer. | don’t have those figures. I could probably give 
you approximate figures. I have here the maximum rent and sales 
prices that have been allowed in these particular areas, and Mr. Cole 
might be interested in this, too. In San Diego, for example, 75 one- 
bedroom units, at a maximum rental of $55; 25 two-bedroom units 
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maximum rental of $65; 750 three-bedroom units, maximum rental 
$75. 
The sales price for a two-bedroom house was set at $8,500, for 1,250 
units—sales price was $8,500 a unit—and 750 units, at $9,500, for 
three or more bedrooms. 

I think it is the contention of the builders in that area that they are 
unable to produce two-bedroom homes for $8,500, which is the sales 
price, the maximum sales price, set by the agency here in Washington. 
And certainly they can’t produce these three-bedroom units for 
$9,500. 

Mr. McDonovean. Will the gentlemen yield? 

Mr. Murer. Surely. 

Mr. McDonovan. Is that under the relaxed regulations? 

Mr. Sprece.. Yes, sir. 

Mr. Mutter. Did you believe, Mr. Spiegel, that a fair goal to set 
for this year in construction of new units was 800,000 units? 

Mr. Spreaeu. I believe it was 800,000 to 850,000 and frankly, we 
thought that was a fair goal, but we feel now that even that goal will 
not be reached. 

Mr. Murer. Well, you have already started, in the first 4 months 
of the year, 370,000. 

Mr. Spregev. That is correct. 

Mr. Mutrer. Do you think in the other 8 months of the year you 
will not reach another 400,000? 

Mr. Sprecet. Well, we will not, for this reason: 

If you will notice the starts in 1950, where, in January, we started 
78,000 units; February, 82,000; March, 117,000; April, 133,000; May, 
149,000; June, 144,000; July, 144,000; August, 141,000—-we started 
to taper off toward the end of the year. Whereas we have started 
out this year with 85,900 in January, and all of those, or the greater 
majority of them, we know, are preregulation X outstanding 
commitments. 

The same applies to February, when we started 80,000 units. 

Normally, in March, we should have well over a hundred thousand 
units if we are going to attain a goal of 850,000. We had 83,000. 

In April, which should be a peak month, we dropped off to 88,000. 

And from the reports that we are getting now—and I think this 
committee will have the benefit of the survey which the BLS will 
make available to you within the very next few days—you will find 
that your starts for May probably will not exceed 88,000, which were 
started in April, and probably will be less than that figure. I have 
seen some guesses by so-called experts that figure we will start some- 
where between 80,000 and 85,000 for May. 

Now, if we are going to proceed at that pace, we will not reach 
800,000 to 850,000 starts this year and we will have a very, very 
serious dislocation in the industry, because our men will be unem- 
ployed, they will endeavor to seek other forms of employment, and 
that is going to develop more seriously as time goes on. 

| am sure you gentlemen are aware of the fact that a building opera- 
tion is not a stop-and-go deal. You can’t close your doors tomorrow 
and open them up a week from tomorrow and start operating. It 
just doesn’t work that way. 

You have got to have your crews, you have got to do a lot of plan- 
ning, you have got to have equipment, you have got to line up mate- 
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rials—all of these things take time, and it is generally estimated that 
if you are going to start a project, from the start of the planning stage 
to the actual beginning of the operation, the physical work, requires 
from 4 to 6 months. 

Now, if you shut that off during this year, you are going to have a 
very serious dislocation this year, and even more serious in 1952, and 
I don’t think the economy of this country can afford that. 

Mr. Mutrer. Well, if we relaxed these regulations now, do you 
think we might then make the goal of 850,000? 

Mr. Spreget. I believe we can, because at this moment we have the 
labor, we have the materials available to do the job. 

Mr. Mutter. Do you think those materials will still be available 
by the end of the year, when the defense effort gets into high gear? 

Mr. Sprecev. I think they will be available through this year for 
this reason: We were operating, as you know, during the past year, 
on the basis of approximately one million and a half units, and with 
the tremendous backlog of commitments that were outstanding as of 
the end of 1950, the manufacturers of materials were continuing to 
turn out more and more items and products which go into our 
housing. 

You see now their warehouses are loaded. We thought we would 
have a shortage of certain items like heating units, and plumbing 
items, referred to a while ago, by this spring. The fact is you can 
get all the plumbing materials you want right now, whereas just a 
few months ago, when we were in this 1,400,000 production period, 
we were grasping for various items of material. Gypsum products 
were in short supply. Certain other items were short. We were 
scared to death about steel items, and many of us bought up items 
late last December in contemplation of using those in our building in 
spring. We have them sitting in our warehouses right on our job 
sites. We haven’t the buildings to put them in, because we can’t 
get the houses started. 

Mr. Mutter. Mr. Spiegel, I can’t go along with your statement 
that the construction of housing is not in any way inflationary. | 
think if you analyze the matter, you will have to agree that it is 
inflationary, but we have to make a choice. 

You can’t have both. If we are to solve the housing problem, we 
have to take with it whatever inflation is caused by that construction. 

Mr. Sprecet, Mr. Multer, I know you have high regard for Mr. 
Johnson, president of the Dime Savings Bank in Brooklyn. I was 
born and brought up in Brooklyn, and know as a kid, the high regard 
I had, when I had a little savings account, in that Dime Savings Bank 
in Brooklyn. 

It probably lends more than 50 percent of all the mortgage loans 
that are made in that metropolitan area of New York, and I am 
sure you are aware of it. 

Mr. Mutter. That is correct, and mostly on small homes. 

Mr. Sprecet. Mr. Johnson says in his statement that— 

When a family buys a new home, it uses up savings that have been accumulated 
for this purpose. The mortgage money that is provided by a lender, also comes 
from savings, and does not increase the total money supply of the country. 

Then more money is immediately taken out of the inflationary stream each 


month, as that home buyer makes payments against the principal and interest 
of his mortgage. 
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Recent restrictions on mortgage credit— 


and mind you, he is talking about the July 19 restrictions, this state- 
ment was made prior to October 12— 

recent restrictions on mortgage credit probably will reduce the number of homes 
built next year by the 30 percent suggested by the building industry and certain 
Government agencies. If it is evident in another 3 or 4 months that this is not 
fully accomplishing the aim, surely another 5 percent increase on down payments 
should release all the men and materials that can be absorbed in war industries. 

Mr. Murer. Despite my respect for him, I don’t agree with him, 
because when you take those savings and put them into the money 
market by paying it to the builder, and the builder pays part of it to 
the material men and so on, most of that money comes out of savings 
and gets into the money stream. It is inflationary because it creates 
that much more credit in the commercial banks, and that is one of 
the dangers. 

But again, I say you have got to make the choice between that 
amount of inflation, and whether you are going to have the housing 
where you need it. That must necessarily vary from area to area. 
We have to, I think, do it on an area basis. 

Mr. Sprecet. That may be. I don’t pretend to be an economist, 
Mr. Multer. But I have, as I say, the greatest respect for Mr. 
Johnson. He runs a very, very successful banking institution, that 
has made its principal business the business of lending money on small 
homes. And when Mr. Johnson is willing to make that statement, 
in anticipation, and prior to the October 12 regulation, I think he 
must have had a little crystal ball on his desk when he made that 
prediction. 

Mr. Mutrer. That is all. 

Mr. Brown. Mr. O’Brien. 

Mr. O’Brien. Mr. Spiegel, what do you think would be the result 
of putting mortgage control on existing residences? 

Mr. Sprrcet. Why, I think that would make the situation even 
more complicated than it is already. 

I feel this way. You have a normal market for mortgage lending in 
that particular field—normal. The existing house can go out in the 
market and get a 5 percent, comparatively short-term loan. 

Mr. O’Brikn. Five-percent interest, vou mean. 

Mr. Spreceu. Yes, sir, I am not talking about the down payment, 
but the interest. 

But in that particular case, if you are going to set restrictions on 
mortgage credit, I think you are going to create a worse inflationary 
spiral than what is already existing. 

T don’t see any advantage in setting up further restrictions on 
existing housing. I think it would be wrong. I think it would com- 
plicate the whole mortgage picture, and we already have a thoroughly 
complicated expenditure as it is. 

Mr. O’Brien. What is approximately the top limit, in percentage, 
of valuation, that is being presently loaned on existing residences? 

Mr. Sprecev. I think that the banking laws of most States generally 
require a top limit of somewhere around 60 to 66 percent. I think 
that is the top limit, on uninsured loans, of course. 

Mr. Mutter. It is percentage of present-day value, though. 

Mr. Sprece. Well, it depends on the appraisal you get. That is 
the dangerous thing, when you talk about your inflationary trends, 
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and soon. You might get a very high appraisal on an existing piece 
of property. 

Mr. O’Brien. That is all. 

Mr. Brown. Mr. McDonough. 

Mr. McDonouau. Mr. Spiegel, I recall that in your statement you 
said, reading from page 7: 

We can see absolutely no justification for stricter rent control either on housing 
or on commercial properties, than was found necessary to impose during World 
War II. 

Do you think we need any more restrictive credit on the building of 
individual homes now than we did in World War IT? 

Mr. Sprecev. No; I think that the type of credit—well, we had no 
particular credit controls during World War II. Whatever was built 
was built under priorities, and I think as a matter of fact, the mortgage 
loans that were arranged were fairly liberal. The builders were asked, 
and encouraged, to go out and erect housing, first for defense workers, 
as you will recall, and then war workers, and mortgage terms were 
quite liberal. 

Mr. McDonouau. There was a greater dislocation of labor during 
World War II than there is anticipated during this preparation for 
defense? 

Mr. Sprecet. That is right. 

Mr. McDonoven. And consequently, there was a greater problem 
to meet then than there is now? 

Mr. Spreceu. That is right. 

Mr. McDonoven. Then you agree that the restrictions on the 
credit for the building of individual homes, that are contemplated 
in this act, are too strict for the requirements that we have to meet? 

Mr. Sprece. Entirely too strict, particularly for the average 
worker and the average veterans—that is the low-income group. 
They are entirely too drastic. 

Mr. McDonoveu. In relaxing regulation X, what would you 
recommend in the way of relaxing it, in order to meet the demand for 
the housing program? 

Mr. Sprecer. Of course, that might vary in various sections of the 
country, Mr. Congressman. I can say this: That in an area in which 
I operate at this moment, which is an industrial area up around 
New Brunswick, N. J., I think the average worker’s income there is 
around $60 per week. We find today that we have a problem getting 
$500 down payment from the veterans, under this GI bill. Those 
boys just don’t have the $500 required, because they have either 
purchased a car, which they are paying off, or a television set, or home 
furnishings, and when you total those up, they are just unable to save 
enough money with which to make the down payment. That, for my 
homes, is required to be $500. 

Now, take the average instance, under regulation X, where a veteran 
is required to pay $1,300 down, on that same house. We are just 
eliminating that entire segment of our population from the housing 
market. We are just not making homes available to them. 

Mr. McDonovau. In other words, you are keeping them in the 
rental status. 

Mr. Sprece.. Either in the rental status, or, even worse than that, 
we are keeping many of them doubled up, we are keeping many of them 
living in one room, and I have seen many of our applications, which 
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come across my desk, which indicate that a man is paying $30 or $25 
a month rent in a room which he occupies with his wife and child. 

Mr. McDonoveau. Well, according to that, then, you indicate that 
regulation X ought to be repealed entirely? 

Mr. SpreGeu. I think it might be well to repeal the entire regulation 
for the group around $10,000 to $12,000. That is, the group of pur- 
chasers interested in homes of that price, or who would be eligible by 
virtue of the monthly payments required, for a house costing up to 
$10,000 to $12,000. 

Take for example the Chicago area, or the metropolitan area around 
New York—Long Island, New Jersey—you have certain areas where 
a $12,000 house is the equivalent of a $9,000 house in some of our 
southwestern areas of the country. 

Mr. McDonovuau. How do you account for the difference in the 
cost? 

Mr. Sprecex. Labor costs. Climatic conditions, where you are not 
required to install a large heating unit, where you are not required to 
install a full basement—things of that sort. Building code require- 
ments in some areas are very much tougher than in others, and that 
brings up the cost. 

Mr. McDonovau. That is all, Mr. Chairman. 

Just one other question, Mr. Chairman. 

Why do you think private builders don’t want to go into the low 
rent housing production, or do they? 

Mr. Sprecet. They do. Asa matter of fact, 1 am glad you brought 
that up, because it is just a few weeks ago when we had a conference 
in Memphis, Tenn., of approximately 375 builders who came from all 
parts of the country to see what had been accomplished in the Memphis 
area in low-rental housing accommodations. 

There was a clinic. 

Mr. Coun. Are you talking about federally constructed— 

Mr. McDonouau. No; I am talking about building low-rent hous- 
ing to replace the public housing. 

Mr. Coxe. I understand. 

Mr. Sprecer. There were approximately 2,000 private low-rental 
housing units built in Memphis area, for both Negro and white 
occupancy, and a most astounding job has been done in that area by 
private builders. 

Mr. Mutrer. Where is that, sir. 

Mr. Sprece,. Memphis, Tenn. 

Mr. Mutter. White and colored? 

Mr. Sprecext. Not in the same project. In that area, rental housing 
units were built for both white and Negro occupancy. 

The rents in the area were phenomenally low. The one-bedroom 
apartments rented for $31, and the two-bedroom apartments, I think 
the maximum rent was $50, and I remember distinctly seeing some 
projects where the rental was $43 or $43.50. 

Now, Congressman McKinnon, of this committee, Senator Spark- 
man, of the Senate Banking Committee, attended that conference, 
inspected this housing with us, and we had a 2-day clinic in which we 
discussed all the phases of the construction of that type of housing 
with the FHA officials—Commissioner Richards was there, along 
with Mr. Foley, with members of their staffs—and we talked about 
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the possibility of using the vehicle of section 207 as a means of pro- 
ducing the housing. 

There were and still are many factors which I believe, in many 
places in the country, such as in the New York area, New Jersey area, 
and other high-cost areas, where it will not be possible to produce that 
kind of meer | with section 207 set up as it is now. 

It may be that some legislation will be required. I don’t think it 
is simply an administrative problem, although they are working on 
the problem now. 

But every evidence was indicated at that meeting, of great interest 
on the part of every single builder who came from points as far north 
as Seattle, Wash., from Texas, from Florida, from New York, and 
all parts of the country. ‘That shows the interest which we have in 
this low rental housing problem. 

Mr. McDonoveu. That was not a slum-clearance deal, was it? 

Mr. Sprecev. Well, one of these projects, was, you might say, a 
partial slum-clearance operation, but it was done privately. The 
builder took a bulldozer in there and wiped aside a bunch of shacks 
and he was ready to start his project. 

But they had some favorable situations there which by no means are 
concessions on the part of the local government. They have a favor- 
able labor picture there. They have other conditions, which in the 
higher cost areas are impossible. 

But I still believe that there is sufficient interest on the part of our 
members to do this job. We want to do this job if we get the proper 
vehicle, and I know we will get the wholehearted cooperation of the 
FHA to accomplish that. 

Mr. McDonoveu. Do you think there is enough interest in the 
Home Builders Association to supply the needs equal to the public 
housing program? 

Mr. Sprecev. We will certainly make every effort. We will make 
every effort, and even in the high-cost areas, if our rents are relatively 
higher than this Memphis picture, they will be considerably lower 
than what already exists in those areas. You just couldn’t possibly 
duplicate the operation that was produced down in Memphis in, for 
example, the New York area or the New Jersey area. Our labor costs 
are just twice or two and a half times as high. 

Mr. McDonovau. As I recall the debate on the public housing bill 
in the House, it was estimated that the lowest cost unit would cost 
more than $31 a month rent. So that your program is even better 
than the public housing program. 

Mr. Sprecen. The fact is, Mr. Congressman, this Memphis project 
was a FHA 608 project. 

Mr. Mutter. I wonder if you and Mr. McDonough are talking 
about the same thing. 

Mr. McDonoveu. I am talking about this program replacing the 
public housing program. 

Mr. Mutter. In that area, you will reach low-income groups. But 
that is the average eage earner of the area. It will not reach the 
lowest-income groups in that area. 

Mr. Sprece.. That is right. 

Mr. Mutter. In other words, the public housing that we have been 
talking about, the so-called Federal public housing, and the local 
public housing, is intended to reach and serve the lowest-income 
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groups, Which I think you refer to as the welfare groups, which would 
not be taken care of by this program that you are referring to. 

Mr. Cote. Public housing doesn’t either. 

Mr. McDonovan. That is right. 

Mr. Mutter. Let me quote from the 8th, 9th, and 10th consoli- 
dated annual report of the housing authority of the city of Los Angeles. 

I don’t often agree with Republicans but they quote and I approve 
the quotation from Senator Taft as follows: 

American private enterprise, the freest in the world, has never eliminated slums 
and I see no reason to think it ever will. 

Private enterprise has never provided necessary housing for the lowest-income 
groups. 

Mr. Brown. Gentlemen, we have to get through with this witness. 
We have another witness from Utah. We are going to have a roll call 
in the next few minutes on the floor. 

I recognize Mr. Widnall. 

Mr. Wipna.t. I just wanted to make a comment on the remark 
made earlier by Congressman Multer. It always seems to me that 
this administration recognizes the wisdom of Bernard Baruch too 
little and a little too late. 

I would just like permission to insert in the record at this point a 
statement prepared by the Forstman Woolen Co. of Passaic, with 
reference to the Defense Production Act.’ It is'a company that 
employs 4,800 people, with factories in Garfield, and Passaic, N. J., 
and they have a couple of suggested amendments which I think are 
well worth considering. 

Mr. Brown. It may be inserted in the record. 
If there is nothing else, thank you very much, Mr. Spiegel. 
(The statement is as follows: ) 


STATEMENT PRESENTED TO THE BANKING AND CURRENCY COMMITTEE OF THE 
Hovse oF REPRESENTATIVES BY THE FORSTMANN WOOLEN Co., Passaic, N. J. 


PROPOSED AMENDMENTS TO THE DEFENSE PRODUCTION ACT OF 1950 


Statement of interest 

The Forstmann Woolen Co., whose principal office is located at 2 Barbour 
Avenue, Passaic, N. J., owns and operates mills in Garfield and Passaic, N. J. 
The company employs approximately 4,800 people, and engages in the manufac- 
ture of wool and worsted apparel fabrics for men’s wear and women’s wear, per- 
forming all of the operations from the purchasing and sorting of the raw wool to 
the delivery of finished cloth. The company also spins sales yarns, and markets 
men’s socks and sweaters that are knitted for it from yarns produced by the 
company for that purpose. 

The company also manufactures military fabries for the Armed Forces of our 
Government, specializing in those fabrics that are relatively the most difficult to 
produce. 

The Forstmann Woolen Co. is regarded as an important segment of the wool 
textile industry of the United States, and is directly affected by all regulations 
pertaining to that industry, which have been or will be issued under the general 
authority of the Defense Production Act. Since the largest portion of the com- 
pany’s products is sold to apparel manufacturers, the company’s operations are 
also influenced by regulations pertaining to the apparel manufacturing industry. 
Furthermore, since fabrics produced by the company are eventually sold to the 
consuming public, either in the form of finished garments or piece goods by retail 
stores, the company’s operations are likewise affected by regulations covering 
retailers. 

The Forstmann Woolen Co. concedes the desirability of extending and renewing 
the Defense Production Act of 1950, because it believes that suitable and practical 
control of prices and wages is necessary for the duration of the present inter- 
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national emergency and for the period when the rearmament program of the 
United States will cause a heavy impact on the civilian economy. Therefore, it is 
not the purpose of this brief either to argue for the abolishment of the Defense 
Production Act or to propose amendments which would so cripple the act as to 
render it impotent and ineffectual. 

The three amendments to the Defense Production Act which are subsequently 
proposed in this brief are designed to secure greater clarity and definiteness of 
purpose, to strengthen the basic intent of the Defense Production Act, and to 
avoid unnecessary dislocation of the civilian economy and the American system 
of free enterprise. It is this American system of free enterprise that performed 
such miracles of production in World War II and which is able and willing again 
to meet the tremendous burden thrust upon it, if it is not vitiated by unnecessary, 
destructive, and confusing regulations. 





Proposed amendment No. 1 


Unquestionably the basic purpose of the Defense Production Act is to so in- 
crease production that the combined needs of the Armed Forces and the civilian 
economy can be adequately met. This fundamenatl intent is clearly indicated 
in section 2 of the ‘declaration of policy’ of the act itself. Furthermore, in- 
creasing production is the most fundamental way of combating inflation. Inflation 
only occurs when demand exceeds supply. 

If price-ceiling regulations, either those already issued or those that may be 
promulgated in the future, have the effect of curtailing production, they are 
undermining rather than helping the intent of Congress. 

Therefore, the following amendment should be added following the second 
sentence, section 402 (c) of title IV: 

“Whenever a price-ceiling regulation has been promulgated, and the effect of 
such regulation is to retard or curtail rather than augment over-all production 
in the industry covered by such regulation, and such retarding or curtailing 
effect can be reasonably demonstrated to the proper Government agency by the 
duly constituted industry advisory committee as set up by that agency, then 
and in such case the agency shall, within 30 days after such presentation of evi- 
dence, either amend, suspend or replace such regulation, or, failing to do so, 
shall publicly announce the contentions of the industry advisory committee and 
the reasons why the agency has failed to take responsive action.” 


Proposed amendment No. 2 


The Forstmann Woolen Co. again concedes that all business and all industry 
should be willing to make some tangible sacrifices for the common welfare of the 
country. This is not a period of ‘‘business as usual.’’ The various price-ceiling 
regulations which have already been issued call upon business and industry to 
make such sacrifices through what may be referred to as the factor of cost absorp- 
tion. It is not the purpose of this brief to argue against the cost absorption 
already imposed, but it must be realized that there is a reasonable limit beyond 
which cost absorption cannot go if the business or industry is to remain active, 
progressive, and solvent. If this limit is exceeded, the American enterprise 
system will be weakened, production will be hampered and employment. will 
suffer. The door would then be opened to a permanent form of Government 
ownership and socialistic control, which is the direct antithesis of what our 
country stands for. It is, therefore, desirable to place some reasonable limit on 
the degree of cost absorption which any industry is required to endure. 

Therefore, the following amendment should be added to the end of section 
402 (b) (2): 

“No general or specific ceiling-price regulation shall require any industry or any 
individual corporation, partnership, association, or business entity to absorb any 
future cost increase when such cost increase has itself been officially sanctioned or 
approved by any other regulation or order promulgated by any agency, division, 
or branch of the Federal Government.” 

It will be observed that this suggested amendment merely proposes that only 
those future elements of increased cost which are themselves sanctioned by the 
Government shall not be added to the burden of cost absorption which business 
and industry are currently undertaking. It does not remove such elements of 
cost from Government control; it merely calls for an equality of sacrifices which 
should be an integral part of the American approach to the emergency. 


















Proposed amendment No. 3 
In the history of collective bargaining during recent years, there has been a de- 
cided trend toward providing wage earners not only with increased monetary 
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wages, but also with so-called fringe benefits such as, for example, paid vacations, 
life insurance, hospital, accident and health insurance, pension plans and other 
similar factors. his has become a definite pattern in American business and 
industry. One must not lose sight of the fact that these fringe benefits, while 
they may offer future benefits to the workers, represent nevertheless a very sub- 
stantial current cost to the employer. In fact, the price that must be paid to pro- 
vide these benefits is just as much a part of current labor cost as are the direct 
monetary wages. If benefits are increased, it is identical from a cost standpoint 
with an increase in wage rates. Consequently, all price-ceiling regulations or 
wage stabilization regulations pertaining in any way to the reflection of direct 
labor costs should treat fringe benefits and wages in the identical manner. 

The Forstmann Woolen Co. believes that this is the intent of Congress, but in 
order to avoid any possible confusion or misunderstanding on this important 
point, oe amendment should be inserted immediately following section 
402 (b) (5). 

“Tt is the expressed intent of Congress that wherever the words ‘wages, salaries, 
and other compensation’ are used either in the Defense Production Act or any 
regulation thereunder, ‘other compensation’ shall be deemed to include the cost 
of all so-called fringe benefits such as (but not limited to) life insurance, health, 
accident, and hospital insurance, pension or retirement benefits, and paid vaca- 
tions, insofar as the cost of such benefits is borne by theemployer. The cost to the 
employer of such fringe benefits shall be computed and treated exactly as if such 
cost were a direct part of monetary wages paid.”’ 

Conclusion 

The intent of these three amendments, namely, to prevent any hindrance of 
production, to provide an equality of sacrifices in reflecting those cost increases 
which the Government itself may sanction, and to point out the basic fact that 
wages and fringe benefits are both a part of current labor costs, is to clarify and 
strengthen the purpose and effect of the Defense Production Act and to enable all 
segments of our economy to achieve the maximum efficiency in meeting the burdens 
of world leadership and national defense which have been thrust upon us. 

Mr. Brown. Call the next witness, Mr. Clerk. 

Mr. Hautuawan. Mr. B. A. Weight, representing the Apartment 
House Association of Utah. 

Mr. Brown. Proceed, Mr. Weight. We are glad to hear from 
you. 


STATEMENT OF BURTRAM A. WEIGHT, EXECUTIVE VICE PRESI- 
DENT AND SECRETARY-TREASURER, APARTMENT HOUSE 
ASSOCIATION OF UTAH, THE UTAH STATE REALTY ASSOCIA- 
TION, AND THE SALT LAKE REAL ESTATE BOARD 


Mr. Weicur. My name is Burtram A. Weight and I live at 1847 
South Fifteenth East Street, Salt Lake City, Utah. I am here 
representing the Apartment House Association of Utah, the Utah 
State Realty Association, and the Salt Lake Real Estate Board. Iam 
the executive vice president and secretary-treasurer of these associa- 
tions. 

I have been closely allied with the real estate and property manage- 
ment business since March 1, 1929, having been salesman, property 
manager, and sales manager, respectively, for Woodbury Corp., in 
Salt Lake City until February 1, 1943. 

From that date until June 1, 1945. I was chief lease negotiator for the 
United States Army Division Engineer Suboffice at Salt Lake City, 
and from June 1, 1945, until the present IT have been an officer of the 
Apartment. House Association of Utah and closely allied with the 
Real Estate Association. 

Because of my long experience in management, rentals, sales and 
rent control matters, I feel qualified to speak for the rental property 
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owners and real estate people in Utah. I have seen conditions before, 
during and after rent control and know from personal experience that 
rent control is the primary cause of housing shortages and can never be 
the cure. 

Rents were decontrolled in Salt Lake City on August 5, 1949, and 
in the balance of the State within a few weeks. Almost immediately 
after decontrol there was a noticeable increase in units being offered 
for rent. The housing shortage was over and people were able to get 
housing at a reasonable rental. 

On July 15, 1949, just 4 days before the Salt Lake City Commission 
voted to decontrol rents, a memorandum from Harold C. Brandley, 
regional rent representative, to Ward Cox, regional housing expediter, 
stated that, “The percentage of vacancies to the total units surveyed 
is 1.15 percent.’”’ This was a last-minute effort by the Housing 
Expediter to try to get the Salt Lake City Commission to refuse to vote 
for decontrol; however, it failed and Salt Lake City rents were decon- 
trolled by local action at a time when the vacancy ratio was very low. 

Within a few weeks after rents were decontrolled, the artificial 
housing shortage was over and tenants had no trouble in finding ade- 
quate housing. It had been frequently predicted that evictions would 
be very numerous and that tenants would be forced to sleep in the 
streets and that even bloodshed and riots would result. 

This, of course, was utter nonsense. It was true that immediately 
after controls were lifted there was a slight increase in eviction notices 
served. During the month of August 1949, there were 54 eviction 
notices served by the Salt Lake City constable which was an increase 
of 20 over July when rents were under control. 

The amazing thing, however, is that for September the figure 
dropped to only 27, in October to 20, November to 17, and December 
to 11. The yearly total for eviction notices served is 359 for 1948, 
307 for 1949, and 289 for 1950, and the trend for 1951 is still downward. 

In 1948, nearly 3 years after the end of the war there were 2,771 
building permits issued in Salt Lake City, in 1949, there were 2,963, 
and in 1950 there were 3,492. This represents a 26-percent increase 
in building the first full year after decontrol as compared to the last 
full year of control in Salt Lake City. 

It is my firm conviction that the lifting of rent controls was a 
stimulus for this large increase in building. 

In 1940 there were 43,077 dwelling units in Salt Lake City and the 
population was 149,934. This meant there was, in 1940, an average 
of 3.48 persons in Salt Lake City for each dwelling unit. 

In 1950 there were 56,358 dwelling units in Salt Lake City with a 
population of 181,718, or now only 3.22 persons per dwelling unit. 
If we took into consideration only the increase in population as com- 
pared to the increase in housing, we would find that there would only 
be 2.47 people per dwelling unit. This is definite, conclusive evidence 
that rent control is not needed in Salt Lake City or Utah, and that 
private enterprise, if given half a chance can and will do the job 
better, cheaper and at no expense to the taxpayer. 

When you stop and consider that in the 10-year period there were 
13,281 building permits issued and that 6,455 of them were in 1949 
and 1950 and by far the larger part of these since rents were decon- 
trolled, it makes one understand that rent control is the greatest 
single cause of any housing shortage. 
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At the present time, according to a recent survey made by the 
FHA office in Salt Lake City, there is slightly over a 3-percent vacancy. 
The Salt Lake City Post Office made a survey in January 1951 which 
showed 375 vacancies in homes and duplexes and 179 apartment house 
vacancies and 1,544 homes under construction and nearly ready for 
occupancy. They felt that the single family and duplex units were 
fairly accurate, but that the apartment units were probably quite 
inaccurate because many of the newer buildings had not been filled. 
In one building alone that had been completed for several months 
there was a vacancy of 26 units or over 33 percent. 

This survey did not include any board and room or sleeping room 
vacancies of which there are a great number. 

As further evidence that there is adequate housing available, I 
desire to invite your attention to the long lists of properties being 
advertised for rent in the columns of the Utah newspapers. Well 
over 300 places for rent are being advertised in the Sunday papers in 
Salt Lake City and many of those advertising have several vacancies 
and only advertise one. This is a far cry from the very few places 
advertised for rent during the rent control period. 

The Utah Power & Light Co. keeps an accurate record of all meter 
disconnections. Their records show there are 1,450 disconnected 
meters as of April 1, 1951 in the Salt Lake area. 

From all evidence gathered, that is post office, FHA, and Utah 
Power & Light Co., there appears to be a vacancy ratio of between 
3 and 4 percent. 

On April 10, 1951, a questionnaire was sent to the owners of over 
8,000 rental units in the Salt Lake area asking them certain questions 
regarding the operation of their properties. ‘Twenty-two percent 
answered. It was found that 64 percent of the units had been vacant 
at some time since rents were decontrolled on August 5, 1949, and that 
it had taken an average of 9.3 days to get the units rented again. 

This group had served 35 eviction notices, mostly for nonpayment 
of rent. They had 75 vacancies on April 10, 1951. Their average 
earnings were slightly in excess of 5 percent and no management fee 
for themselves was included. 

They had spent an average of $102.32 on each apartment for new 
equipment and repairs since decontrol and many of them indicated 
they had put every cent they received, above actual operating ex- 
penses, back into their buildings. During rent control many of them 
had been unable to keep their buildings in proper condition and at the 
average increase in rents of 14% percent, indicated on the return, it 
will take some time to get the buildings in shape. 

Nine out of 10 said they did not plan any further increase in rents. 
The highest single increase in rent was 71 percent where two rooms 
had been added to make a five-room unit and the rent increased from 
$35 to $65. The over-all average increase was 14% percent with 
the over-all dollar increase being $3.48. 

It has been a rare thing, indeed, to find an owner deliberately goug- 
ing a tenant. The Apartment House Association of Utah has a 
working agreement with the Salt Lake City mayor’s office and investi- 
gates any undue increases and makes a full report of what happened 
to the mayor and in nearly every case has been able to see justice done 
and the tenants rights protected. 
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Gentlemen, rent control certainly is not needed in Utah. The 
rental property owners are fair-minded people who treat their tenants 
in a fair and just manner. 

It has now been approximately 20 months since rent control was 
abolished in Utah and conditions have improved and continue to 
improve. Rent control is fundamentally unsound. It comes to us 
from a foreign land to shackle and destroy the right of the property 
owner. J. Edgar Hoover recently told the House Appropriations 
Subcommittee: 
the proof is overwhelming as to the conspiratorial character of the Communis! 
Party, which is certainly seeking to annihilate every right of freedom and every 
civil right. (Deseret News, April 28, 1951.) ; 

Those of you who have studied the Constitution (fundamental law) 
of the Union of Soviet Socialist Republics know that article II says: 
The political foundation of the U. S. S. R. is the Soviets of Working People’s 
Deputies which grew and became strong as a result of the overthrow of the land- 
lords and capitalists and conquest of the dictatorship of the proletariat. 

In my opinion, rent control is the beginning of the fulfillment of the 
overthrow of the power of the landlords and the Reds and fellow 
travelers are doing all they can to bring about a continuation of it. 

If, however, your honorable body feels that some form of rent con- 
trol is needed in certain parts of our beloved country please allow those 
affected to determine for themselves whether they want controls to 
continue by leaving untouched the local option clause in any extension 
of controls. I believe that Jefferson, Jackson, and Lincoln would 
bow their heads in shame if they could but see how the American 
people have surrendered their civil rights to a central government. 

We, the people, should be permitted to decide whether we feel it 
is wrong to save and own and control rental property. I implore 
you not to take this God-given right away from free men and reduce 
us to mere caretakers, subject to the whim of a housing dictator. 

In every city in Utah where rents were decontrolled, I have been 
told by those in authority that they are glad controls are gone, even 
some of those who voted against removal of controls have now 
publicly stated that they do not believe that controls are needed in 
Utah. 

If you gentlemen want your children to grow up and enjoy the 
right to own and control property; if you want them to become finan- 
cially independent by hard work and by saving part of that which 
they earn; if you want this Nation to have moral fibre and to grow 
and prosper, then please use your influence to rid our land of such 
cancerous growths as rent control. 

Future generations will ever be grateful to you for being instru- 
mental in turning the tide away from communistic influences. 

Mr. Brown. Does any member desire to interrogate the witness? 

Mr. Murer. Mr. Chairman. 

Mr. Brown. Mr. Multer. 

Mr. Mutrer. Mr. Weight, I haven’t any doubt that probably you 
know the conditions in Utah, and are presenting the facts to us as 
they exist in Utah. 

My only comment is that you have made two mistakes in calling 
upon authority to sustain your position, that are not authority for it. 
To begin with, you refer to the Soviet Constitution. I think I have 
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as little love for the Soviets and the Communists as you and the 
people of Utah. 

The Russian word “landlord” as used in that constitution doesn’t 
mean landlord as we use it in this country. It means lords over the 
land, the landlord gentry, the nobility that controlled the land and 
permitted the serfs to starve on their land. 

Rent control did not have its beginning in Russia because Russia 
never had and doesn’t have any rent control today. Russia owns the 
property, lets you use it, and if they don’t like you on the property 
they will send you to the salt mines and put somebody else on the 
property. 

Rent control on the European Continent had its start in the Re- 
public of France and there were no Communists in control of the 
French Legislature when they imposed rent control there. 

The next thing is, I think you will find, too, that if you will study 
your Old Testament and vour New Testament vou won’t find that 
God gives you any right to control any land. That is not the issue 
here. I think you can make out a factual case without calling upon 
those two authorities to sustain your position. 

Mr. Wereut. Well, I said that rent control came to us from a 
foreign land. I didn’t say it came to us from Russia, because Russia 
owns the land. 

Mr. Mutter. But you do say, “The only one people who want 
rent control are those who want to overthrow the power of the land- 
lords and the Reds and fellow travelers.”’ 

Mr. Wercur. May I ask you a question, sir? Did you ever know 
a Communist who was not in favor of rent control? 

Mr. Mutrer. Did you ever know a Communist who wasn’t in favor 
of free speech? 

Mr. McDonoveau. Of course not. 

Mr. Mutter. You and I are in favor of free speech. Does that 
make us Communists? 

Mr. Werecur. No, sir. 

Mr. Muutrrer. Why point to the fact that the Communist wants 
rent control? He hasn’t got it in Russia. 

Mr. Weicutr. No; the Government owns the land there, and owns 
the housing. We believe if this thing is allowed to continue, pretty 
soon, with a ceiling on here, and the costs coming up here, the profit 
motive will be gone and then the Government will take over those 
homes. You know what happened in France. You know what 
happened there. It got to the point where people were only paying 
2 percent. 

Mr. Murer. Instead of looking at France, let’s see what happened 
right here at home during rent control. One man came in here the 
other day, he wouldn’t give the Congress any credit for the fact, but 
he agreed that we have more home ownership in this country today 
than we ever had before. 

Mr. Weicur. That is right. 

Mr. Mutter. And most of it came about during the period of rent 
control. 

Mr. Weiaut. That is right, sir. I have figures to prove in our 
Salt Lake Real Estate Board, that there were over 6,000 rental units 
driven off the market as a result of rent control, forcing people who 
didn’t want to sell, to sell to people who didn’t want to buy. 
88473—51—pt. 8——86 
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Mr. Muurer. But the tenants did buy? 
Mr. Wereut. Because of rent control. 
Mr. Murer. The tenants did buy? 
Mr. Weieur. The tenants bought. 

Mr. Muurer. And the tenants are now owners instead of tenants, 
Isn’t that a good thing? 

Mr. Weieut. That is probably a good thing, but the reason that 
we had a temporary rental shortage in Salt Lake was because of that. 
Let’s take, for example, a $10,000 home. It was caught in 1942 with 
a $40 rent. It would sell for $10,000. The owner couldn’t afford to 
rent for $40 so he sold it for $10,000. Many of those owners didn’t 
want to sell their homes. 

But they had to because they just couldn’t get by on the $40 rent. 
I think rent control is fundamentally wrong, I think that we should be 
permitted to own our own homes. 

Mr. Mutrer. I will agree with you that rent control and all 
controls in our country are fundamentally wrong. 

Mr. Wereut. Fine. 

Mr. Muurer. And we have aright to use them only in an emergency 
and we are now in an emergency. 

Mr. Wereut. According to that, then, we have been in an emer- 
gency ever since the first—since 1942. 

Mr. Murer. Unfortunately, yes. 

Mr. Werecut. Well, when are we going to get out? 

Mr. Mutrer. I can’t answer that; Stalin might, but he won't, 

Mr. Wereut. I think we would get out of the emergency by doing 
away with controls. 

Mr. Murer. You don’t get out of the emergency by giving up 
safeguards against things that will happen to destroy the country. 
You get out by removing the cause. The cause of the emergency is 
not rent control or any other control, but rather the unrest caused by 
the Soviets and the Communist attempt to take over the world. 
When we get to a position where we can say to them “stop or else,” 
then the emergency will be at an end, and not until then. 

Mr. Wercur. Well, I hope it will be soon. 

Mr. Murer. | join you in that hope. 

Mr. Brown. Mr. Cole. 

Mr. Corer. I am not going to ask any questions. I want to say to 
you, however, | think you have a very good statement. You have 
made a fine statement, and I think you have done a good job here 
representing your city and State. 

Mr. Werent. Thank you, sir. 

Mr. Corie. I wanted to throw this out, in connection with Mr. 
Maulter’s comments: That no country that has imposed rent control 
on its people has ever eliminated the rent control. All of the foreign 
countries which you have mentioned, after having imposed rent con- 
trol on their peoples, as a matter of temporary need for temporary 
emergencies, have found that those emergencies have continued year 
after year after year and have become permanent. 

Now, what I say is that the thought of the emergency sometimes 
fosters the desire for additional controls, and therefore we feel justi- 
fied in not voting for a control unless we believe that it is completely 
and absolutely beyond all question an utter and extreme emergency. 








Nts, 


phat 
hat, 
vith 
1 to 
In’t 


ent. 
l be 


hey 


Ler- 


rt, 
ing 


up 
ry. 
, is 
by 
ld. 


to 
ve 
re 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1975 


Mr. WercutT. Well, the fact that those cities how have decontrolled 
have not had any difficulties after the decontrol seems to me rather 
conclusive evidence that we need them no longer. 

Mr. Coxe. I think that is the answer to this whole problem. All 
statistics, all arguments, all of the fine flowing words about need for 
controls, fall, completely collapse, before the testimony of the people 
who have come before us, from cities and communities where they 
have decontrolled. There have not been crises, the skyrocketing 
rents, the chaos, that were predicted in dire tones some years ago 
when we were talking about decontrol. 

That is all, Mr. Chairman. 

Mr. Brown. Mr. McDonough. 

Mr. McDonoveu. I just want to compliment you, Mr. Weight. 
You have made an excellent statement. It is a reflection of the free- 
dom-loving type of American citizen that you have in Utah. I 
know them quite well. They are neighbors of California and we feel 
likewise, insofar as rent control is concerned. 

| think you have made your point very clear that rent control 
doesn’t solve the housing shortage, and doesn’t give the relief that is 
expected of it. 

As a matter of fact, it withers up the supply of housing and gives 
inadequate housing, in many instances, to people that might otherwise 
find better housing if there were no controls. 

It is very noticeable that of all the controls we had in World War IT, 
this is the one that lasted the longest, and should have been terminated 
the quickest, following the war. 

I have no questions. I just want to make that observation. 

Mr. Wereunt. Thank you. 

Mr. Brown. Mr. Widnall. 

Mr. Witpnatu. I would like to compliment you, too, on your ex- 
haustive treatment of the subject. I think you have done a masterful 
job in presenting your case, and I also think you have utilized the 
agency in finding out the number of vacancies which could well be 
used in other cities of the United States where we find the difficulty 
existing. 

You talk about the postmen reporting the number of vacancies on 
their route. That seems a very wise manner of getting that infor- 
mation at no cost to the taxpayer. 

Mr. Weicur. We found our post office to be very cooperative in 
that matter. 

Mr. Brown. Thank you, Mr. Weight. We are glad to have your 
statement. 

The committee will adjourn, to reconvene at 10 o’clock tomorrow 
morning. 

(The following statements were submitted for the record:) 


JuNE 11, 1951. 


Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Commitiee, 
Washington, D. C. 

Dear Mr. CuatrMaNn: In accordance with the suggestion of committee members, 
we submit herewith our recommendations with respect to amendment of the 
Defense Production Act. 

Respectfully yours, 


Forp Moror Co. 
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STATEMENT OF Forp Motor Co., RECOMMENDING AMENDMENTS TO THE Derens; 
PropuctTion Act 


Congress specifically provided that the price, wage, credit, and material contro} 
provisions of the Defense Production Act of 1950 should expire on June 30, 145] 
so that there would be opportunity to appraise their effectiveness in the light of 
several months of experience in operation. 

As we approach June 30 we are still fighting in Korea and facing the threat of 
further Communist aggression, as was the case in September 1950. The reasons 
for the act have not changed. The goal remains the same. We must arm our- 
selves against the possibility of all-out war, and at the same time expand our 
civilian economy to meet the immediate threat of inflation and assure unbroken 
progress toward higher standards of living for all. 

To this end, Defense Mobilizer Charles Wilson has outlined a program for 
America which he estimates will result in our being armed and free from direct 
controls over our civilian economy within 2 years, barring all-out war. 

Ford Motor Co. fully supports this program and believes it can be achieved. 

To that end it seems clear that in a period of accelerated production of defense 
materials, of increased purchasing power, and of growing shortages of consumer 
goods, controls over prices, wages and critical materials should not yet be 
terminated. 

This is in spite of our strong feeling that Congress can best contribute to a stable 
economy during this emergency period by keeping the Federal budget as low as 

ossible, by adoption of adequate restraints on credit, and by a strong tax policy. 

t is in spite of the fact that even the best control legislation must result inevitably 
in some inequities where it affects so diverse an economy. The problem is to 
keep such inequities to the absolute minimum. 

It is in spite of the fact, also, that a little control leads inevitably to a great deal 
of control. The people of America do not like controls. They know very well 
that the strength of American industry rests primarily upon its competitive 
freedom. This was recognized by Congress in section II of the Defense Production 
Act, the language of which clearly states that it was the intention of Congress 
that the provisions of the act be enforced in a manner to prevent ‘“‘undue strains 
and dislocations upon wages, prices, and production or distribution of materials 
for civilian use, within the framework, as far as practicable, of the American 
system of competitive enterprise.” 

Despite this statement of congressional intent, operational experience has, we 
think, clearly demonstrated two weaknesses. The first is the development of 
serious inequities in the methods by which controls are applied to various segments 
of industry. The second is a tendency toward unwarranted administrative zeal 
in extending controls beyond areas essential to the present emergency. 

In our opinion either of these, if perpetuated, can hamstring the defense effort 
itself as well as jeopardize the civilian economy for the future. 

Nothing must stand in the way of defense production. But we are not in all-out 
war, and the present emergency may last for many years. A stripping of the 
civilian economy such as the American people accepted so readily in World War 
II might very well in the present situation destroy the possibility of long term 
victory. 

This means, as we see it, need for constant guarding and fostering the forces 
which will continue to make America productively strong. Among them are the 
incentives which the possibility of profit holds out to creative ingenuity and effort; 
freedom for fair and open competition, with sufficient leeway for the competitive 
drive to operate; a strong sense of justice and equal opportunity for all. 

We respectfully submit herewith proposed amendments to those sections of thi 
Defense Production Act dealing with price and wage controls and with priorities 
and allocations of materials (exhibits A and B). These amendments are designed 
to have the following effects: 

(1) They will continue to provide a steady flow of materials to the military 
and to defense-supporting industries; 

(2) They will continue authority to stabilize prices and wages; 

(3) They will preserve to the maximum practical extent the operation of 
normal economic forces in our civilian economy; and 

(4) They will minimize the opportunity for discrimination between different 
persons and groups and provide equality of sacrifice in the defense effort. 








PENSE 


nitro] 
1951, 


ht of 


at of 
ASONs 
our- 
Our 


oken 
1 for 


irect 


dd, 
ense 
lmer 
t be 


able 
W as 
liey, 
ably 


S to 


deal 
well 
tive 
tion 
ress 
ains 
‘jals 
can 


we 
of 
nts 


real 
‘ort 


uit 
the 
Var 


mm 


Ces 
the 
Tt: 
ive 


he 
ies 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1977 


I, PRICE AND WAGE CONTROLS 


Our proposed amendments of the Defense Production Act as they affect price 
and wage control would, we think, provide the following safeguards: 

1. They would prevent what we regard as a dangerous tendency to control 
prices by controlling profits. — 

On April 21, 1951, Mr. Erie Johnston wrote Mr. Michael DiSalle a directive 
setting forth long-range policies for price controls under the present act. It 
states that so long as the dollar profits of an industry are above 85 percent of the 
industry’s average best 3 years during the period 1946-49 increases above estab- 
lished ceiling prices shall not be permitted (exhibit C). 

We regard this as clearly fostering a system of price control based upon profit 
control. 

It gives to OPS artitrary power to determine that certain industries which 
prospered pre-Korea under conditions of a free economy should now be denied the 
same opportunity for profit, while other industries which did not fare so well during 
that period should now be permitted to make larger profits. 

We believe that profit control is a function of Congress exercised through its 
power to tax. Delegation of this power—through faulty legislation or otherwise— 
must inevitably, we think, destroy the spirit and incentive upon which rests the 
hope of the American people for greatly expanded production. 

2. They would prohibit price discrimination by requiring OPS to establish ceil- 
ing prices generally—or with respect to general areas, such as manufacturing, 
wholesaling, retailing, importing, and exporting. 

OPS has itself recognized the feasibility of establishing ceiling prices for broad 
general areas. For example, it has adopted ceiling regulations covering such seg- 
ments of the economy as retailers (CPR No. 7), and importers (CPR No. 31). 

However, while OPS has frequently adopted broad orders of the type proposed 
in our amendment, it has at the same time singled out individual industries for 
special treatment. This has often led to unfortunate discrimination. For ex- 
ample, OPS issued broad regulations covering virtually all manufacturers (CPR 
Nos. 22 and 30)—with the notable exception of those in the passenger-car indus- 
try. The prices of passenger cars were left frozen at December 1, 1950, levels 
(except for a 3.5-percent increase on March 1, 1951), while manufacturers gen- 
erally were permitted to pass through substantial increases in materials costs from 
“Korean” levels to December 31, 1950, and labor costs to March 15, 1951. 

3. They would require OPS to raise ceiling prices to reflect increases in labor 
and material costs. 

The Economie Stabilization Agency has construed the mandate of the act 
requiring “‘stabilization’”’ of wages as not to mean the “freezing” of wages. The 
practical effect of this construction is increasingly apparent. Industry is required 
to absorb rising labor and material costs. Other segments of the economy remain 
substantially uncontrolled. In our own case, for example, price increases of only 
3.5 percent have been allowed on passenger cars since pre-Korea, while labor costs 
have risen 15 percent and material costs have increased 12 percent. 


Il. MATERIAL CONTROLS 


A major purpose of the priorities and allocations provisions of the act is to 
make available materials and facilities for the defense program. This can, of 
course, be done only by pulling such materials and facilities out of the normal 
flow of civilian production. 

The problem is to achieve such an orderly withdrawal without subjecting the 
entire civilian economy to a strait-jacket of control. Unless this can be achieved, 
progress in civilian production will be slowed to a walk, with resulting unemploy- 
ment and great waste of productive capacity. 

Amendments to the material control provisions of the Defense Production Act 
suggested herein are designed to achieve the following: 

|. They provide for priority allocations to satisfy direct military needs. 

In recognition of the paramount needs of national defense, provision is made for 
full authority to allocate materials and facilities for direct military purposes. 

2. They provide a floor under the use of materials available for civilian purposes 
which allows the normal pattern of availability to operate. 

Briefly, this is accomplished by— 

(a) Translating the supply of each kind of material available for civilian 
use after military needs are met into a percentage of a total base period use 
of this material. This is called the civilian use percentage. 
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(6) Stipulating that the use of any such material by any person cannot bp 
limited below this percentage of his base period use except through a limita. 
tion of an additional 15 percent. 

The flexibility of this additional 15 percent will, we think, enable NPA + 
augment adequately the supply of materials for defense-supporting or essentiy| 
civilian activities. There is no ceiling on the quantity of materials which may he 
assigned such activities, so long as percentages available to other civilian activities 
are not reduced below the civilian use percentage less 15 percent. 

Unfortunately, adequate statistical data on base period usage and defengoe. 
supporting needs have not been released by NPA. The committee may find jt 
advisable to fix some different percentage, but it is our feeling that it would by 
difficult to justify a figure much in excess of 15 percent. 

The amount of steel provided by such a 15 percent cut would, of course, depend 
on how large a group is subject to this limitation. Mr. Chapple of United States 
Steel Corp. has estimated that programs receiving Government-directed stee| 
tonnage in April 1951 (including the military) received steel in June 1950 at an 
annual rate of 18 million tons. Military tonnage during June 1950 undoubted|y 
accounted for no more than 1 million tons, leaving 17 million tons for the civilian 
group. A similar figure of 17 million tons for defense-supporting industries js 
reported by the Wall Street Journal of June 6, 1951, as the NPA figure for the 
vear 1950. 

Assuming that 17 million tons is approximately correct for the defense-support- 
ing group in the first half of 1950 (the base period designated in the amendment), 
a current 15 percent cut in steel to all other civilian uses would allow a 40 percent 
increase in steel for defense-supporting industries. 

When it is considered that with few exceptions the industries which have been 
called defense-supporting were operating at the highest levels in history during 
the first 6 months of 1950, it seems clear that the 15 percent allowance should be 
adequate. 

It will be noted, further, that the proposed amendments require that when an 
order allows any civilian industry a larger percentage use of material than the 
civilian use percentage, a statement of considerations shall be issued setting forth 
the facts behind the determination and the reasons forit. Thus is arbitrary action 
forestalled. What is of equal importance, there can be maintained a policy of 
free and open public information which can do much to mitigate the stigma of 
controls so foreign to the spirit of the American people even in emergencies. 

3. They limit allocation authority over civilian production. 

Administiative authority to allocate materials is restricted to those industries 
sufficiently essential to be entitled to extra percentages beyond the civilian use 
percentage. Controls on the remaining civilian industries would be only in the 
form of percentage limitations upon use. 

Such restriction on material allocation is clearly needed. 

Commencing July 1, NPA proposes to allocate steel, copper, and aluminum with 
respect to a substantial proportion of all civilian production. The full extent to 
which NPA plans to regulate civilian production by direct allocation of materials 
under its controlled materials plan is not yet clear. 

However, all producers of approximately 4,000 products listed on the CMP 
class B product list were required to file reports by May 31, 1951, showing the 
steel, copper, and aluminum required to make products or spare parts enumerated 
on this list. This list is most comprehensive and includes practically every type 
of civilian product, with the exception of a limited number of durable goods items 
and certain miscellaneous products. The broad scope of the CMP control pro- 
gram can be seen from the fact that producers of products such as hairpins, hat 
pins, crochet needles, manicure scissors, pocket knives, wheelbarrows, thumb- 
tacks, and even parts for dolls and toy automobiles are included. 

It is immediately apparent from examining NPA’s list of items eligible for the 
controlled materials plan that there is no sharp distinction between ‘‘essential” 
and “nonessential” civilian products. As the plan gets into operation, it is 
certain to expand until it covers the entire economy—unless Congress inserts 
safeguards in the act. 

The following is quoted from an NPA release of May 18, 1951: 

“Mr. Fleischmann explained that under the controlled materials plan which 
goes into effect in the third quarter of this year, there will be no allocations to the 
consumers’ durable goods industries. 

“Tf these industries or other segments of the economy find it impossible to 
operate in an “open end”? CMP,’ Mr. Fleischmann said, ‘we will establish a 100 per- 
cent CMP.’” (NPA Release 711) 
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It must constantly be kept in mind, we think that we are not now engaged in a 
full-scale war or in a mobilization effort approaching the total mobilization which 
characterized the 1942-45 period. Mr. Charles E. Wilson, in his report of April 
1, 1951, to the President, stated, ‘‘As we now foresee it, the defense program, at 
its height, will not require more than 20 percent of the gross national product.’’ 
At the peak of World War IT, he points out, 45 percent of the gross national prod- 
uct was allocated to national defense. 

Mr. Wilson’s report further indicates that military requirements for steel, the 
most basie of the critical materials, will only approach 20 percent of total steel 
production by the end of 1951, and that the maximum impact of the defense 
program on raw materials will have been reached in early 1952. There should, 
theréfore, be available substantial quantities of basic steel for civilian production. 

During the first 6 months of 1950, finished steel was being produced at the rate 
of 69,000,000 tons per year, of which 68,000,000 tons were available for civilian 
production. With the expansion in steel capacity which has taken place, pro- 
duction is now at the rate of 80,000,000 tons of finished steel per year, and is 
scheduled to exceed 85,000,000 tons by the end of next year. At the height of 
the defense program it is estimated that direct military needs will not exceed 
17,000,000 tons of steel a year. After providing for direct military requirements, 
there should not at any time be less than 65,000,000 tons of steel, or over 95 percent 
of peak pre- Korean steel usage, available for civilian production. 

With such quantities of steel available, it is certainly not necessary, we think, 
for NPA to allocate steel for civilian production. While other materials, even 
after expansion of production facilities, will no doubt be in shorter supply than 
steel, the situation is not, in our opinion, such as to warrant the allocation of 
such materials for civilian production on a planned basis. 


Exuipir A 


PrRoPpOSED AMENDMENTS TO PRICE AND WAGE CONTROL PROVISIONS OF DEFENSE 
Propuction Act (Tirte [V anp Tire VIT) 


It is proposed that a definicion of the word “‘price’’ be added to the list of 
definitions in section 702 of the act, as follows: 


Section 702 

(f) The word ‘‘price’”’ shall include, without limitation thereto, payment, 
charge, allowance, rental, commission, margin, rate, or fee paid or received on the 
sale or delivery, or the purchase or receipt, by or to any person, of any material 
or service, but shall not include wages, salaries, and other compensation as de- 
fined in subsection (e) hereof. 

It is proposed that subsections (b) and (ec) of section 402 be revised to read as 
follows: 

Section 402 

(b) (1) The President is authorized to issue regulations and orders establishing 
ceilings on prices paid or received on the sale or delivery, or the purchase or receipt, 
by or to any person, of any material or services. If such action is taken it shall be 
taken either generally with respect to all business and industry, or it shall be taken 
generally with respect to any of the following business classifications: mining, 
manufacturing, wholesaling, retailing, importation of goods, exportation of goods, 
agricultural production, and such other general business activities not included in 
the foregoing as the President may deem advisable. If price ceilings are placed 
upon any of the afore-mentioned business classifications their provisions shall 
be, so far as practicable, of general and uniform application throughout such 
business classification and without discrimination as to any particular person or 
industry engaged in such business classification. Any ceiling price regulations or 
orders heretofore issued shall be amended or modified by the President to the 
extent necessary to conform to the provisions of this subsection (b) (1). 

(2) Whenever price ceilings shall be imposed with respect to any such business 
classification, the President shall as of the same date stabilize rates of wages, 
salaries, and other compensation in such business classification. 

(3) In establishing price ceilings, either generally or with respect to any such 
business classification (or in permitting the continuance in effect of any price 
ceilings heretofore established), the President shall permit each person affected 
thereby to increase his prices to the full extent of the increases in rates of wages, 
salaries, and other compensation incurred by him and the increases in prices 
paid by him for materials or services (after deduction for any decreases in such 





1980 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


rates or prices) from June 24, 1950, to the date of the ceiling order or the effective 
date of this amendment, whichever is later. If thereafter the President shajj 
permit, conditionally or unconditionally, any increase in rates of wages, salaries, 
and other compensation, or in the prices of materials or services used by any 
person, in any such business classifications, he shall permit an increase in the 
price ceilings applicable to any such person to reflect the full additional amount 
of the increases in rates of wages, salaries, and other compensation incurred by 
him and the increases in prices paid by him for materials or services (after deduc- 
tion for any decreases in such rates or prices), effective not later than 3 months 
after such increases shall have been first incurred or paid by him; provided, how- 
ever, that the President shall not be required to permit an adjustment in ceiling 
prices for any person on account of any and all increases more often than once 
in any calendar quarter. 

(4) No ceiling price and no denial of relief from any ceiling price shall be based 
upon any standard with respect to the profits of any person, any business, or any 
classification of business or industry. 

(c) Any regulation or order under this title shall be accompanied by a state. 
ment of considerations involved in the issuance of such regulation or order. ‘The 
President, in establishing and adjusting ceilings with respect to materials and 
services, and in stabilizing and adjusting wages, salaries, and other compensation, 
shall make such adjustments as he deems necessary to prevent or relieve hardships. 

The other subsections of section 402 and the remaining pricing sections of the 
act would not be changed. 


Exuipir B 


ProroseEp AMENDMENTS TO PRIORITIES AND ALLOCATIONS PROVISIONS OF 
DEFENSE PropuctTion Act (TitLe [) 


It is proposed that section 101 be revised to read as follows: 


Sectron 101 

(a) The President is hereby authorized (1) to require that performance under 
contracts or orders directly connected with the production of materials for the 
military services, the Atomic Energy Commission and the Maritime Commission, 
or with the construction or manufacture of facilities, whether publicly or privately 
owned, directly used in such production, including contracts or orders for materials 
for stockpiling purposes (all of the foregoing contracts and orders being hereinafter 
referred to as ‘‘military contracts’), shall take priority over performance under 
any other contract or order, and, for the purpose of assuring such priority, to 
require acceptance and performance of such military contracts in preference to 
other contracts or orders by any person he finds to be capable of their performance, 
and (2) to allocate materials and facilities to and among such military contracts 
in such manner, upon such conditions, and to such extent as he shall deem necessary 
or appropriate for that purpose. 

(b) (1) The materials and facilities remaining, after the President has diverted 
materials and facilities to military use as provided in subsection (a) hereof, shall 
be for civilian use. 

(2) Whenever the President shall invoke the power (or prior to the effective 
date of this amendment shall have invoked the power) to divert any kind of 
material to military use for any period he shall determine the percentage which 
the material of such kind remaining for civilian use during such period bears to 
the total of such kind of material used during the base period as hereinafter defined 
Such percentage for each kind of material shall be known as the civilian tse 
percentage. 

(3) The receipt or use of any kind of civilian material shall not be limited b 
the President in any manner which will prevent any person from receiving 
using an amount of that kind of material at least equal to his use thereof during 
the base period multiplied by a percentage figure equal to the civilian use percent 
age therefor minus 15 percentage points. 

(1) The use percentages of materials which may be assigned to different perso! 
or industries in any regulation or order promulgated by the President in aceord 
ance with section 101 (b) (3) hereof shall be determined by the President wit! 
due regard for the varying necessity and importance of particular products a 
services to the public welfare. If any such order or regulation shall aliow an 
person or industry a larger use percentage than the civilian use percentage, 8 
regulation or order shall be accompanied by a statement of considerations sett! 
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forth coneretely the facts and reasons, with any relevant statistical data, for such 
determination, including a statement as to why such person or industry is con- 
sidered to be engaged in defense-supporting or essential civilian production. 
The only controls upon materials available to the remainder of civilian industry 
shall be in the form of orders limiting the use percentages applicable to persons 
engaged therein within the limitations set forth in section 101 (b) (3); and any 
person subject to any such order may use the materials or facilities available to 
him in such production as he deems advisable within the specified percentage 
limitations. Except as provided in section 101 (b) (3), the various use percent- 
azes shall be determined by the President upon as nondiscriminatory a basis as 
practicable as between different classes of industry and within any particular 
class thereof. 

(5) Subject to the provisions of section 101 (b) (3), the President shall have 
power to provide priorities for, or upon a specific finding of necessity to allocate, 
materials to any person or industry determined to be entitled to a use percentage 
higher than the civilian use percentage. 

(6) As used herein the words ‘‘base period’’ shall mean the first 6 months of 
1950; provided that if such period would be inequitable or unfair to any person 
because Of abnormally low production, production of a new product, or any 
other reason the President shall make an appropriate increase in the base period 
usage of such person to be recognized for purposes of this section; and provided 
further that if a person changes his practice so as to manufacture a component 
part purchased by him during the base period, or to purchase a component 
part manufactured by him during the base period, appropriate adjustment, 
upward or downward, shall be made in the base period usage of such person and 
of the supplier involved to be recognized for purposes of this section. 

(ec) The President is authorized to provide for relief against undue hardship 
or inequities arising under section 101 of this title. 

Sections 102 and 103 of the act would not be changed. 


Exninir C 
Mr. MicwakEt V. DiSaie, 
Director, Office of Price Stabilization, 
Washington 25, D. C. 

Dear Mr. DiSautie: With the impending completion of the interim phase of 
price control operations, it becomes necessary, as we have agreed, to establish 
the longer-range policies under which price controls henceforth will be adminis- 
tered by the Office of Price Stabilization. These long-range policies are here 
summarized: 

The basic policy shall be to allow no price increases above the levels set by 
interim regulations except to the minimum extent required by law, or for excep- 
tional reasons of publie policy. 

This basic policy will require the development of standards which set forth, 
as specifically as possible, (a) the conditions under which the law requires that 
prices of an industry or of a commodity be increased, and (b) the conditions 
under which prices may be increased over and above the minimum legal require- 
ments, 

The basie standard reflecting the minimum requirement of law (apart from 
certain farm and food commodities) shall be as follows: 

(1) The level of price ceilings for an industry shall normally be considered 
“generally fair and equitable’ under the Defense Production Act if the dollar 
profits of the industry amount to 85 percent of the average for the industry’s 
best 3 years during the period 1946-49, inclusive. The profits should be figured 
before Federal income and excess profits taxes and after normal depreciation 
only, with adjustments made for any changes in net worth. 

(2) Any increase in manufacturing or processing prices may not be passed 
along at distributive levels except to the extent necessary (a) to meet the above 
earnings standard; or (b) to prevent dislocations in the relationship between 
costs and ceiling prices; or (¢) to avoid serious hardships or inequities or to pre- 
serve enforceability. Any such increases shall not, in general, exceed the actual 
dollars-and-cents rise in costs. 

It is understood that the Office of Price Stabilization will develop in greater 
detail the methods for applying the above standard, and also the standards for 
permissive increases justified by exceptional reasons of publie policy. 
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The latter will include the standards for assuring essential supplies, for adjusting 
an individual product of a multiproduct industry, and for adjusting the price of 
individual sellers to avoid hardship or inequity. 

Furthermore, the Office of Price Stabilization should proceed as rapidly a; 
possible with the policy of developing industry regulations setting dollars-and- 
cents ceilings to the maximum extent feasible. 

Sincerely yours, 
Eric JOHNSTON, Administrator. 

APRIL 21, 1951. 


STATEMENT OF THE NATIONAL RetarL HARDWARE ASSOCIATION 


This statement is made on behalf of the more than 20,000 members of the 
National Retail Hardware Association and is submitted as a result of a wave of 
protest from these independent merchants against administrative actions of the 
Office of Price Stabilization. 

The National Retail Hardware Association, organized in 1901, is an affiliation 
of 37 State and regional retail hardware associations with retail hardware store 
members in every State of the Union. 

This organization wishes to record its opposition to the extension of the Price 
Control Act for the following reasons: 

1. Prices cannot be controlled unless all basic costs that go into prices are 
likewise controlled. Wages and salaries are the largest, most important elements 
in these basic costs. It is apparent that the Administration does not intend to 
control wages. 

This organization does not contend that wages should be frozen at their present 
levels or that they should have been frozen at some previous level. We do not 
pretend to know the proper relationship between wage levels and buying prices, 
and we realize that it is impossible to freeze wages at any given level with- 
out working extreme hardship in many cases. 

Nevertheless, wage increases made by a single manufacturer, or by a group of 
manufacturers, must be reflected in higher selling prices by such producers of 
their products. When prices are frozen and wage increases are permitted, com- 
plete chaos results at the retail level. 

2. Price controls without integrated control of all basic cost factors did not 
work during World War II and will not be effective this time. Unless the manu- 
facturer is permitted to reflect his increased costs in his selling prices, one of three 
things happen: 

(a) The manufacturer stops making the product because it is unprofitable to 
him. 

(6) The manufacturer produces an inferior product which he sells in place of, 
and at the control price of, the one which has become unprofitable. 

(c) The manufacturer makes a slight change in the design, or even the color, 
of the product and markets it as a new product at a higher price. 

The history of the price-control operation during World War II is full of such 
eases. Retailers complained bitterly and produced evidence showing that good 
merchandise had completely disappeared from the market and was replaced by 
inferior products which sold at the control price of the good product. This ef- 
fected a substantial price increase (value considered) for the consumer. Further- 
more, a manufacturer who had never made a given product entered into its produc- 
tion because as a new product, never priced by this manufacturer before, he could 
get an even higher price than that for which the regular manufacturer would have 
been willing to sell his product. Again the consumer was required to pay higher 
prices than the control regulations intended. 

We quote herewith from a letter written recently by a manufacturer to his 
wholesaler customers. This letter supports, in part, the points made above. 

The manufacturer states: 

“Our preliminary calculations on our entire line under Manufacturers Ceiling 
Price Regulation No. 22 shows the following results: 

“We have completed calculations on 103 items. Of these, 29 items are not 
affected; on 59 items the prices can be rolled forward: and on 15 items, the prices 
will have to be rolled back. There are 52 items on which it will be impossible to 
complete calculation by May 28. Asa result we have petitioned OPS for a 30-day 
extension. On the 15 items for which we will have to roll back our prices, current 
costs are considerably higher than the rolled-back price. Accordingly, it would 
not be advisable to continue the manufacture of these items. 
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“At the same time, in view of the present economy, we do not think it advisable 
to inerease prices even though we are allowed to do so on 59 items. We would 
like to stay status quo and I believe other manufacturers of our lines and you, our 
customers, would be satisfied also. 

“We are just writing you this letter now to give you the situation as we see it 
and let you know there are some roll backs but there are also considerably more roll 
forwards. 

“As goon as our calculations are complete, we will advise you whether or not 
we are going to discontinue those items which would have to be sold below cost.” 

This letter gives an excellent view of price control in operation at the manufac- 
turing level. The manufacturer can increase his selling prices on 59 items, and 
there is no one to make him continue the manufacture of 15 items on which, ac- 
cording to the regulation, he will have to reduce prices to an extent requiring him 
to sell these products at a loss. 

3. The Office of Price Stabilization apparently intends to try to reduce the 
amount of price increases by reducing the retailers’ customary, historic margin. 

Hardware retailers have never made large profits per dollar of sales. The 
National Retail Hardware Association has for many years made an annual survey 
to find, among other things, the amount of profit made by its members. Figures 
from 1,127 stores representative of size and geographical location were used in 
compiling the averages for the year 1949, the last year for which the survey is 
complete. These 1,127 stores had average sales that year of $86,575. These 
1,127 stores had earnings on sales, before Federal income taxes, of $4.05 for each 
$100 worth of goods sold. The average profit, before Federal income taxes, for 
these stores was about $3,500 per store. Such stores cannot afford to have their 
margins reduced. Note, however, the following provision in Ceiling Price Regu- 
lation No. 7, amendment 2, section 30a: 

“Permitted increase: Various OPS regulations may provide for increases in 
your supplier’s ceiling prices. Some of these regulations may require your 
supplier to break down his price increase to you into two parts, the first part 
being the basic price and the second part a ‘permitted increase’ (that is, the por- 
tion of the increase granted your supplier which the regulation allows you to 
pass on to the consumer). You must use the basic price (without adding the 
‘permitted increase’) to find your net cost for determining your ceiling price 
under this regulation. Then you may add the amount designated as a permitted 
increase to your ceiling price as otherwise determined under this regulation.” 

The effect of this provision is to reduce the normal margin of the retailer. 
The regulation tends then to become ‘‘profit control’? rather than price control. 

4. Price control regulations work unbearable hardships on small retailers. 
Mention has been made of Ceiling Price Regulation No. 7. The entire retail 
hardware trade was brought under this regulation, without consultation of 
members of the trade, after the regulation had been developed by and for the 
large department stores. Hardware retailers found it absolutely impossible to 
do the book work which this regulation required. 

Appeal was made to the Office of Price Stabilization for development of an 
alternative price-control order which would be practiced for the retail hardware 
trade. Appeal for relief under this regulation was made entirely on the basis 
that it was completely impractical in operation for the retail hardware trade 
because of the complicated chart-preparing requirements. The chart require- 
ments of the order were practically impossible for hardware retailers to follow 
by reason of their entirely different buying and invoicing methods from that of 
department stores for which the regulation was developed. 

After considerable delay, officials of the Office of Price Stabilization, having 
received vigorous protests from hardware retailers throughout the country, 
agreed that the mechanics of the order were not practical for the retail hardware 
trade and they set up a retail hardware advisory committee to determine an 
alternate procedure for this industry. As a result of meetings of this committee 
and the work which it did, top officials of the Office of Price Stabilization assured 
the retail hardware trade that an alternative order would be developed. The 
Assistant to the Director of the Office of Price Stabilization on May 15 in a tele- 
gram to our Dallas, Tex., cffice informed the industry that the retail advisory 
committee had convinced national officials to alleviate completely tke burden on 
retail hardware dealers which was caused by the application of Ceiling Price 
Regulation No. 7. He stated that this relief would be “‘announced early next 
week,”’ This promised action was never taken. 

The Office of Price Stabilization did, however, issue an amendment to Ceiling 
Price Regulation No. 7 to remove from its coverage the large supermarkets and 
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this amendment did relieve also a considerable number of hardware retailers fro: 
preparing the complicated charts. A large number of hardware retailers were 
still left under this order and have not been able to prepare and file their charts })y 
the deadline date of May 31 as required by the order. Even though the Office of 
Price Stabilization had promised relief prior to the deadline date, the Agency 
publicly announced that these retailers who had not completed their charts })y 
May 31 could not do business legally after that date. 

This example is cited to indicate to you why hardware retailers feel that (he 
actions of the Office of Price Stabilization are dominated by big business wit}, 
regard to the regulations and procedures governing the retailtrade. Its employees 
and consultants who have had retail experience were from the large store field: 
they apparently had no conception of the problems the smaller retailers face 
and obviously were completely unfamiliar with retail methods in the hardware 
business. 

5. Price control as being administered is a useless, expensive undertaking. 

Thousands of workers are added to Government payrolls and millions of dollars 
are being spent in the effort to control prices. The history of the administration 
of price control under the old OPA is being repeated by the Office of Price Stabil- 
ization. 

The ordinary retailer operates at fixed mark-ups on various lines of merchan- 
dise. Experience has taught him that he has to get these mark-ups in order 
to stay in business. Experience has also taught him that competition will 
generally prevent any effort on his part to get a higher mark-up. 

Either with, or without price control, the retailer will accordingly attempts 
to get these historic mark-ups. On the other hand, even in the face of searcities 
of merchandise the vast majority of these retailers will not attempt to make more 
than his normal margin. A simple regulation freezing a retailer to his historic 
margin under procedures which the retailer can understand and practically 
follow will be much more effective than the one which would require him to alter 
completely his business practices. Such a regulation would meet with complete 
acceptance and receive full cooperation from retailers. 

There are, of course, exceptions. But those who would take advantage of a 
situation caused by overplentiful supplies of money or merchandise scarcities, 
will do so despite the most rigid controls that can be developed. It is physically 
impossible to adequately police more than half a million retail establishments. 
The retailer who wants to ignore various price regulations will do so regardless of 
any complicated, detailed record-keeping requirements. Requirements and pro- 
cedures which are extremely complicated and involved will not stop the dishonest 

It seems to us, therefore, that insofar as the regulation of the retail trade is 
concerned, a simple regulation freezing historic margins and providing severe 
penalties for profiteering could be enforced more easily than theoretical and com- 
plicated regulations and would better accomplish the objective. This type of 
regulation would also save the taxpayers many millions of dollars and reduce the 
number of civilian employees of the Government materially at a time when man- 
power is very much needed. The Office of Price Stabilization has refused to con- 
sider recommendations to accomplish this objective. 

For the reasons set forth herein, the National Retail Hardware Association 
urges the Congress to refuse to extend the authority of the President to contro! 
prices and wages. We urge instead a program designed to increase production 
accompanied by curbs on Government spending which we believe will be much 
more effective for the control of inflation. 

Rivers Pererson, Managing Director 


STATEMENT OF NATIONAL Reta FurNiITURE ASSOCIATION 


This statement is filed by the National Retail Furniture Association which has 
a membership of 8,500 furniture stores which account for approximately 85 
percent of total annual furniture store sales in the United States. 


THE STATEMENT SUPPORTS THE POSITION OF RETAIL INDUSTRY COMMITTEE AND 
AMERICAN RETAIL FEDERATION AND THE AMENDMENTS PROPOSED BY THEM 


The position of furniture stores is in support of the recommendations of the 
Retail Industry Committee and the American Retail Federation as presented to 
your House Banking and Currency Committee May 28, 1951, for a complete!s 
integrated anti-inflation program and in support of proposed amendments to the 
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Defense Production Act as subsequently put into the record of the hearings by 
them. 

Without adoption of certain fundamentals, set forth below, price controls cannot 
be workable and effective, but on the contrary, will be damaging to the economy 
and the national defense program. 

Cherefore, as a premise to the continued effort to stabilize through the exercise 
of direct price control as an adjunct tool the following fundamental requirements 
are necessary (set forth without the elaboration contained in the Statement 
already before this committee): 

Effective control of labor costs. 

Effective control of all raw material costs. 

A pay-as-we-go fiscal policy. 

Maximum economy in all Government expenditures. 

Encouragement of production. 

Encouragement of savings. 

Curtailment of the extension of forms of bank credit not related to the 
defense effort or which are not in the interest of expanded production. 

Banks should not be forced to become instruments of further inflation 
by: the requirement to purchase Government bonds beyond their normal 
financial requirements. 

As the Retail Industry Committee statement says: ‘° * * * if these 
recommended corollary actions to control infl tion at the source are taken, the 
cost of living can be stabilized and the arguments against other controls will di:- 

appear. 

“Without them price control becomes a burden on the economy, and especially 
upon retailing, a burden which is as onerous as it is ine ffectual in achieving 
stability * 


> Ore Co bo 


MN 


IMPORTANT TO RETAIN AND STRENGTHEN CERTAIN PROVISIONS OF THE DEFENSE 
PRODUCTION ACT 


We support the recommendations to retain certain portions of the Defense 
Production Act unchanged. They include the joint committee provided in section 
712; the requirement for consultation in section 709, strengthened, however, if 
possible; the prohibition against highest price-line limitation in section 402 (i) 
the prohibition against compulsory grade labeling in section 402 (h) (2); the 
prohibition against interference with the use of established brand names in sec- 
tion 402 (g) (1). 

PRINCIPLES SOUGHT IN AMENDMENT 


We support the principles sought for inclusion in the Defense Production Act 
through statutory amendment. We believe those principles inherently are 
already present in the intent of Congress, but statutory strengthening is required 
to make that intent unmistakable as a mandatory requirement on the adminis- 
trative agency. 

Those principles, submitted by the spokesmen for the Retail Industry Com- 
mittee in specific amendatory language together with expanded justification of 
their need, are the following: 

A limitation on cost absorption. 

2. The question of using profit control as an instrument of price control. 

3. Prohibition of a maximum average price limitation, which defeats continuing 
production of low end merchandise. 

In the interest of conserving the time of this committee and to avoid repetition 
we shall not repeat the reasons for their need, already before the committee and 
to be further detailed in an additional submittal. 

Current Effects of Consumer Credit Control: Regulation W was the first of 
the emergency control regulations. Representatives for other groups have already 
appeared before your committee outlining experiences and presenting objections 
along various lines. We can confirm two important factual representations: 

1. In the least, because of the overly severe down-payment requirements in- 
cluded in amendment 1, dated October 16, 1950, it appears obvious that countless 
thousands of low-income families have been unduly impeded in buying home 
goods during the past several months. 

To an extent which cannot be measured precisely regulation W has had a 
retarding effect on production and distribution of furniture and other consumer 
zoods subject to its requirements unwarranted by present conditions. 
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BASIC POSITION FOR INTEGRATED ANTIINFLATION PROGRAM INCLUDES STROW 
RECOMMENDATION FOR AMENDMENTS DESIGNED TO-CLARIFY AND DEFINE [1\1- 
TATIONS ON ADMINISTRATIVE AGENCY POWERS 


It has been emphasized to this committee that the Retail Industry Committe: 
of which this association and some 80 other retail-trade organizations are members 
believes the Defense Production Act of 1950 is a useful part of the Nation's figh: 
against inflation only if its original intent is carried out intelligently and consist- 
ently with the philosophy of our free-enterprise system. We urge, therefore, the 
adoption of the amendments as proposed by the Retail Industry Committee. 


REQUEST FOR PERMISSION TO EXPAND STATEMENT 


An issue of importance to the retail industry and to furniture stores will short}, 
be brought to a conclusion. We will appreciate the opportunity and respectful)\ 
request the privilege of filing an expanded statement, in the event the conclusion 
warrants. 

Respectfully submitted. 

NATIONAL RetaiL FuRNITURE ASSOCIATION, 
By Leo J. Herr, Vice President. 


Winona, Minn., June 1, 1951, 
Congressman Aucust H. ANDRESEN, 
House Office Building, Washington, D. C. 

HoNoRABLE Sir: Enclosed and following are some statistics and a graph re- 
vealing the true relationship between rent, cost of living, and wages. These 
figures are taken from the Bureau of Labor Statistics’ own reports mailed to me 
recently. 
A. The various expense items were taken from their Consumers’ Price 
Index for Moderate Income Families in Large Cities With Estimated Annual 
Averages as the Figures (1935-39 equals 100). 

B. The wage information was taken from their Earnings and Wage Rate 
Series, All Manufacturing, Durable and Nondurable Goods, Selected Periods, 
1939-50 (average 1939 equals 100). 


An analysis of these mentioned reports indicate the following information: 


1940 index | 1950 index 


All items_ : . ” . | 100. 
96. 


Food- ‘ “ ‘ 
Apparel _- Be 101. 
Rent. Sue | 104. 
Fuel and utilities ; : | 99. 
Household furnishings ‘ 100. 
Miscellaneous - - : 101. 
Wages (in October) 111. 


Pro 


Se oss 


An examination of the above table and the enclosed graph will show that while 
wages and food have more than doubled; apparel, utilities, furnishings and mis- 
cellaneous items have increased from 40 to 87 percent; taxes (in Winona) have 
increased over 50 percent but rents have increased only 31 percent. 

To me, at least, the above facts speak for themselves and indicate an extrenx 
unfairness toward one segment of our population. One may ask a simple ques- 
tion: What good are the allowable 15 and 20 percent rent increases which wer 
formulated under the old-rent-control laws when costs of living and operation 
of the apartments or dwellings have increased an average of almost 72 percent. 
The answer is obvious. 

When small landlords (particularly) are subjected to average increases in doing 
business of up to 72 percent, I do not see how anyone can expect them to limit 
their rent increases to 15, 20, or even 50 percent. Most assuredly their allowable 
rent inereases should be much closer to the average cost-of-living indexes than 
they have in the past. 

In small communities like Winono the average apartment or rental unit is 
owned by retired farmers, wage earners, widows, and so on who depend (in part, 
at least) upon the earnings of their property on which to live. When situations 
exist as I have outlined above and in the graph, it takes little sense to see that 
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those landlords are certainly at a tragic disadvantage in the race to keep alive 
and comfortable. It simply is not fair to penalize one segment of a country (no 
matter how small) to the benefit of the rest. This country was founded on 
minority rights just as much as on majority control but the recent rent control 
laws that we have had in the past have certainly not lived up to that ideal of 
government. 

~ Jf it is necessary to have rent control at all, it certainly should be as equitable 
to the landlords as it is to the tenants. I believe the facts prove that such has not 
been the case. 

Inasmuch as I have not yet received any information from the clerk of the 
Banking and Currency Committee, I am forced to believe that they do not care 
for “grass-roots” testimony in this matter. For this reason I would appreciate 
your taking this matter up with the committee if you have the time and if you 
think my statistics and presentation are adequate. I realize that I cannot 
compete with governmental bureaus in the matter of preparing charts, graphs, and 
so on, but these may suffice. 

Thank you very much for your courtesy in the matter. 

Very truly yours, 
Wiuiiam 8. L. CHrIsTENSEN. 


STATEMENT OF HENRY A. WERKING, AMERICAN HOME Owners, INc., IN REGARD 
to Britis 8S. 13897 anp H. R. 3871 To AMEND THE DEFENSE PRopucTION AcT 
or 1950 


We wish to offer the following criticisms and changes: 

Page 3, line 3, add following the words ‘Federal statute’. ‘“‘Amount to be 
paid for confiscated property to be at least present-day values with no tax to be 
paid on money received from sale’’. 

Page 5, line 15, Why should Government pay a subsidy? 

Page 17, line 16, beginning with the word “and’’, “to prevent unwarranted 
evictions from such accommodations’’, to be eliminated. Evictions should be 
handled by local law. 

Page 17, line 22, the words “generally fair and equitable’. These two words 
should be defined by Congress. Mv definition would be, ‘‘Maximum rents should 
be at least 60 percent over 1941-42 prices. Also the rents received should pay 
all expenses, including payments before figuring a profit, using plan 1, 2, or 3 as 
outlined in my letter to Congress. 

Page 18, line 14, vou will find the words, ‘“‘since the maximum rent date’. A 
definite date should be inserted here such as, “July 1, 1951”. 

Page 19, lines 9 and 10, the words ‘‘hardships and inequities’, should be defined. 
This all goes back to what a property owner should receive. The Housing Ex- 
pediter at present time refuses to recognize failure to have money to make pay- 
ments a hardship. 

Page 19, line 17, insert following the word “effect’’, ‘“Housing should be kept 
in safe and sanitary condition and an increase in rent should be granted to make 
KH so”. 

Page 19, line 21, the word “‘small”’ should be defined. 

Page 20, line 10, beginning with the word “‘if’’ and ending with the word “‘rent”’ 
in line 18 should be stricken out and the following substituted. ‘A deposit shall 
be returnable to tenant upon moving from premises less damages, clean-up 
charges, if any, and keys not returned”’. 

Page 24, line 23, the words ‘‘not less than” to be stricken out and the word 
“five” to be changed to six. 

Page 25, line 1, insert following the word ‘‘area” the following: “the board 
shall consist of three tenants and three landlords who own rentals. Only one 
union representative shall be permitted on board. All organizations of landlords 
or tenants shall have one representative on board. Members of board to be 
appointed or reappointed July 1 to August 1 each year. The mayor or president 
of town board shall be chairman of board. The secretary of the board shall be 
an owner of rental property and apartments and shall make inspections for the 
board. He shall be paid a full-time salary if he works 5 days a week or in accord- 
ance to the time needed to operate for board.” 

Page 25, line 3, beginning with the word “Respective” and ending with the 
word ‘‘vacancies”’ in line 10 shall be stricken out and in its place put the follow- 
ing: “The mayor or president of the town board where there is no mayor, shall 
call a public meeting for the purpose of recommending the members of the board 
to be sent to the president for appointment as members of the board’’. 


> 


9 
’ 
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Page 26, line 6, after the words “including attendance fees’’, insert the folloy. 
ing: “$10 for each board meeting attended”’. 

Page 27, line 19, the words ‘“‘within a reasonable time” to be changed to “With; 
30 days’’. 

Page 27, line 22, the words “Emergency Court of Appeals 
and to be substituted by the words ‘‘nearest Federal court’. 

Page 28, lines 1 to 3, shall be eliminated and in there place put the followin: 
words: ‘‘President does not act finally within time fixed by the court, the coy: 
shall proceed to handle protest and make decision’. Reason for this charge. 
Why appeal to court if President can overrule court. 

Page 28, line 20, the words ‘‘three times’? should be eliminated. No tenap; 
should receive more than he paid. Too much of a chance for a racket. 

Page 29, line 4, following the word “violation’’, add “If landlord and tenant 
agree to a settlement of overcharges, the settlement must be accepted by ren 
stabilizer or court or both. The rent stabilizer upon obtaining proof that the 
landlord has overcharged the tenant, shall advise landlord to make a settlemen} 
with tenant and bring a signed statement to that effect to rent stabilizer’s office 
that settlement has been made covering the period in question, satisfactory to 
both parties. 

Page 29, lines 5 to 17 should be stricken out. They are doubting the ability of 
court to honestly try ease. Also this paragraph reaches beyond price control. 

Page 29, line 22, and page 30, line 4, the words ‘‘one year’”’ should be changed 
to “6 months.’ The law has been and probably will be hanging by a hair as to 
its legality and, therefore, 6 months is long enough. 

Page 31, line 2, following the word ‘‘rendered’’, insert the following: ‘‘All dam- 
ages to property or furniture or rent due must be deducted from any overcharge 
agreed upon between landlord and stabilization office. 

Page 31, line 11, to page 32, line 6, goes beyond price control and should be 
stricken from bill. To evict any tenant from premises does not change the price 
of rental unit. Therefore anv action on part of landlord that does not raise the 
reut for rental unit should not come under control of stabilizer’s office. If Con- 
gress does not accept my views on this part of bill and does permit it to remain 
in bill, then. may I suggest that Congress define on what grounds a tenant may 
be evicted such as: ‘‘failure to pay rent, 3 days. Refusal to pay rent, 1 day. 
Nuisance, disturbing of other tenants or landlord or damaging property or furni- 
ture, 10 days. Landlord may get possession of property or unit by giving 30 days’ 
notice, without making any complaint against tenant. Landlord does not have 
to notify stabilizer’s office when evicting tenant from rental unit.’”? Our experi- 
ence is that tenant waits until the very last before trying to find another place to 
move and should not be encouraged to stay in unit. 

Page 32, lines 7 to 15 should be stricken from bill. However, if this section is 
left in bill it is imperative that the tenant be included in penalty section. The 
bill as it now stands villifies the landlord but takes no notice of tenant’s abuses, 
nuisance, or damage to property, or knowingly paying more rent than required 
May we ask that page 32, line 7, the word “‘person’”’ be changed to ‘‘tenant or 
landlord’. 

Page 32, line 11, following the word ‘“‘imprisonment”’, insert ‘‘Tenant who lies 
about landlord or living quarters or causes trouble or is a nuisance or fails to pay 
rent and refuses to move shall be subject to a fine of not more than $5,000 or 
imprisonment of not more than one year. Any tenant who knowingly pays more 
rent than law requires is as guilty of violation as landlord and shall not receive 
any refund of overcharge and shall have no right to sue landlord. 

Page 33, line 17, following the word “rent’’, insert the words ‘“‘Stabilizer’s office 
shall make every effort to keep property or rental unit from being kept off of 
rental market by increasing rents or other concessions to owner of rental units. 
If rental units or property at time bill goes into effect is being held off of the 
rental market, rent stabilizer shal! make every effort to get rental units back on 
rental market by raising rent necessary to get rental unit or units back on th 
market. 

Page 33, lines 18 to 21 should be stricken from bill. 

Page 33, line 22, preceding the word ‘‘As’” should be inserted the following: 
“Any landlord who is not registered or is overcharging at time this bill goes into 
effect in a controlled area shall have 30 days in which to register and reduce rents 
to 1951 rental prices as established by Congress in this act. Rents being collected 
at time this Act goes into effect shall be the rent recognized by rent stabilizers 
office. 

Respectfully submitted by— 
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Henry A. WERKING, 
President, American Home Owners, In 
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Dear SENATORS AND REPRESENTATIVES: The following is a copy of a letter I 
wrote the Housing Expediter and the answer from Mr. Ed. Dupree, general 
counsel for the Housing Expediter. 


Mr. Ep. DuPREE, 
General Counsel, Officer of Housing Expediter, 
Washington 25, D. C. 

Dear Mr. Dupree: I have received your letter of March 13, 1951, referring to 
my letter of Mareh 7, 1951. 

‘In your letter you refused to rec ognize payments on property. Please advise 
where money is to come from to make payments on property? Do you mean to 
convey that persons who do not have cash to buy are ruled out of buying property? 
| would like to have this question answered by you because it is very important. 

Where are we to get money to make payments on property? 

Respectfully yours, 
Henry A. WERKING, 
President, American Home Owners, Inc. 


(The answer) 
Mr. Henry A. WERKING, 
President, American Home Owners, Inc., 
Indianapolis, Ind. 

DeaR Mr. Werkina: This will acknowledge your letter of April 23, 1951, in 
reference to my letter of March 13, 1951. 

As stated in my previous letter, our office is unable to give consideration to sales 
prices in fixing maximum rents, since consideration of sales prices would be 
inconsistent with the policy and purposes of the Housing and Rent Act of 1947, 
as amended. As I previously pointed out, the maximum rents established by our 
regulations, I believe, are fair and equitable and hence are in accord with the 
congressional polity of the act. 

Our agency, however, does not have jurisdiction over or control of sales and 
purchases of real estate. 

Sincerely yours, 
Ep. Duprer, General Counsel. 

Quoting from Mr. Dupree’s letter to me dated March 138, 1951: “I regret to 
advise that our office is unable to give favorable consideration to your recom- 
mendation since an allowance for such payments would discriminate against the 
landlord who owns his property absolutely without mortgage indebtedness.— 
‘d. Dupree.’’ In other words, if you do not have the cash to pay for rental 
property, do not buy it. Do you expect us to steal the money to make payments? 

Respectfully yours, 
Henry A. WERKING, 
American Home Owners, Inc. 


To the Members of the Congress of the United States: 

I insist that the rental business should stand on its own feet. The income from 
rentals should pay all expenses and all time payments on the rental. It should 
not make any difference whether a person paid cash or bought a rental on terms. 
There may be different ways to arrive at the result, but the result must cover all 
——, 

. One method is to set prices on property at 1951 levels and to set a rental to 
re tir capital investment over a period of 20 years: 

Per year 

Property valued at $8,000 will retire at a rate of_____- ; _.... $400. 00 
A yearly expense of - 5 Se, Date 


$8,000 at 8 percent interest per year would be... 


Total 


This building should rent for $77.92 per week. 
I actually received only $74.56 per week last year due to tenants’ failure to pay 


and vacancies. 


83473—51—pt. 3--37 
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2. Another method is to set prices on property at whatever they cost in previous 
years, and retire same over a period of 10 years: 


Per year 
Property purchased in 1940 for $3,000 will retire at rate of $300. 00 
Improvements of $3,984.06 will retire at rate of 398. 45 
Paint job of $200 will retire in 3 years at rate of_._.________--_____- 66. 67 
A yearly expense of 3, 012. 08 
Cost of property $3,000 plus $3,984.06 equals $6,984.06 at 8 percent.. 558. 72 


35, 9 

This building should rent for $83.38 per week. 

I actually received only $74.56 per week last year due to tenants’ failure to pay 
and vacancies. 

I am paying $923.64 payments on this building per year. In order for me to pay 
all expenses and make payments on property it is necessary that I use the above 
. schedule 2. 

3. If you should use the present Housing Expenditer’s schedule, the base pric: 
should be raised 60 percent over 1941 prices. I was renting this property for 
$51.50 per week in 1941-42 and I am now getting $80 per week or a raise of 55 
percent over 1941-42 prices. I received 15 percent lease raise and 40 percent 
for improvements from time to time, making a total of 55 percent. I could use 
the 5 percent increase which I would be entitled to at 60 percent. This would be 
only 50 cents per unit. An average of $10.50 per unit for furniture, lights, water, 
gas, stoker heat, storm windows, and electrical refrigeration. I cannot operate 
for less and get by. 

To figure a straight 8 percent return on the original price plus improvements 
totaling $6,984.06 or the present selling price of $8,000 would force me to go in the 
red at the rate of from $300 to $400 per year. It would force me to reduce my 
rents and put me further in the red. It would force me out of business. 

Rent control has no place in the American economy. I trust if you find it 
necessary to have rent control after July 1, 1951, that the above statements will be 
considered carefully. These .prices should be established without asking the 
tenant for approval. Congress should say definitely in the law what a property 
owner is to receive and that the Housing Expediter is to control only prices and is 
to have no other control over property. 

The Housing Expediter’s Office places on Congress the responsibility for the 
rent control law. Quoting from letter dated April 10, 1951: ‘In issuing this 
regulation the Housing Expediter was merely exercising authority granted to him 
by Congress.”’ Is it constitutional for Congress to delegate authority to any 
individual or bureau to make regulations that is forcing property owners out of 
business or forcing property owners to disobey the law? 

Respectfully yours, 
Henry A. WERKING, 
President, American Home Owners, Inc. 


STATEMENT OF NED Martin, AKRON, OHIO 


Chairman and members of the Banking and Currency Committee, my name is 
Ned Martin of the Realty Investment Co., 19 South Broadway, Akron, Ohio. | 
represent myself, the Akron Real Estate Board, and the Summit County Property 
Owners Association. 

We would like to give you a brief history of the Akron rent situation. In 
1933, after the bank holiday, our largest bank, a consolidation of 27 banks, was 
not allowed to reopen, and the property owners were not able to pay their real 
estate taxes or their mortgages. We had thousands of foreclosures until after 
the start of the war, or about 1943. Rent control went into effect the first part 
of 1943 and the freeze date was set back to April 1, 1941. On April 1, 1941, 
10,000 persons were on direct relief. Thirteen thousand persons, which was 
about 20 percent of the workers of Akron, were on WPA at an average wage of 
$58 a month. The First Central Bank alone had 1,200 rental properties taken 
in on foreclosures with a 25-percent vacancy and an over-all picture of 2,570 vacant 
units in Akron. Occupied units had an average rent of $20 per month. ‘This 
included properties in all sections of the city. 

In 1945 the estimated population of Akron was 300,000 and the housing 
situation was not critical at that time. Since 1945, Akron has built 23,000 
homes and has 27,000 less population. 
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Since 1942 Akron has protested rent control discrimination and House Resolu- 











Vi0Us tion 90 by Congressman Ed Rowe, February 1, 1943, further stated our case. 
The administration and legal personnel have always placed the burden of proof 
Per year ' on the landlord even in our United States district courts. The lawyers of today 
00.00 JE will not take cases pertaining to rent control because the principles involved are 
98.45 J against their ethics. 
66.67 We do not think rent control is needed but if you think such a law is necessary, 
12. 08 - we want to plead with you to give it careful consideration and write a fair law 
8.72 J and not a discriminatory law against one group of people such as now exists. 





If you will stop to realize how large an industry you are trying to control you will 
see the necessity of this request. 

In 1943 rents were frozen on approximately 16,000,000 units. At an average 
value of $4,000 per unit this amounts to a $64,000,000,000 industry. A freeze 
at this time would include more than double this dollar value. 

We want to add one suggestion for consideration if the Senators and Congressmen 
can be persuaded to let their common sense tell them what to do instead of using 
this gigantic industry as a political football. Let rent control die with the present 
law. Mayors in decontrolled cities in the Akron area say that they have had 
no bad reaction due to decontrol of rents. In fact, since removal of controls, 
property owners have been able to make much needed repairs and improvements, 
' which were impossible under control. Ninety-eight percent of the candidates 
- running for city council and mayor, on a recent poll, claim that the adminis- 
tration of rent. control has done them a great injustice. 

If it should become necessary to freeze industries we would like to make the 
following suggestions to rectify the inequities that have been imposed upon us 
as an industry. 

1. National boards and local boards be established that are representative 
of the industry with the powers to investigate and adjust gross inequities. 

(a) The national boards should consist of 5 members, 2 landlords, who are 
owners of at least 10 rental units, 2 tenants and 1 member of the National As- 
sociation of Real Estate Boards. all to be appointed by Congress. 

(b) The local boards should consist of five members to iron out gross inequities. 
This board to be composed of 2 landlords who are owners of at least 10 rental 
units, 2 tenants and 1 member of the local real-estate board. Members to be 
appointed by the local governing body. 

2. Frozen rents should be allowed to increase up to 60 percent at option of the 
owner. This would not be enough in some cases, keeping in mind that rental 
units should show a 7 percent net return on the present day value. In case of 
disagreement on values, most communities have professional appraisers that 
are available. 

3. The new rent law should go into effect and be dated as of the Ist of the 
following month after passage, with an escalator clause to be used at the option 
of the owner in accordance with the Bureau of Labor Statistics. 

4. Wages, materials, and rents should all be freed from controls at the same 
time. 

5. The wording of this law should be specific and explained in detail so that 
there will be no misunderstanding of the intent of the law, and no directives or 
regulations should be allowed by the Administrator. 

6. Penalties for infractions of the law should be determined by local courts. 

7. The right of contract between landlord and tenant should be respected. 

8. Equal representation and legal counsel should be available for property 
owner for protection of his interests. 

It is inherent that this is a free country and we are trying to protect our freedoms 
and constitutional rights. This law is a long step toward Marxism, and we are 
certain that anyone who believes and spreads propaganda of riots and bloodshed 
following in its wake if rents are decontrolled either has a selfish motive or believes 
in the principles we are now fighting against. This law has failed and has 
oppressed people of thrift and integrity. It has formed a bitterness within us 
the taste of which we will not lose for years to come. 

Thank you. Are there any questions? 
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TESTIMONY ON BEHALF OF CONTINUATION AND STRENGTHENING OF RENT CONTROL 


SusBMITTED BY CrTIzENs’ CoMMITTEE FOR RENT Controu, Cuicaco, ILL, 






The Congress, in considering the need for the last extension of rent control in 
1950, heard reports and statistics from the Chicago area, which showed that the 
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creation of additional housing units had fallen behind the rate at which families 
in need of housing had increased in number. Sample census and survey reports 
showed this shortage of housing units to be above the 100,000 figure mark. Com- 
mittees of the Congress have repeatedly stated that rent control is a temporary 
safety measure needed to protect the whole economy until a normal relationship js 
established between the number of housing units and the number of families in the 
market for shelter. 

We must report to the Congress at this time that no progress has been made in 
the Chicago area toward reducing the numerical difference between supply and need 
for adequate housing. Figures included in this report to you show that the smaj| 
net gain in construction over demolition and other losses failed to keep pace with 
the increase in the number of families needing shelter. In the 10-year period, 
new plus old housing units increased 12 percent, but families increased 15 percent. 

We must further report to you, that because of the factor of price, the Chicago 
area builder has suffered a materially reduced market for the homes he can build. 
Typical costs of new construction in Chicago, whether single family or multiple 
units, fall in the area of $3,000 per room. Of the families who now need housing, 
292,000 according to the best sources of information, 130,000 earn $3,000 or less, 
and cannot afford to buy or to rent new construction. In fact, almost all housing 
constructed in this area in recent years can be rented or purchased only by those 
earning more than $5,000 per year. A small fraction of those in the market for 
housing have such incomes. It follows that the need to regulate the Chicago 
rent market is a desperate need, which will continue until a practical solution to 
the matter of supply is in actual operation. 

Since the end of War II, Chicago, the Nation’s second largest city, has produced 
new housing units at the astonishingly low rate of about 5,000 per year. It has 
managed to contain its increasing population only by means of doubtine up fami- 
lies, converting single-family units to multiple-family use, and by various forms of 
temporary housing. Since relatively few of these people are in the market for 
the new housing being built, they must solve their individual housing problems by 
seeking housing in this limited market of existing housing. Those least able to 
compete are the families with children, both because of their added living costs 
and because landlords consider children undesirable in a tenant family. 

If Congress does not renew and strengthen the rent control law, the amount of 
widespread human suffering and hurt—particularly to the families of defense 
workers, small-business people, and those living on fixed income—will be incalcu- 
lable. 

The housing shortage, grown more serious in the last year, now poses a serious 
problem as we move into the period of increased production for national defense. 
Chicago is a major center for the manufacture of electronic, and farm equipment, 
and leads in the making of stamped and fabricated parts. Its industry will supply 
a major share of the parts and subassemblies which will be subcontracted by prime 
contractors all over the country. 

To do this job, Chicago must have, and can secure, needed skilled labor. The 
Illinois Department of Labor reports that the unemployed labor supply now in 
the city is dangerously near rock bottom. At the same time it is noted that de- 
fense orders held by Chicago businesses have in the main been “pilot” or token 
orders only. Full production, expected soon, will mean Chicago will draw on the 
labor force now living in the small towns and rural areas of the State as it did i: 
World War II. 

The ability of the city to provide for the influx of such additional labor is seri- 
ously curtailed by the shortage of housing. Rent control is an absolute necessit) 
for the efforts of both industry and government to make the best possible arrange- 
ments for this necessary and increasing labor force. 

Lack of rent control would strike a body blow at the manufacturing potential 
of the entire area. Such a program must be recognized as vital, not only as a 
part of the machinery by which Government attempts to prevent inflation, but as 
an indispensable part of the machinery by which the people of this Nation prepare 
to defend ourselves and our fundamental way of life. 

Since the end of World War II we have all hoped that rent controls could be re- 
moved. We hoped that the extent of peacetime residential building would be such 
that there would be an end to the tragic housing shortage and consequently an 
end to the need for rent controls. Unfortunately, as we have seen, this is not so, 
and the Korean War and international tensions postpone indefinitely the time of 
full conversion to peacetime building. 

During the years that rent control has been in operation, it has served a valuable 
function. It has prevented runaway rents throughout the country; has protected 








Lilies 


OTts 
om- 
rary 
ip is 
| the 


le in 
reed 
mal] 
With 
‘iod, 
ent. 
"ago 
lild 
iple 
ing, 
less, 
sing 
1Ose 
for 
ago 
1 to 


ced 
has 
mi- 
s of 
for 
by 
+ to 
StS 


of 
nse 
cu- 


yus 
Se. 

nt, 
ply 
me 


‘he 

















DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1993 





the honest, fair-dealing landlord against the unscrupulous acts of a few; and has 
prevented wholesale evictions and their consequent tragic social costs to family 
and community life. 

There are a number of weaknesses in the present law. Tenants hesitate to 
report wide-spread bonuses, overcharges, and curtailment of services for fear of 
evictions on technical grounds, and other, more subtle, types of retaliation by 
unserupulous landlords. There is no argument against legitimate increases which 
recompense a landlord for increases in operating expenses, and the cost of rental 
housing has been going up. Chicago’s average monthly rental is now the third 
highest in the country. Unfortunately, a large part of this cost reflects increases 
obtained illegally, increases for which the remedies provided by the rent law 
and its administrative staff have proved too slow, too remote, and too ineffective. 
We need a stronger law and better enforcement to restore public confidence in 
rent control and to prevent the type of violations we have noted here. 


SOME SUPPORTING 





DATA 


The census reveals that Chicago is a city of over 3,600,000 people in a metro- 
politan area of about 5,400,000. The same source establishes that there are 
1,330,000 families in the city alone, and 1,108,000 dwellings to house them. 

If these 1,108,000 dwellings were a fixed housing asset of the city, Chicago 
could then count each new construction as a gain in solving its problem. But 
Chicago is a city in which there has been no sustained program of repair and good 
upkeep. Therefore, 173,000 of these homes, according to the census, are in the 
late stages of decay and deterioration. The Chicago Community Inventory report 
shows that in the central areas, the heart areas of Chicago, two startling facts 
appear simultaneously. First, the total number of housing ‘‘units’’ in these areas 
has increased 25 to 40 percent. Yet in the same period, and in the same areas, the 
total of new construction has been less than the total demolition. The 66,000 
“additional housing units’? were created by making as many 4s six or seven tiny 
units from one former housing unit. 

Much Chicago slum housing rots, decays, and burns down in the course of a 
year. More of it is being destroyed under meager slum clearance and public 
housing programs. Badly needed as these programs are—and we would not wish 
to see such building progress held up—this construction adds thousands more to 
the number of Chicago families in need of shelter. 

The Chicago City Council has decided that public housing must be built 
mainly on slum land and not on the city’s 20 square miles of vacant land. Thus, 
existing housing—inadequate though it is—is torn down, so that other housing 
may be built. People living in these areas are then thrown into the heart-break- 
ing competition for the little available shelter. Necessary superhighways and 
new hospitals are being built in low-income residential areas from which thou- 
sands are being ousted. There is no available housing at the price level they can 
afford ready to receive them. <A private housing project is being built on an 
area formerly housing 2,700 families. The new project will provide for 1,400 
new units in the next few years, but at rentals which the former residents of the 
area cannot afford to pay. 

The effect of Federal restrictions on credit and materials struck Chicago build- 
ing as it did building elsewhere. At this moment, and for the period during which 
the national emergency continues to restrict materials, Chicago building will not 
meet the numerical loss in housing units, and will do nothing whatsoever to meet 
the huge backlog needed for shelter in this city. 

The Ilinois Department of Labor sets $200 million as the total of defense 
orders held by industry in this area up to February 1951. This is, of course, a 
small amount in terms of the manufacturing facilities in the area. Meanwhile 
the Ford Co. is reopening a huge plant to make plane engines, and other facili- 
ties are being readied or converted for war production. In the face of this 
situation unemployment in the entire area reached a low of 81,000. The depart- 
ment of labor considers 35,000 unemploved to be rock bottom. That is, in a 
period of actual full employment, 35,000 people are ‘‘between jobs, ill, idle 
because of plant conditions,’’ ete. 

Thus Chieago, facing a need for many tens of thousands of workers to man its 
expanding industry is almost without a labor reserve at this time. The surround- 
ing area, beyond the commuting distanee, contains many available wrokers, and 
Chicago industry in the last war drew from neighboring farm States. Whether 
these workers, who left Chicago at the end of the war, will be able to return to 
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meet the coming need of Chicago’s industry depends directly on their ability {o 
find housing they can afford in and around the city. 

According to the Illinois Department of Labor, the city of Chicago will need 
300,000 additional workers if full mobilization and production goes ahead. 

Some indication of the inflationary effect of freeing rents from control is found 
in the scales of rental charges for uncontrolled and decontrolled shelter in Chicayvo. 
The New York Life Insurance Co. project, with financial aid from the Govern- 
ment plans to charge $20 to $26 per room. Another publicly aided project, 
Chicago Dwellings Association, will charge $25 per room. Private builders are 
currently charging as much as $50 per room for non-luxury new construction, 
Decontrolled units are currently renting in the $100 per month level, and upward, 
almost without regard to physical condition. 

The above facts must be considered in the light of the ability of Chicago area 
people to pay rent. The State Department of Labor’s latest published figures 
show that the average weekly earnings of Chicago’s employed workers is $67.33 
per week. Thus “free market”’ or uncontrolled rentals are approximately a half 
month’s earnings for the average employed worker. 


CONCLUSIONS AND RECOMMENDATIONS 


Shelter for the Nation’s people is, in this year and the next few years to come, 
an element as important as any in the provisions for production for defense. It 
is the element which can curtail or facilitate production in a given area. It will 
be the controlling factor in the allocation of many contracts. Whether rents 
are controlled effectively is likewise a major item in the whole effort to prevent 
run-away inflation. No rent control, or ineffective control, will of itself upset 
and overthrow the balance Congress and the administration are attempting to 
maintain between prices, wages, and supplies of goods. 

A year ago the chief justice of the Chicago municipal court predicted that lack 
of controls on evictions would cause serious and violent disorders, this is still 
a correct analysis of the potential situation. 

For the strongest of economic, humanitarian, and national security reasons 
the Congress is urged to continue and extend rent controls. We urge that con- 
trols be extended for the duration of the emergency in the housing situation 
Short-term controls are unrealistic in the light of the present national and inter- 
national scene, since under present circumstances the hope of sufficient residential 
building to meet the demand is most remote. 

To strengthen the act and restore general confidence in the effectiveness of 
rent control we urge that the new law contain provisions to accomplish the follow- 
ing: 

1. Penalties and criminal sanctions strong enough to discourage violations of 
the act. 

2. Fuller investigative powers for the Administrator and his staff. 

3. An administrative staff large enough to make provisions effective. 

Recontrol of decontrolled areas, roll back of rents to a fair level. 

5. Fair controls on new construction, converted units, and other forms of 
residential housing not now under controls. 

6. Controls on commercial rents. 

7. A budget adequate to effectively administer the law. 


STATEMENT OF WAGER FISHER, BryN Mawr, Pa. 


Hon. Brent Spence, Chairman. 

Dear Str: This bill now adds landlords to the list of occupations whose 
products are to be price controlled, in order that the monev in pay envelopes will 
not lose its buying power. But as these are the occupations which produce the 
Nation’s livables, its goods to live on or consumables, they are necessarily the 
occupations from which it is proposed to divert enough livables by means ol 
taxation, deficit financing and price control, to keep the pay envelopes of our 
expanded government and defense industries well filled with the usual quota of 
housing, heat, clothing, food and all the other items of support expected in pa) 
envelopes, plus enough money for those so supported to pay their increased 
State, Federal and local taxes. 

It is a curious sort of bill, as it seemingly overlooks the fact that the Nation’s 
*» come producers cannot keep on pouring subsistence into pay envelopes of more 








LY to 
heed 


rund 
"AZO, 
yern- 
ject, 
5 are 
fon, 
ard, 


area 
ures 
7.33 

half 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1995 





snd more non-income producers unless the income producers and distributors 
themselves are allowed to retain enough of their own products to fill all of their 
own pay envelopes, or at least enough of them to preserve the businesses which 
give the rest of the Nation its income to live.on. Too much power is given to 
slow down or even bankrupt important sectors of income-to-live-on production, 
without corresponding permission to allow increased production of the goods so 
anxiously awaited in every pay envelope. 

Because of the difficulties and inequities which are sure to develop, even if the 
bill is properly amended, it might be well to limit it to a shorter period than 
2vears. I fear too much persecution and prosecution under this bill if it becomes 
a law. 

The following are some of the difficulties which I foresee: 

Speaking from the viewpoint of an income producer, employer, or employee: 
we can say that our specialized occupations, in their entirety, produce and dis- 
tribute the Nation’s income to live on, not only by producing the goods to live on, 
but by marketing them and thus creating the money flow which distributes them. 

A growing crisis now confronts us income producers. Government’s increasing 
tax and eredit demands, taken from our total of sales income and savings, are not 
leaving us enough to continue a full-scale production of goods and the money to 
buy them. 

One result is that the Government-supported (mostly non-income-producers) 
with their unreduced amount of tax and deficit finance money for purchasing 
things, are getting more than their share, while we, the producers, with our 
suddenly reduced share of a reduced income production and money flow, cannot 
even buy the remainder of the goods we have already produced. This condition 
is evidenced by accumulations of unsalable inventories in many lines of consumer 
goods. It all seems somewhat paradoxical, when so much buying power seems 
to be going around, but that is what happens when the producers of the money 
flow are themselves left short by Government overdrafts on it. 

The inventories can be used up. But as a reduced rate of income production 
yields less taxes, government will take more tax money, etc., from our sales income, 
leave us less for income-producing pay envelopes. At this point the bill’s “fair 
and equitable”? comes to a test. 

If price controls are used to prevent us income producers from adding to price 
the additional tax money we are obliged to pay to Government, then our living, 
employment, and income-producing capacity are instantly reduced. Landlords 
are embarrassed, the quality of housing and goods deteriorates and producers 
generally are forced to run on depletion of plant and resources. The next step is 
rationing. No one wins, not even Government. 

Price ceilings and roll-backs should therefore be used with caution, even though 
they are widely advocated to help out pensioners and those living on fixed incomes 
na situation where collective bargaining groups have used their monopoly power 
to raise the general pay, price, and tax levels. On the whole, it seems to me that 
if price ceilings involve rationing they are very apt to reduce the average percent- 
age of buying power in the average pay envelope far more than if the income- 
producing occupations are allowed to adjust their prices so that their own pay 
envelopes could be filled to the maximum point of income-producing capacity. 
For it would seem at this point that the percentage of buying power in the average 
pay envelope is at its highest level consistent with the general tax rate. If so, 
the tax burden would be eased because there is more income to spread the tax over 
and not as much deficit financing required to make up deficiencies in tax collec- 
ulons., 

It therefore seems logical and patriotic that collective bargaining groups should 
recede from most of the demands they are making for cost-of-living increases, as 
they merely raise the cost of living for themselves, to Government and to all the 
others living around them as much or more than they gain by the increase. 

As a landlord, I request that, if section 105 of the bill is enacted, landlords be 
given better protection that we have had under the Housing Expediter’s regula- 
tion, as rent increases have always been lagging so far behind losses that it is 
keeping landlords in a perpetual state of bankruptcy. 

We should by all means be provided an automatic rent increase to correspond 
with the 10 to 15 percent pay increases which the administrators of the present 
act are now granting the collective bargaining units without any thought to what 


it does to us. 
*? 
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STATEMENT BY GEORGE H. FRATES, WASHINGTON REPRESENTATIVE OF 7[yH; 
NATIONAL AssocIATION OF RetTaiL Druaaists 


My name is George H. Frates. I am the Washington representative of the 
National Association of Retail Druggists, an association comprising 35,000 sma|i 
independent retail pharmacists practicing their profession in every State of the 
Union and the District of Columbia. My address is 1163 National Press Building. 
Washington, D. C. Every State pharmaceutical association in the country is 4 
member of the NARD. 

We are vitally interested in section 453 (a) and (b) and (c) of Senate bill 1397, 

The preponderant majority of independent retail druggists rent the premises 
wherein they conduct their business. During the last emergency there were 
flagrant cases of rent increases by landlords that sounded the death knell for man; 
small independent druggists. Today the same viscious pattern is being followed 
by some avaricious, greedy property owners. 

OPS has frozen retail selling prices. The Wage Stabilization Board has frozen 
wages. Residential rents are under Federal jurisdiction. Why not commercia! 
rents, too? 

The incongruity of freezing residential rents for a druggist and his family js 
established when the next morning he learns he is out of business because his 
commercial landlord has made his rent prohibitive. This presents an ugly picture 
for the small-business man in our ecouomy—made more ridiculous by govern- 
mental controlled profits—permitting no opportunity to meet the landlord's 
ultimatum. 

The Office of Price Stabilization, the Administrator of the Economic Stabili- 
zation Agency and the Rent Control Administrator have concurred in the Presi- 
dent’s recommendation to Congress that authority be conferred upon Govern- 
ment to exercise stabilization of commercial rents, with particular emphasis for 
the protection of independent small-business enterprises, 

It is our sincere belief that one of the contributing factors to inflation is occa- 
sioned by not applying the freeze formula clear ‘‘across the board”’ in the instance 
of rent control. 

We will now list some examples of commercial rent increases taken from our 
files. They are authentic pleas for relief. We do not wish to divulge the names of 
the druggists for the public record, for fear the landlords involved would wreak 
vengeance upon complainants. If, however, the committee wishes to view them 
in executive session they are at your disposal—— 

(1) “How can you expect lower consumer prices when commercial rents have 
increased from 33% to 100 percent, as of May 1?” 

(2) “I think we are a good example of why we should have commercial rent 
controls. We are now paying $150 per month—this is just 5 percent of our gross 
volume. * * * Qur landlord has notified us that beginning 1952 our renta 
will be $200. This difference is the difference between making a living or not.’ 

(3) “I rent the building I am in at $150 and the landlord says the rent must 
be $200 per month June 1. I cannot raise the price of merchandise. Pleas 
advise if this is a crazy set-up or not.” 

(4) “I wish to report that our rent has been raised 75 percent during the past 
2vears. The last increase of 15 percent coming 2 months ago (January 1, 1951).” 

(5) “TIT and my wife conduct a small neighborhood drug store on a side street 
* %* * For more than 23 vears we have struggled in this one-man store to kee} 
things going. The income has never been large enough nor the term of lease 
long enough to interest a buyer. So we have always been forced to hang on or 
lose everything. The building of which this store is a part, has been footballed 
around by at least eight different owners. During the depression years we wer 
paying $55 rent which we were hard pressed to meet. Subsequently, we wer 
raised to $80. This rental was bearable since conditions had improved national) 
A succeeding landlord raised me to $85 then to $90 per month. The newest 
landlord has already threatened to raise my rent to $125 when my lease expires 
this forthcoming September. I am now confronted with an immediate 35 percent 
increase in rent or an over-all increase of more than 56 percent for the past 3 
years. What to do now is the question which I now leave to our peers on the 
aforementioned committee (B. & C.).” 

(6) “I am at present paying a high rental of $125 per month plus heating of 
the store which comes to about 8 percept of sales or more. At the expiration of 
my lease in December, my landlord is asking a 100 percent increase or double 
my present rental. This will completely foree me out of business. I wrote to 
the Senate Small Business Committee about this.” 
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(7) “Have been renting the present location from the same landlord for 14 
years. Originally paid $200 per month for the first 5 years. $215 per month for 
the next 5 years and $300 per month now. Landlord now wants $600 per month, 
double the rental, and if he is to give me a new lease now, the new rental takes 
effect immediately, not at the expiration of the present lease.”’ 

(8) “I pay $150 per month now with lease expiring this September. He wants 
$375 for the next lease, $225 as a minimum per month and 5 percent of total 
sales for the year, Which will be an average of $375 per month. He is now hinting 
that I pay the taxes and upkeep. Sincerely wishing that something can be done 
to correct the greed.”’ 

(9) “For 17 years I have paid a rental of $125 per month. The building was 
sold to a new owner. Now lease has expired. The new owner is now asking 
$200 per month.” 

(10) “To obtain a lease 6 years ago I was raised 30 percent. Now that the 
lease has expired I cannot obtain a lease unless I would agree to another sub- 
stantial increase. As I cannot afford an increase I am now without a lease.”’ 

(11) “Our rent has just been upped from $500 to $750, although our business 
has been on the decline. I have been in my present location 20 years. During 
all my stay, not 1 cent has been contributed by the lessors for improvements of 
any kind.” 

(12) “I operate a pharmacy and am being forced from my present location by 
a very greedy landlord. Five years ago, upon making a new lease, my rent was 
doubled. * * * Now my rent is $150 which is about all this location can 
stand. Three weeks ago I approached the landlord for a new lease and was told 
that the rent would be $250 per month from April 1. The landlord says that is 
his rent or he will let the store stand idle. Under the law, I can remain here for 
2 years after legal action which I cannot afford. This is certainly a case of greed 
in the extreme and I believe such men should be stopped in any such practice.” 

(13) “Back in 1933 we started in business at the present location. We paid 
$75 per month with all utilities furnished with exception of electricity. Today 
we are paying $200 per month, plus all utilities and pay one-half of the coal bill 
and pay the janitor for his services. * * * Since the landlady cannot raise 
the rent on her apartments, she raises our rent. Besides, she has never spent 1 
cent for any repairs. She is forcing us out of business by another increase in rent. 
Would never give us a lease for more than 2 years. Wants $25 per month more 
now and $50 per month more in 1952. We cannot pay a cent more than the 
present $200. My wife and I put in daily 14 hours, needless to mention all the 
problems that we have with the help situation. We have not had a vacation in 
the past 11 years, so you can readily understand we have both been on the job 
early and late to help serve our community.” 

(14) “We purchased our store in 1945, at which time it was rented for $85 per 
month. We have obtained a lease for 5 vears with an option for renewal at a 
figure to be determined at that time. This rental was to be $100 per month. 
Now the lease has expired and the landlord wants $200 per month. During these 
5 years we have done extensive alterations to improve the appearance of our store, 
this at no cost whatever to the landlord. We feel we are getting a raw deal. We 
feel that small-business men need some protection from unscrupulous landlords.” 

(15) “In April 1948 I was paying $75 per month. Because my lease has 
expired I am compelled to pay $180, under the guise of taking the store for his 
own use.”’ 

(16) “My landlord wants to up me from $140 per month to the equivalent 
of $650.” 

(17) ‘‘While in service, I contacted the landlord of the building in which I am 
located and agreed on a rent of $135 per month. This was in 1946 but when the 
lease was drawn up the rent was $200. We told him it was unfair and it was 
agreed that the rent the first year would be $175 and the next year $200, with an 
option for three more years at $200. Expenditures on our part for the last 5 
years amount to close to $5,000 for remodeling, plumbing, electrical work, 
painting, ete. Our lease is due for renewal and shows an increase in rent to $250, 
showing over 100 percent increase in rent over previous occupant.” 

(18) ‘In 1945 I paid $85 per month. In 1947 I was raised to $100 per month. 
In 1949 I was raised to $125 per month. As soon as my landlady found out that 
building materials were frozen, she raised it to $135 per month. I pay for my own 
heat, my own water, my own window insurance and repairs. Her taxes and 
insurance are up only about 15 pereent over 1945. Mine is only a small neighbor- 
hood store * * *, TI may have to go out of business. When I protested 
about the raises, she said everybody else is doing the same thing.” 
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(19) “Our lease has just expired, after a 5-year term, at a rental of $135 per 
month. Our landlord now requests a slight increase of $115, making a tota| 
monthly rent of $250. I believe you will find this is as unreasonable as we do.” 

(20) ‘‘This is to notify you that we are definitely in favor of rent contro! for 
small business. We think this expresses the thoughts of more than 60,000 
druggists in this country.” 

(21) ‘“‘My rent has increased in five years from $105 to $175 per month. | am 
paying more than any other store in the same building. Some of equal area. The 
other stores are paying from $65 to $100 per month.” 

(22) “December 1950, we are wondering if anything has been done to protect 
the small-business man in the freeze that is sure to come. The main thing to he 
considered, that was not controlled last time, is the drug store rent. Many store 
owners were caught in the squeeze between ceiling prices and rent which was 
raised higher and higher. Something should be done to be certain that the rent 
of business places has a ceiling along with other things.” 

(23) “ * * * You have evidence of the Federation’s position on the sub- 
ject of commercial rent * * *. You will note the majority of the members 
favored rent control. It is interesting to note that if the poll could be made cur- 
rently with what the members are now facing the portion favoring adoption would 
be even greater * * *. Although I cannot make this statement officially 
until the poll is actually taken. It goes without saying that small business wil! 
be the victim of one rent increase upon another unless something is done. I know 
in my own private business it is the same thing every vear—another rent increase 
You are aware that the Senate Small Business Committee recently polled 20,000 
firms on this question * * *. You can feel assured of our fullest coopera- 
tion.’”’— George J. Burger, Vice President, National Federation of Independent 
Business. 

(24) “I assure you that I will do anything I can to work with you in bringing 
this matter (commercial rent control) to the attention of Congress.”—W. \W, 
Marsh, General Manager, National Association of Independent Tire Dealers, Inc. 

(25) ‘“‘The Farmers Union has supported rent control, both on residential and 
commercial housing since its inception.’”’—-James G. Patton, President, National 
Farmers Union. 

(26) “‘We will support to the utmost of our ability, bona fide legislation which 
will prevent the greedy and scandalous injustices which have been perpetrated 
upon the retail merchants because of the absence of effective commercial rent 
control.’”’— George R. Nelson, Grand Lodge Representative, International 
Association of Machinists. 

(27) “For the protection of the small-business man, engaged in the grocery 
business, we feel that we can follow no other course than to take a firm stand to 
see that these independent businessmen are not forced to lose their established 
place of business through the imposition of burdensome rent increases.’’— Harold 
O. Smith, Jr., United States Wholesale Grocers’ Association, Ine. 

Rent is a major item in the cost of doing business. If a retail druggist is ex- 
pected to hold the line and stay in business to serve the public its necessary phar- 
maceuticals and render a professional service in compounding and dispensing 
389,178,886 physicians and dentists prescriptions per vear, then we submit that 
the Congress should protect the public welfare by controlling commercial rents. 

We make no request for special consideration—rather we indicate the resulting 
impact on the public health if the corner druggist is not there to accommodate 
the public’s medical requirements. 

Repeatedly, Congress is on record as having stated that the small business is 
the backbone of our Nation. If free enterprise is to survive, the small indepen- 
dent businessman must have some semblance of protection and reasonable help 
from his government. Given a fair and equitable opportunity, your druggist 
can remain freely competitive. It is only when insurmountable obstacles beyond 
his ability to cireumvent—impediments which road-block his professional ac- 
tivities—that the reverse is true. 

As Mr. Tighe Woods, Housing Expeditor, has pointed out in testimony before 
your committee, both Mr. Wilson and Mr. Johnson have said “the authority to 
control rents on business accommodations is necessary to fill a major gap in our 
existing powers to stabilize the economy and to prevent the businessman, par- 
ticularly the small-business man, from being caught in the squeeze between 
controlled prices for the things he sells and increased costs due to rising rents.”’ 

The Senate Select Committee on Small Business reports that commercial rents 
increased 78.5 percent between 1940 and 1950 in six large cities. 
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It is obvious that price controls on commodities, without a corresponding 
control on commercial rents, places the small retailer in an extremely precarious 
position—one that blueprints disaster. 

We plea for protection. We ask you, our Federal lawmakers, to seriously 
consider our plight to the end, that the retail economy, as represented by small 
business may not perish within our system of free enterprise. 


SraTEMENT OF Mrs. CaTHERINE Victor, Detroit, Micu., MEMBER OF VARIOUS 
LocaL AND NATIONAL PROPERTY OWNERS ORGANIZATIONS 


The atom bomb could not have been more horrifying for us than our experience 
on the 10th of April was, as a result of rent control. 

Our home was surrounded by police, doors smashed in, dragging us out like the 
worst kind of hoodlums or criminals, fingerprinting; the judge booming at us with 
the most horrible accusations, more fingerprinting, a number of reporters and 
photographers comprising the OPA hold-up and final payoff. 

I would like to have included the court record of our case, but the transcript was 
tampered with and it is so mutilated that there is no sense to it. Most of the 
vicious words are excluded or replaced with something in our favor. 

I remember two most searing remarks by Judge Picard which are not in the 
transcript at all: 

1. “Oh, the landlord—I wish that more of those landlords were brought here 
so that I could throw them in jail, then maybe we would have a better place to 
live in.”’ 

2. Toward the end of the hearing Judge Picard remarked: ‘‘Give him the works 
and fingerprint him, too, because he is the head of the house, and keep them both 
in jail until they pay up,” and he asked the OPA attorney, ‘‘What is the limit I 
ean give them?” 

Rent control is the worst enemy of American freedom; it gnaws at the very 
heart of America; it creates hatred between landlord and tenant; it puts a fear into 
property owners’ minds—that they would rather lock up the vacant room or flat 
and go to work peacefully than take a chance on even the best tenant. 

I beg vou for justice and the return of American freedom for American home 
owners. Before telling you of the fantastic, near-tragedyv event that took place in 
our home in connection with rent control a few weeks ago. As the situation 
stands today we fear our Government and our courts, instead of looking for 
justice to them. When our Government creates the bureaus of none less than 
Gestapo methods—the OPA instructing their agents how to trap the innocent 
victims to gain their point—that’s bad. Here is one example of it. The following 
notice is put under the doors of the tenants in Detroit: 

“An Inspector from the Detroit area rent office was here to make an inspection 
of this property. 

“Please call Woodward 2—5930, Extension 13, between 8 and 10 a. m. for an 
appointment so an inspection can be made.”’ 

When they fail to get a response from the tenant then they send agents to trap 
the tenants, asking all kinds of questions, teaching them how to create trouble 
for landlords by promising the tenant to get the rent money back for them. If 
the tenants cannot be converted on those Gestapo fake promises of the OPA— 
then they tell them to sign their names on the dotted line, that they are satisfied 
with their place, which in turn the OPA uses it as a complaint against their land- 
lord, as it was done in our ease and unknowingly to decent tenants. 

Below is a brief résumé of our rent-control problems concerning three tenants 
for whom Federal Judge Picard ordered us to be jailed until we paid $778 andffa 
$1,037 lien was placed against our property. 

Judge Picard ordered us to pay Mr. Rayburn $184. The Rayburns rented the 
apartment with the understanding that only two people were to occupy it—but 
from seven to eight other persons moved in with them, including Mr. Rayburn’s 
mother who had asthma. Because of overcrowded conditions and neglect, insects 
accumulated; when I insisted that the insects be sprayed, Mr. Rayburn claimed 
that T annoyed his mother’s asthma and he threatened to sue us. The Rayburns 
had a lovely two-room front apartment—everything furnished, except their food 
and clothing for $12 per week, Judge Picard ordered us to pay one-third back to 
the OPA. 

Judge Picard also ordered us to pay to the OPA $424 to another tenant, Mr. 
and Mrs. Johnson. When these people rented the apartment they were to be the 
only occupants with an occasional visit from their parents and Mrs. Johnson’s 
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disowned daughter. Unknowing to us, they moved in several cats, later promising 
to get rid of them; instead they accumulated many more cats. Mrs. Johnson’s 
daughter moved in, and was soliciting immoral business over our telephone to suc! 
an extent that once she stated it was an offer of $85 per week job, but she had to 
spend three nights a week with the man who called her. Another girl of the same 
caliber as the daughter was brought into the apartment. This girl was brought 
in without our knowledge or permission. When we objected to the use of our 
telephone, we were threatened. We pleaded with the Johnsons to move out of 
our house but they stayed on, disgracing our house to the lowest possible leye] 
Finally, we were forced to tell all of our tenants to move so that we could close the 
house, because of Johnsons. All of our decent tenants moved but the Johnsons 
viciously and maliciously defied us. When the case reached the court the 
Johnsons were forced to get out of our house by the prosecutor. 

Johnsons had a five-room flat and bath, nicely furnished, with new refrigerator, 
gas heat, light and gas furnished, except their food for $18 per week, barely 
enough to cover the expenses, but Judge Picard forced us to give one-half of it 
to the OPA. 

Judge Picard also ordered us to pay $70 refund to Mr. and Mrs, Collins through 
the OPA. The Collins were tricked by the OPA agents to sign their name. 
The following is a notarized statement signed by the Collins: 

“We, the tenants of Mr. and Mrs. Victor of 1365 Spruce St., Detroit, 1 Mich., 
have never complained to the OPA. Our name was used through trickery, 
forgery, and fraud by the OPA. 

“We sincerely regret that such action has been used against Mr. and Mrs. 
Victor, faked by a branch of our American Government against them. If there 
is any way that this shameful act on the part of the OPA could be erased, wi 
would stand at all times ready to help retract this moral and financial suffering 
brought on to Mr. and Mrs. Victor by using our name unknowingly to us.” 
Witiiam C, Couns. 
LILLIAN COLLINs. 


Subscribed and sworn to before me this 14th day of April A. D. 1951. 


Jutius M. GrossBart, 
Notary Public, Wayne County, Mich 


My commission expires December 8, 1952. 


While our son was fighting in World War II for the very freedoms the Rent 
Control Act was taking away from us, we were suffering crucial oppressions. 

The order for arrest in the above case was for Catherine Victor only, but when 
the doors were smashed down by two United States marshals and two uniformed 
city policemen, Jack Victor and Catherine Victor were both arrested and forced to 
go before Judge Picard. In spite of the United States marshal telling Judge 
Picard that Jack Victor was never served with any paper, the judge insisted on 
finding us both guilty and stated “Keep them in jail until they pay up.” When 
we asked Judge Picard to let us get an attorney to defend us in this case, he re- 
fused, saying—‘‘ You'll get your attorney when I get through with you.” During 
the hearing he abused his position by accusing us of being communistic, which we 
consider defamation of our character. 

Yes, we fear the judges—we have knowledge of an old woman, whose son was 
killed in the war and whose son’s insurance money was used to improve the building 
for tenants, but Judge Cody cut the rent and told the tenants to live there as 
long as they wished in spite of the owner begging the judge to move them out and 
she offered to return all the rent, if they would only move because they were 100 
abusive. 

There are many cases of record we could refer to—including insanity, suicides, 
ete., that can be traced to the Rent Control Act—and even murders. 

All this is such a nightmare that we wish that there was some way to awake! 
and find that there is freedom and justice for all. 

America will not exist long on half free and half slavery. Please give us back 
solid freedom, so we can get along with our tenants as we got along with our land- 
lords before we bought our homes the hard way. 

Our property was never registered with OPA, but I was renting it even cheaper 
than those under the OPA, because I wanted to get along with my tenants, other- 
wise they wouldn’t have lived with us some 7 years, but the OPA kept on snooping 
and disturbing our tenants, but having read the Constitution of the United States 
of America I saw our God-given alienable rights were being crippled and taken 
away by the Rent Control Act. 
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It is not rent control we worry about any more—it’s the last place on earth 
where a symbol of freedom still reigns, with the Rent Control Act being used for 
a human guinea pig. 

Why is it a crime to buy a home and be proud to own a piece of America in the 
United States of America? The home owners are treated worse than criminals— 
Licavoli and some others were before Judge Picard just ahead of us—Judge Picard 
gave them all consideration, including cutting their bond from $5,000 to $3,000 
and joked and kibitzed with them, while he refused to allow us to get our attorney 
or let us out on bond and he ordered Mr. Victor to be fingerprinted in spite of the 
fact that the United States marshal admitted to him that Mr. Victor was not 
ruilty. 

: Is there any good reason why the American home owners should subsidize the 
American tenant? 

Is it to be soon—America, for, by, and of the tenants only? 

My statement is not only the complaint, but it is also the example. It is only 
the thrifty lover of America who will deprive his family of many of the things they 
need, to buy a shelter for his and someone else’s family. These thrifty people’s 
hearts are completely carved out by rent control. 

Here are two additional short examples: 

1. I witnessed in Federal Judge Levin’s court, a case of a family by the name 
of Santo. OPA posed unknown people as the tenants of Santo, so Judge Levin 
gave Santo 3 weeks to liquidate the rest of their property to pay off OPA, which 
will come to a total of about $6,000 obtained by OPA from the Santo family. 

2. The following is copied from the Detroit Times, Saturady, May 26, 1951: 


“GOUGE STRIPS LANDLORD OF HOME, AUTO 


“Val C. Bush returned home last night from Chicago an ex-property owner 
and a pedestrian after completing arrangements to satisfy a $2,483 treble-damage 
judgment for charging more than OPA ceiling rents. 

“Bush jailed for contempt after he failed to pay the penalty, was freed after 
he turned over the deed to his house at 50 Collingwood, the title to his car, and 
a life-insurance policy to a Federal judge to pay the claim. 

“The overceiling rents were charged by Bush in a building he formerly owned 
in Chicago, the court record showed. 

“An attorney for the tenants said he expected to realize about $4,000 from 
the sale of Bush’s property. 

“The Collingwood house is a 10-room building now used as a rooming house. 
Bush said he paid $16,500 for it, but it is mortgaged. 

“The arrangements completed, Bush boarded a bus for Detroit to look for a 
place to live.” 

The full explanation of the above news items is as follows: 

Mr. Bush’s trouble. started in Chicago. On May 4, be was arrested in Detroit, 
held overnight in Wayne County jail, and was taken to Chicago the next day, 
where he was held incommunicado. During that time, everything of value was 
stolen, including keepsakes of his dead wife, who grieved herself to death over 
this thing called OPA, or rent control. On the 25th of May, he was let out of 
jail, and was given a choice of paying $5,700, or sign over everything he owned 
in this world, and he was warned not to hold out anything or they would jail 
him for life. 

On his return home, he found his car taken by the OPA, and with Detroit 
street railways on strike, Mr. Bush lost his job because his transportation (the 
car) was confiscated. The OPA is collecting the rent, but Mr. Bush must pay 
the bills and give free janitor service, or get out. OPA doubled the rents. 

There are thousands of such cases as these, or even worse, all over America. 
Can’t you hear millions of voices calling to you, and begging for the return of 
American freedom for American property owners? 


OKLAHOMA APARTMENT OwNeERS AssoctraTIon, INC., 
Oklahoma City, Okla., May 26, 1951. 
In re residential rent control section, H. R. 3871. 
Hon, BRENT SPENCE, 
Chairman, House Ranking and Currency Committee, 
The House Office Ruilding, Washington, D. C. 

Dear Mr. Spence: We respectfully invite your attention to the following 

recommendations relative to this proposed legislation, and in this connection 
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request that this letter be made a part of the record of your hearings and be 
included in the official transcript thereof. 
Section 451 

Although there may be a shortage of rental housing in isolated cases, which we 
believe in the main is around reactivated Army camps, we can see no justification 
for general application of rent controls at this time. In fact, we are convinced that 
these individual problems can, and will be, worked out quicker and more equitably 
without controls, or the threat of controls in any area. An increase of building jy 
critical areas, which the building industry is anxious to provide, and a decrease ip 
noncritical areas should solve this problem. The following factual data bears out 
our conclusions in this respect. 

(1) In a study of the 1950 census, John and Richard Usher, of Chicago, I]].. 
developed the following information relative to housing, which we believe js 
pertinent to the consideration of this bill, since it is predicated on national 
averages. 

A. Between 1940 and 1950 the number of dwellings increased over the 
Nation by 23.6 percent. 

B. The population during same period only increased 14.5 percent. 

C. The increase in number of dwellings exceeded by 2,000,000 the increase 
in number of families. 

D. The number of dwellings occupied by owners increased by 8,200,000. 

E. The number of dwellings occupied by tenants decreased by 500,000. 

F. The number of vacant dwellings rose from 2,500,000 in 1940 to 3,400,000 
in 1950 (an increase of 36 percent). 

G. The number of dwellings occupied by only one person increased 45 
percent, reaching in 1950 the total of 3,900,000. 

H. From the above analysis it is seen that rent controls have reduced the 
number of rental units instead of making more housing available. 

(2) Insofar as our local situation is concerned, we enclose a copy of the results 
of our real estate board survey of occupancy, on April 3, 1951, which reflects 
vacancies as high as 12.83 percent in some classes of apartments and an over-al| 
vacancy of 3.82 percent in dwelling property. Since more than 60 percent of the 
dwelling property in our city is occupied by the owner this survey reflects an 8 to 
10 percent vacancy in strictly rental property (see BLS survey, July 1950—3.9 
percent). 

Rents were decontrolled in our city by action of the city council, effective 
November 238, 1949. In February 1950 our organization conducted, by mail, a 
city-wide survey which disclosed an average increase in rental rates of 10.45 
percent. Although we have not conducted such a survey since February 1950, 
our general knowledge of rental conditions, and the average vacancies convince 
us that the increase over the ceiling rate would be less at this time than it was 
when the survey was conducted. 

In that connection, we find in our everyday rental experience that the trend in 
rental rates has been gradually downward for the past several months due to this 
excessive vacancy. 

One of the contributing factors to this oversupply of housing in our city is the 
fact that over 7,000 family units, mostly single dwellings, were constructed here 
during the year 1950, and occupied by the purchaser. This figure was supplied 
by the Oklahoma Gas & Electric Co., who made the contracts for electric service 
in that number of dwelling units for the first time, during the year 1950. Actual 
count of ads for all types of dwelling units for rent in our local paper, the Daily 
Oklahoman, for Sunday, May 6, showed 527 of such ads. In June 1949, just prior 
to decontrol of rents here, there appeared 174 such ads in the same paper. 

We believe the above information adequately demonstrates the fact that there 
is more than ample housing here, and in most localities at the present time. 

In the interest of equity, we offer the following critical analysis of the proposed 
rent control legislation for your consideration if it is determined by your committee 
and the Congress that we must have further rent controls. 

Section 452-A 

A determination for need of rent controls based upon an adequate and impartial 
survey of residential property by the city council, or other local governing body, 
should be required before control, or recontrol, is imposed upon any area. 

Further, it is strongly recommended in the interest of justice and equity that 
the local option provision for decontrol, as provided in the Housing and Rent Act 
of 1947, as amended, be retained. 
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Section 462-A, paragraph 2 

To be consistent with the date of most controls on wages and prices, and in all 
fairness to the property owner who must employ people and purchase supplies, 
furnishings, and make improvements based upon wages and prices of that date, 
we feel that January 25, 1951, should be the farthest roll-back date to be consid- 
ered under this act. Even that date will not provide protection for advanced 
prices on many items since January of this year. 


Section 456-A 

All protestants should by all means have the right of appeal to the State or 
Federal district courts from any ruling, or order, of the President under this title. 
(ross injustices have been prevalent under the old order where the property owners 
have been denied the same access to the courts that has been provided for the 
tenants through rent control officials. 


Section 457-A 

Penalties for violation of price regulations should be applied equally to landlord 
and tenant, where it is determined by the President, or the court, that such 
violations are willful. A number of cases have come to our attention under the 
old order where hard-pressed and generally aged owners of small rental properties 
have been induced to accept small excess payments, then the tenant has capitalized 
upon this by bringing suit and recovering these heavy penalties. 


Section 467-B 

Unlawful eviction is not defined. We strongly urge that provisions of State 
laws on evictions prevail. In any instance, lawful eviction should be defined 
in the act and not be left to the determination of bureau heads. Eviction has 
been far overstressed since it is the prime purpose of every owner of rental prop- 
erty to retain his tenants rather than evict them and our State laws in this respect 
have served adequately and justly through the years. 

In the event of the sale of residential property, the new owner should have 
the right of occupancy of at least his choice of one rental unit within 60 days 
from date of sale and notice to occupant. 

Section 457—A, paragraph B 

There is no reason, or justification, for applying criminal penalties for violation 
of the rent-control provisions of this act. Multiplied thousands of aged and 
poorly informed owners of small rental properties have been severely persecuted 
even under civil penalties, as now provided under the Housing and Rent Act of 
1947, as amended, and there is no justice in subjecting them to the severe criminal 
penalties provided for in this section. 

Our folks out here, who own these small rental properties are no exception to 
the general rule over the country. They have in the past, and are now, willing 
to accept their full share of the load in connection with the defense requirements 
of our country, but we feel that rent control, or threats of rent control in any 
form, hinders rather than helps in this respect. Many concessions and adjust- 
ments are made in a normal market to meet individual situations, but fear of 
permanent applications of these concessions prevents this normal procedure when 
threats are constantly held over the head of the industry. 

Rent controls have resulted in dissension and strife between owner and tenant, 
have forced neglect and deterioration of property, thereby depriving tenants 
of the opportunity to secure the type of living accommodations they are willing 
and able to pay for, have resulted in a reduction in building of rental properties 
which in turn froze existing quarters to tenants beyond their needs and deprived 
returning veterans of the opportunity to rent, forcing them to buy at exorbitant 
prices. Why continue this abortion of justice? Let’s do away with rent con- 
trols and try the true American way again. 


Most sincerely yours, 
GeorGE L. Noan, President. 
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SrATBMENT OF Harry J. BROOMHALL, REPRESENTING THE PROPERTY OWNERS 
ASSOCIATION OF FRANKLIN County, OHIO 





My name is Harry J. Broomhall, residence address 38 South Champion Avenue, 
Columbus 5, Ohio. I speak for the Property Owners Association of Franklin 
; County, Ohio, with a membership of about 600, and, as we are interested in local 
’ governmental affairs and property owners usually follow our lead, we believe 
our association fairly reflects the sentiments of propertv owners in Franklin 
County and the citv of Columbus, a population of over 500,000. Further, I am 
a director of Property Owners Association of America, Inc., and as such I have 
been interested in the national as well as the local aspects of rent control. Too, 
Mrs. Broomhall and I personailv own and operate 58 apartment units in Columbus 
and that, of course, enables us to speak of rent control from the owner’s viewpoint. 














THE COLUMBUS SITUATION 









Our association made a hovse-to-house canvass of the vacaney situation in 
F Columbus, and upon completion of the canvass, in order to get a properly compiled 

‘ and professionally supervised report, we submitted our work sheets to Rov 
Wenzlick & Co., real-estate statisticians of national repute, with offices in St. 

Louis, and they completed the report. A copy of this survey report is attached 

as exhibit A. 

The vaeaney ratio when the survey was made was more than 5 percent. Recent 
checks and inquiries by our members as to vacancies, and turn-over in our own 
properties, convinces vs that there are more now, and because of the very extensive 
building boom in Columbus for the past 5 vears the demand has now been met. 
Because a substantial percentage of the new homes are built for sale, and are being 
sold on verv easv payment terms, the demand for rental properties can well be 
met from properties vacated bv the purchases of new homes. Of course, there is, 
and perhaps always will be, the ery that there are no two- and three-bedroom 
homes for rent at from $40 to $50 per month. These are the perennial bargain 
hunters who are alreadv housed, but who would aecept cheap rent in order to 
have more for other comforts and luxuries like radio, television, deep freezers, ete. 
Anvbody with ordinarv horse sense knows vou can’t supply and maintain in 
decent state of repair anv five to seven room, modern home todav for $50 or 
less. There are plenty of houses and apartments at from $60 up to $150 for what 
would be deemed luxury homes in Columbus. 

Our report was filed with our mayor, city clerk, and each member of our city 
council. We learned through the newspapers that rent control ‘‘might’’ come 
up at the regular weekly meeting of the council, November 27, 1950. To be sure 
of the opportunity to be heard, several of our members, including myself, were 
on hand at that meeting. Because of our presence, as we thought, the resolution 
to extend rent control was not introduced, but was carried over to a special meet- 
ing, November 29, 1950. During the recess of the November 27 meeting I spoke 
to the president of council, Mr. Henry A. Koontz, and asked for a hearing in 
behalf of the Property Owners Association. He replied almost in an undertone 
“they don’t want a hearing.”? I said ‘‘who do you mean,” and he said “the 
members of the council.” 

Anyhow, we were there Wednesday night, November 29, and at that meeting x 
the resolution to extend rent control until June 30, 1951, was introduced and 
passed by a vote of 5 to 2. The mayor and all seven members of the city 
council! represent themselves to be Republicans. At the conclusion of the balloting 
the writer asked permission to make a few remarks and, while not being granted 
the courtesy, the Chair did not interrupt for a few moments, during which we 
expressed our astonishment and amazement at the action of the 100-percent 
Republican administration so soon after the November election, in which rent- 
control exponents Lucas and Mever were defeated, and this being one of the first 
and most repugnant of the Fair Deal measures, that they would go so far without 
at least hearing from taxpaying property owners, especially in view of the Los 
Angeles ease which we understood to have been thrown out bv the Supreme 
Court entirely because adequate public hearings were not held; and after, by their 
own admissions, having held two star-chamber conferences with the local area 
rent director. And so the deed was done, the die was cast, and without a hearing 
of either landlords or tenants, Columbus was, for the time being, stuck with rent 
control. Now it must be evident that our councilmen felt that their political 
fortunes dictated the course taken. Columbus does have an ample supply of 
housing, as evidenced by our survey, but until we can repair our political fences 
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our chances for repeal on the local level seem slim. Who can dare say rent contro] 
is not a political issue? 

The mayor and all members of the city council have been duly advised by me 
that Senator Taft, who had just been returned to the Senate over the most deter- 
mined opposition of those forces usually alined against repeal of rent control and 
themselves constant supplicants for public favors; Senator Bricker and Congress- 
man Vorys, both residents of Columbus, all voted in 1950 against extension of 
rent control. Our city officials seek election under the banner of the Republican 
Party, but in actual practice they more nearly follow the line of the Socialist 
Party. 

Another angle which is perhaps typical of conditions in other cities is the 
matter of publicity. Our newspapers have been generous in singing the praises 
of our public officials whose sole interest in taxpaying property Owners seems to 
be to get their votes and thereafter hike the taxes, water rates, bus fares, wages 
of city employees, and what have you, but these same newspapers consistently 
lay aside news items offered by our association. This, of course, places income 
property owners at a great disadvantage. 

Further, we wish to point out that it is the small owners who experience the: 
greatest difficulty with area rent office. Larger owners who have expert account- 
ants, legal advisers, etc., at their elbows, are able to prepare their applications in 
a formal and regular manner and often know politicians who have influence, 
succeed in getting rent increases. The smaller owner of one, two and three units, 
lacks these advantages, is usually emphatic in his demands for his rights, but 
because of his lack of funds to hire expert and influential advisers he must continue 
to bear his cross, but with an ever-mounting bitterness toward the rent-contro| 
system. I meet many of these unfortunate landlords and, in some cases, have 
been able to advise them in a way that has afforded them a measure of relief. 
They comprise the vast percentage in numbers of rental property owners, but they 
do not believe in pressure groups and special privilege, and so are slow to band 
together for their mutual protection as is done in the field of labor, farmers, 
business, etc., and for their patriotic fervor they toil on with their rights hypothe- 
cated by those of you to whom they look for better—much better—things. 

As in other cities, the proponents of rent control cite the great harm that will 
befall tenants if controls are removed. Information, often originating or aug- 
mented by the area rent office, appears in the papers in support of such conten- 
tions. In Upper Arlington, a suburb of Columbus, the city council voted for 
decontrol several months ago. Right away we noted an article in the Columbius 
Dispatch which stated “complaint after complaint’”’ had been registered with the 
city officials about excesive rent increases. I personally visited the city clerk of 
Upper Arlington and was given the name of the one and only landlord against 
whom a complaint had been filed. Then I contacted the owner, a widow, and was 
informed that she had raised her rents to her three tenants who, with herself, 
occupied her four-family building. She suspicioned that I was a stooge from the 
rent office, but did admit that she had raised the rents from $69 to $120, and stated 
that the tenants had been protected for the difference for a long time, that her’s 
were better apartments, with full dining room instead of dinette, than adjacent 
properties renting at from $120 to $140 per month on a voluntary basis. The 
question is, should this lady, because she had furnished homes for these three 
families at about half price for many, many months, be obliged, out of her own 
purse, to continue to subsidize them indefinitely? As there are now many apart- 
ments for rent from $60 per month and up, these three families had the option of 
settling in one of them. I have 38 units, fully furnished, with heat, gas, water, 
and janitor service, and strictly modern, now renting at $75.60 per month. Ten- 
ants who pay even $65 per month could, with a modest down payment, use the 
same dollars to enjoy the independence and security of owning their own home. 


PUBLIC HOUSING RATES, INCREASED COSTS 


The Labor Union, a newspaper, under date of March 2, 1951, reports increases 
in Government housing rents of 28 percent at Oak Ridge, Tenn., and 41 percent 
at Richland, Wash. The before-and-after rental rates were not given. Thou- 
sands of the smaller income property owners have no income other than their 
rents. The cost of living increases hit them right between the eyes. Food is up 
123 percent over 1940, building costs 119 percent, house furnishings 104 percent, 
clothing 93 percent, and all repair labor is up no less than 200 percent. How 
can we hope that these good citizens will be able to live and to maintain their 
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properties in a decent state of repair? To live they must eat, so there is nothing 
else they can do but to let their properties go to pieces and slowly become slums. 
By and by no one will live in them at any price. Are we to assume that our 
Congress would deliberately promote such a dismal fate for millions of its con- 
stituents struggling mightily to shun the odium of living on doles? 

On the other hand, should Congress accord these owners even the same increases 
exacted by the United States Government, 28 percent to 41 percent, perhaps an 
average of 35 percent, there would be no further need for rent control because 
this would make the rents competitive and the supply and demand rule would 
come into play and that would end it all. Surely Congress could do no less for 
these good folks who have suffered the yoke for 9 long years. 


PARITY FOR THE LANDLORD 


When we witness the great concern of the Federal Government to insure the 
living standards of the farmer by the parity process, also their willingness, nay, 
even eagerness, to reach out to favor organized labor in its enthusiastic zeal to 
force up the wage rates, we wonder just what is wrong with the owner of a small 
piece of income property who is forbidden even to mingle with the crowds, but 
is forced aside by the same Government and must forego the benefits of prosperity 
which are so appealing to all the other elements of society. Why not work out 
a parity formula for the landlord? 


POLITICAL ASPECTS 


Rent control, if anything, ought to be a purely humanitarian institution with 
no political implications whatsoever. It may be fairly safe to assume that 
owners of controlled property are about equally divided between the two major 
political parties. Yet, when the last law was enacted, in June 1950, it was 
common knowledge that many votes were cast in favor of the bill because it was 
thought politically expedient to do so. Failure of enactment, it was said, fore- 
shadowed the defeat of certain, at the time powerful, Members of the Congress. 
So, regardless of whether it was right or wrong to do so, the income property 
owner was again subjected to do the harsh and rugged boot of the Housing 
Expediter. But property owners were more articulate, come the November 
election, and I think the defeat of Senators Lucas, Meyers, Donnell, and to some 
extent Tydings and Thomas, was largely due to the influence of the property 
owners and their friends at the polling places. The facts speak for themselves. 

Law, as we view it, should mete out justice share and share alike to all citizens. 
Failing this, a so-called law becomes instead discrimination, forced subsidy, mock- 
ery, fraud, and abuse. No class of citizens can be granted even the slightest 
favor or advantage except at the cost or expense of other class or classes of 
citizens. In the case of rent control, what Congress has made ‘“‘law”’ takes a part 
of the income property owner’s property value away from him and hands it over, 
without even the suspicion of compensation, to a tenant. Tenants, in the main 
wage earners, have enjoyed at least four rounds of wage hikes since March 1942 
aggregating some 125 percent or more, so where is the justice of a law which forces 
the landlord to furnish the tenant with a home at the 1942 price level? What 
other commodity can you buy today at March 1942 prices? You boys here in 
Congress have even provided the President with more wampum to make him more 
popular at the poker table; you have tapped the till yourselves, but the poor 
widowed landlady weeps over your neglect of her sad plight. 

Returning again to the political aspects of the case we are convinced that rent 
control would never carry in a Nation-wide poll. Consider the millions of 
property owners in America. Surely very few, if any, of them would favor rent 
control whether they are renting their property or not. They might wish to do 
so some day, and surely would prefer a free market. Further, my own inquiry 
of labor union members convinces me that there are as many owners as renters 
among them. Rent control makes a fine issue for labor bosses to show the rank 
and file of union members how their big hearts bleed for the lowly tenant who 
may, with cheap rent, better afford a television set, deep-freeze, or a new auto- 
mobile. But the home owning labor union member does not fall for this phi- 
losophy. By and large, union members are fair and want to be as fair to other 
people as they want other people to be to them. There are no extra votes to be 
garnered from this group of citizens. Tenants are pretty much in the same class 
and are above trading their votes for the right to enslave their fellow men. It 
would be better to forget rent control as a vote getter. 
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PASTEL MINK OPPORTUNITIES 


And now, gentlemen, I kindly invite your attention to exhibit B of this report. 
This is a copy of the annual report of Sherwell Realty Co., and was sent to me 
as the owner of some of their shares. While I was, of course, highly pleased to 
note the increase of $12,950 in the net income for the year, that feature just 
faded away the instant my vision rested upon the item: ‘‘Fee paid for rent in- 
creases, $3,682.” ; 

What do you make of that item, gentlemen? Is it your understanding that an 
owner should pay somebody, even 5 percent, in order to get a rent increase? 
If your facts warrant a rent increase you should have it without paying anything 
to anybody; if your facts do not conform to the area rent office’s notion of the 
regulation requirements, or if you have not been properly introduced by the right 
politician, you won’t get an increase. ‘This old boy must have had the ‘open 
sesame”’ because rents went up $22,842 over the preceding year. Not too bad 
at a cost of only $3,682. 

The original copy of this report was sent to Senator John W. Bricker, of Ohio, 
and so he is familiar with it. I am in no position to investigate the operations of 
the area rent office in Chicago, but I wish I were. Can you picture, say 1,000 
owners in this bracket, each paying $3,682 to get some rent increases? That 
would make a sum of $3,682,000. And we all know that there are several thou- 
sands of similar income properties in the Chicago area, some larger, many smaller. 
But if there is some way of hiring somebody to work things out for you, both the 
big and the little fellows in that locality, judging from my operating experiences 
there, soon get wise. Then, running an area rent office would become a pretty 
big business. It is my understanding that you deal with a middleman, some- 
times a former rent office employee, who is familiar with the proceedings and also 
knows the folks at the rent office; in fact he may be very close to one or more of 
them. With a set-up like that granting and receiving rent increases could get to 
be quite “ducky.” They may even have some pastel minks out there. Well, 
a dumb sucker like me who has no more sense than to pay for what I get at least 
once, sometimes more than once, as you will learn if you have occasion to employ 
a plasterer, electrician, or a plumber, can only gaze upon an item like the $3,682 
fee and wonder. What do you gentlemen, whose sensibilities may by now be 
less subject to shock than mine, what do you make of it? 


CONCLUSIONS 


Our conclusions, in the broad sense, apply to the local situation in Columbus, 
and with equal force to the national scene. 

1. Rent control ought to be strictly nonpolitical and nonpartisan. Attempts 
to use it as a vote-getting instrument have resulted in disaster for the politicians. 

2. Owners have endured this unfair burden since March 1942, and have sacri- 
ficed billions of dollars to tenants, who during the same time have not only been 
allowed, but encouraged and assisted by the Federal Government to increase 
their own incomes 200 percent or more. These owners, generally thrifty, patriotic, 
taxpaying citizens of the highest moral type, are entitled to be relieved of this 
inequality by this Congress. 

3. The Korean ‘‘police action,’’ which is so often used as an emergency justifi- 
cation for rent control is, in truth, exactly the opposite. Working people are 
now all employed at high wages. Why, then, should widows and aged folks who 
have saved some of their earnings to buy income property be treated less fairly 
than the laborer, the farmer, the butcher, or the baker? Landlords have to eat in 
war as well as in peace times. 

4. Tenants who live in homes with frozen rents often will not move just because 
the rent is so cheap they can’t afford to. Meanwhile, they live in rapidly depre- 
ciating property which the owner cannot keep in good repair from the low rent 
So the tenant stays on until the place becomes so shabby and run down he is 
ashamed to be seen near it. Then he moves. The house has become a slum. 
Tenants, on the whole, would rather pay more rent and have good housing. 

5. Taxpayers are entitled to be relieved of this extravagance. The defense 
program should have the benefit of every dollar of the taxpayer’s money not 
urgently and immediately needed elsewhere. Rent controllers serve no useful 
purpose, but do much harm. Surely it is harmful to promote antagonisms 
between citizens who would, but for them, be the best of friends. Let’s save the 
expense and restore Jandlords and tenants to their former happy estate. 

6. Municipalities, most of whom are always whooping it up for better living 
conditions, fine parks and boulevards, elimination of slum areas, ete., would find 
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the owners of low-cost housing doing a great deal to help them beautify their cities 
if rent control were removed and these owners permitted to charge fair rents 
sufficient to enable them to paint, repair, and renovate the properties which have 
been so sorely neglected since March 1942. 

7. Labor, through their perennial bosses, have always advocated rent control. 
Don’t they know that rent to a landlord is just what wages are to a union work- 
man? On the one hand they seek to tie the hands of the landlord, while on the 
other they shout from the housetops their own constitutional right to have no 
limitations on their own eternal struggle for ever and ever higher wages. But the 
individual members of labor unions are home owners and they want just as much 
freedom for themselves as property owners as they do for themselves as wage 
earners. Counting noses, you will find that labor is not for rent control, they are 
willing for the small property owner to have equal freedom with themselves over 
control of their private incomes. 

8. The public will be better served by the end of rent control. Positive proof of 
this is the testimony of officials from cities and States where decontrol has been 
effected. Rents level off, the tenant has a choice of selection, and everybody 
goes about his business happy in the knowledge that nobody is forced to do any- 
thing. The public good will be served by ending rent control everywhere. 

It has been our purpose to briefly point out the effect of rent control on the 
various interests involved. For several years now this one control has been 
renewed, but over an ever-decreasing portion of the income property owners of 
the Nation. Of some 40,000,000 rental units in the Nation on the freeze date, 
only 18,000,000 were frozen. That number has since dwindled to less than 
3,900,000. In these hearings, year after year, we have listened to the repeated, 
heart-breaking appeals of labor bosses and charity workers, all well served by 
the landlords of the Nation, declare in dreadful tones the fate that would befall 
the lowly tenants if rent control were repealed. And year in and year out, by 
modification of the law by the Congress and by local actions, dozens of these 
communities have been decontrolled, and only good has resulted. Owners and 
tenants are a necessary combination and they must, in the main, get along with 
each other and serve each other. Any other argument is pure piffe. With but 
20 percent of the original total units still frozen, it is time to remove this eyesore 
from the landscape and restore it to its pristine beauty. 

Landlords ask for no special privilege. Allin the wide world these good folks ask 
of you is that vou return to them the liberty you took away from them in March 
1942, and which you took away from no other class of the citizenry. They 
have done no wrong. They look to the present Congress to set them free. Gentle- 
men, I have finished. Thank you and good-by. 

THE Prorverty OwNnerRS ASSOCIATION 
OF FRANKLIN County (OnT10), 
By Harry J. BroomHatu, Director. 


Exuipir A 


(Copy of a report of a vacancy survey made by Property Owners Association of 
Franklin County, Ohio, prepared by Roy Wenzlick & Co., St. Louis, Mo.) 


Has the housing shortage in Columbus been satisfied? 





SURVEY 





THE VACANCY 





1. Who made it? The Property Owners Association of Franklin County. 

2. Why was it made? To comply with Federal law to submit evidence for de- 
control hearings. 

3. How was it made? House-to-house canvas. 

4, When was it made? From September 1, 1949 to December 31, 1949. 

Where was it made? Scattered over nearly 50 percent of the residential units 
within the city limits of Columbus, Ohio. 

5. What did it reveal? This is what it revealed: 39,106 dwelling units surveyed; 
19,322 owner-occupied; 19,784 tenant-cecupied or vacant; of these 19,784 
rentable units, 983 were vacant, in other words 5 percent of the rentable 
units were vacant. 

But how does this compare with 1940? In the city of Columbus there was a 
vacancy of 5.2 percent among rental units. 
So—when this survey was made the vacancy among rentable units was virtually 

the same as it was in 1940. 
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Furthermore, since this survey was completed more than 350 new dwelling 
units have been started in the Columbus area. 

But where are all these vacancies found? They were found in all sections of 
the city: 25 percent were found in the lowest rent districts, 14 percent were 
found in the next lowest rent districts, 30 percent were found in the medium 
rent districts, and 31 percent were found in high rent districts. 

What would happen to rents in Columbus if they were decontrolled? No one 
knows, but we do know that experience of 100 cities where rents have been 
decontrolled. 

What has happened to rents in these cities, for example, what percentage of 
the tenants received increases? Only between 25 and 30 percent of the units 
freed of control raised their rents. 

How much did rents go up? The over-all rent level in decontrolled cities rose 
6 percent * * * of those units that were increased the average rise was 
between 20 and 25 percent. 

Is there more specific information? Yes. The Bureau of Labor Statistics 
has reports on seven major cities that have been decontrolled. 

What percent of tenants received rent increases in these cities? Knoxville, 
Tenn., 57 percent received increases; Dallas, Tex., 59 percent received increases: 
Houston, Tex., 33 percent received increases; Jacksonville, Fla.. 52 percent re- 
ceived increases; Topeka, Kans., 36 percent received increases; Spokane, Wash.. 
46 percent received increases; Salt Lake City, Utah, 44 percent received increases. 
In other words, in most of these large cities less than one-half of the units free 
to rise received rent increases. 

But how much did the rents that were raised go up? The average dollar per 
month increases were Knoxville, between $5 and $9.50; Dallas, between $11 and 
$18; Houston, between $10 and $14; Jacksonville, between $6 and $13; Topeka, 
between $7 and $11; Spokane, between $5 and $6; Salt Lake City, between $6 
and $6.50. 

Some of these seem high. What was the vacancy percentage when decontro! 
took effect in these cities? 

Figures are not available in all of them but those we have show that generally 
higher raises went with the low vacaney percentages. 





Vacaney in | 
rentable 
units 


Percent of 


tenants Raised per month 


Percent} 
Knoxville : - 1k $5 to $9.50. 
Dallas 6 59 | $11 to $18. 
Houston és Py eran ves 3K 33 | $10 to $14. 
Spokane y . re B | $5 to $6. 
Salt Lake City $6 to $6.50. 





But in Columbus the vacancy in rentable units is 5 percent or more. None of 
the cities mentioned had so favorable a percentage of vacancy when they de- 
controlled their rents. 

How would various rent increases affect different income groups? Or how much 
would their cost of living go up? 


A rent increase of— Would raise the cost of living budget 
10 percent- - - rere Beery sa en Between 1.2 and 2.5 percent 
20 percent-- - -- Between 2.5 and 5 percent. 
30 percent-- Bibs ........ Between 3.7 and 7.5 percent. 
40 percent- --- z Between 5 and 10 percent. 


The smaller percentage increase applies to the cost of living budget of those 
families whose annual income is $5,000 or more. The larger percentage increase 
applies to the cost-of-living budget of those families whose annual income is 
$2,000 or less. Families whose annual incomes lie between these two extremes 
will have their cost of living budget affected proportionately. 

What conclusions may be drawn from this survey? 

1. The vaeaney percentage in Columbus is now virtually the same as it 
was in 1940. 

2. This vacancy percentage is higher than that in nearly 90 percent of 
other major cities that have already been decontrolled. 
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3. Therefore the housing shortage in Columbus is no more acute than it 
was in 1940—2 years before controls—and the rent increases that would 
follow decontrol in Columbus should not be so high nor so widespread as 
those following decontrol in other cities. 








Exuirit B 






Sherwell Realty Co., Chicago, comparison of income and expense years ended Sept. 30, 
1949 and 1950 











Year ended Sept. 30— | ee 


Particulars | eee! Or. de- 
} 
| 
| 





149 6©| 1950 =| Crease (—) 


CW cet Sire heee Ceres 








: | 





Income: | 

Rental of apartments (less $2,090.65 leasing commissions paid | 

brokers in current year; prior year’s amount was $724.58) ______/$188, 513.03 ($211, 355. 63 
Rental of maids’ rooms and studio__-_---.-.....---.----------- 1,170.00 | 1, 210. 00 | 40. 00 

} 









Service charges: | 
| 6,417.09 6, 610. 23 | 












Electricity and light bulbs_. - $ 193. 14 
a Window washing ---_-- ix pray deb ees 1,638.30 | 1, 755. 65 117. 35 
q Miscellaneous-. Bh ea 2 ee Sd hd 257. 88 420. 26 | 162. 38 


| 197, 996. 30 | _221, 351. 77 | 23,355. 47 


i——_________ —S aR 


Total income -.-__. : 





















; Operating expenses: | | | 
Salaries and wagesS............-.-- ; - Luddiweccsevadecl ate aint. Ghpaeer 4, 303. 44 
Fuel __.. Refine ci tas pais ‘ ¢ .-| 11,981.24} 11,483.21 | —498. 03 
Management fee...___....._-_.---- AMES EN cee Leper eye | 9,866.04 | 11, 252.38 | 1, 386. 34 
Decorating apartments. - - - . isk dogs snepes 7, 635.81 | 11, 089. 43 | 3, 453, 62 
Decorating in public areas (halls, lobbies, ete. _.-| 1,304.00 | 1, 950. 25 | 646. 25 
Electricity and light bulbs. _- 6,835.78 | 6, 936.45 | 100. 67 
Repairs and general maintenance. - 4,017.65 | 4,495. 23 | 477. 58 
Elevator maintenance - - - - 3,032.28 | 3,078.61 | 46. 33 
Supplies for maintenance ¢ and sundry re pairs 2,522.41 | 5, 601.03 | 3, 078. 62 
Si EF EE ERIS Spa Ie By ot 2,198.49 | 2,375.55 | 177. 06 
Ash removal. RRs Oe Cn eee ‘sald cathe 900. 00 | 900. 00 papas 
Water _- RENE RARE eRe PRR FY 676. 12 717. 93 | 41. 81 
Carpet and linoleum maintenance ..__.--..--------------------- 523. 12 27.61 | 404. 49 
nade ie le RTE a el lt Rr A 461. 31 589. 46 | 128.15 
Uniforms. ___...- Dee et os ea gehen ts gin rutnanee 410. 88 537. 09 | 126. 21 
Refrigerator maintenance ___-_____---- Re ig Or Pee } 296. 38 | 209. 40 | —86. 98 
ee sl ak nldain ning pe Aw aeke wee meee 293. 50 | 96. 00 | —197.5 
PONIES ice inkl kon ife'y's rh ah ease Rete apes se Se Se 215. 59 | 272. 78 | 57.19 
Window shade maintenance... ____._..........------------------ 125. 73 | 867.62 | . 741.89 

e . Jin tdi hn aka Oak Seite 1, 803. ead 1, 365. 58 | —437. 70 







Sundry expenses._-....-...--- 
061. 55 96, 010. 99 | 13, 949. 44 





TN GOS GURU os on nnn oo ce gckbagensceeen end 








“115, 934.75 | 125, 340. 






Excess of income over operating expenses. - - 
Other expenses: 





| 
50, 540.71 | —3, 237. 65 


































j } 
Property taxes (estimated). ........--...---- 22 -..2--2- sense nen ss 53, 778. 36 | 40.71 | ‘ 
Adjustment of prior year property tax accrual (actual bills for | } | 
1948 and 1949 were $49,913.42 and $50,162.82, respectively)....--| —8, 025.16 | —3, 677.89 | 4, 347. 27 
Tax reduction expense --.----..------- Palen wwe digs Weas pee aa bi CSIR AS ln ncc nea -| 6, 276.13 
Fee for securing rent inereases___..-...---~.---- bis Sen ameeiees ------------| 3,682.00 | 3, 682. 00 
I IR ne 8 oss cna panncanen meen | 3,349.86 | 1,756.67 | —1, 593.19 
ee he sobadas wacenddauibniteenaemmes | 609. 00 | 575. 00 | —34. 00 
Te I NI i dicta «cies in so sca pendent } 444. 65 | 442. 85 | —1.80 
Sundry corporation expense (franchise tax, secretarial fee, etc.) 2,108.59 | 1,677.97 | — 430. 62 
ESE SASS ATT I 2. [59,641.43 | 54,907.31 | —3, 544. 2 
Net income before depreciation and Federal income taxes. --..-...-- 57, 393.32 | 70,343.47 | 12, 950. 15 
Provision for Federal income taxes.._--....------------------------- 786.25 | 4, 616. 81 3, 830. 56 
Net income before depreciation. _._.....----.----------------- | 56,607.07 | 65,726.66 | 9, 119. 59 
| ' 





















SraTeEMENT By J. F. McCaw ey, INpIANA STATE PRESIDENT, PROPERTY OWNERS 
oF America, INc., INDIANAPOLIS, IND. 






Mr. Chairman and honorable committee, my name is J. F. McCawley. I reside 
at Indianapolis, Ind., and maintain offices at 512 Odd Fellow Building of that 
city. 

i am the Indiana State president and official spokesman for the Property 
Owners of America, Inec., which is the trade association for the rental housing 
industry of our State of Indiana. 
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I wish to present for consideration the recommendations of our officers, direc- 
tors, and members. These recommendations are submitted in the capacity of 
well-qualified witnesses for the rental housing business. Utmost pains have been 
taken to document our statements; our conclusions are based on actual facts 
revealed from authentic sources and without prejudice, but with a great desire 
to regain the constitutional freedom as guaranteed in the Constitution and Bill 
of Rights to every American citizen. Equal justice for all, which would include 
property owners also—and we further endeavor to prevent the total destruction 
of the rental housing industry of this Nation. 

All American citizens rejoice in the fact of being free-born American citizens 
with all the freedom to enjoy which God has ordained that man should have and 
enjoy all the days of his life; upon these great principles this Nation was born, 
and for it to stay alive and continue to exist we must acknowledge, respect, and 
protect these principles of freedom. 

The rental housing industry is an important part of the structure of every 
community and should be considered, treated and respected in that manner. 
The business of providing rental housing was conceived in the same manner as 
every other business of this Nation. The need was recognized which in many 
cases are temporary homes or that the tenant isn’t financially able to purchase a 
house. This business is the same as all other businesses in as much as it has to 
operate with a profit sufficient to continue, but most of all other businesses many 
thousands of our people have entered into this business and have a few small 
rentals of houses or apartments and with this they have had faith and hopes that 
they would be able to provide their own social security in the retiring part of their 
life. These are the people which should be commended. However, they have 
and are being the most disregarded, disgraced and treated with less respect than 
many of the gangsters and criminals who were recently investigated by the 
Kefauver committee. There has been and now is judiciary authority exercised 
in many of the local rent control offices by the investigators, expediters and even 
some office help, this should and must be stopped. 


EACH YEAR FAITH 








IS DESTROYED 
Each year we are told this will be the last year for any rent control, “T’ll never 
vote for it again,’’ but there is always some special excuse—just anything to keep 
the yoke of bondage on the Property Owners of America. We want to have faith 
in what our law-making body tells us and want this false representing stopped and 
we trust that we have elected such gentlemen to this high office who will be faithful 
to the principles of the Constitution of these United States and end this thing. 





RENT 





CONTROL 





PLAN AMERICAN DESTRUCTION 


The United States is now completing its ninth vear of Federal rent contro] 
As in the past, the Housing Expediter again requests that it be renewed, expanded 
and strengthened. 

1951 finds this country facing serious problems and it is time we stop and eare- 
fully consider the history and effect of this un-American so-called war emergency 
legislation. 


FACE FACTS IN WORLD WAR I 








First, let’s look at what happened during World War I when the economy of 
the country operated without the interference of controls or rationing. According 
to the United States Bureau of Labor Statistics, we find that for the years 1913-16 
the general price structure, including rent, was gradually rising. We entered the 
war in April of 1917 and by December 1917, rent throughout the United States 
had dropped to where all of the gain of the previous 4 years had been wiped out, 
while the price of everything else in the economy had continued to rise. 

This drop in rents came about due to the added vacancies that occurred. These 
vacancies came about because of the expansion of the Armed Forces which auto- 
matically reduced the civilian population. During World War I, as in World 
War II, the people had a great inerease in dollar income, but their spending was 
not controlled or channeled. When left to their own choosing, they directed nearly 
all of their excess money to consumer goods rather than to housing. From the 
beginning to the end of the war the progressive expansion of the amount of spend- 
able money had increased the all-item price index 39 percent. Of course, this 
greatly added to the landlords’ costs; nevertheless, the index on rent only had 
risen less than 3 percent during this period. 
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KNOW THE TRUTH IN WORLD WAR II 













It is very important to remember that there was never a national housing 
shortage in the United States prior to rent control, and, that the shortage devel- 
oped within 1 year after rent control was inaugurated. 
The law, as originally passed, was intended to keep rents from skyrocketing in 
7 industrial war centers where great increases in population were contemplated. 
a Disregarding the clear intent of the law, its purpose was quickly expanded to the 
control of nearly every rental dwelling in the United States regardless of its con- 
nection with the war industry or any increase in population. 











A DOUBLE PURPOSE-—AN EXCUSE TO CONTINUE RENT CONTROL AND PUBLIG@ HOUSING 






After the war’s end, Federal rent control was extended, first, because of the 
housing shortage, next to stop infiation, next, because of a rental housing shortage 
: (there was no shortage of homes for sale), and the last time it was because the 
Expediter claimed there was a shortage of rental units for the low and middle 
income groups. 

tegardless of statements made by the Expediter, labor groups or social workers, 
the only authentic figures accurately revealing the true housing situation are 
those issued by the United States Bureau of Census. 

The recent booklets issued by the United States Bureau of Census completely 
cover every person and dwelling in the United States for 1950. Using these 
figures along with those of 1940 we see the effect rent control has had on our 
housing situation throughout the Nation. It will surprise many to find that— 

(a) The number of dwellings increased 23.6 percent. 

(b) The population increased only 14.5 percent (the second smallest percentage 
gain in the Nation’s historv). 

(c) The number of vacant dwellings increased from 2.5 million to 3.4 million. 

(d) The number of dwellings occupied by owners increased 8.2 million. 

(e) The number of dwellings o¢cupied by tenants decreased 0.5 million. (This 
decrease in occupied rental dwellings added to the hundreds of thousands of vacant 
dwellings for rent in 1940 reveals the tremendous loss of rental dwellings available.) 

(f) The inerease in the number of dwellings exceeded by 2 million the increase 
in families, 

In 1950 there was the astounding total of 3.9 million dwellings occupied by only 
one person. This represents an inerease of over 45 percent. (These single- 
occupancy dwellings are heavily concentrated in the large cities still under rent 
control.) We now have a total of 7.3 million dwellings vacant or occupied by 
only one person. 



































CONSIDER A SIMPLE PROBLEM 









These Government figures are hard to believe unless we are shown exactly what 
happened. To aid in understanding this paradox let’s first consider a simple 
mathematical problem. When over 10,000,000 persons are taken out of their 
homes and put in servicemen’s camps or sent Overseas, as was done during World 
War IIT, is there an increase or decrease in the housing for the balance of the 
people? In a free economy there can be only one logical answer. We increase 
the housing for the balance of the people. How then was it possible to develop 
an apparent national housing shortage so quickly during World War Il? We 
started with a considerable number of vacancies and logically we should have 
increased this number as we did during World War I. 

The answer is that this shortage came about only because of a controlled 
economy. We froze rent at a low level in 1942 and almost simultaneously forced 
up wages to nearly double their former rate. We also added more workers per 
household which increased the purchasing power of many families. 

With the large surplus of money, the people sought to buy things they desired, 
but we stopped the manufacture and sale of most of these items and rationed 
nearly everything else of importance. The one important thing we did not ration 
was rental housing and, therefore, the Government actually channeled this excess 
money into rental housing. In only a matter of months the people spread out 
and took up all of the rental housing available. Working girls, bachelors, widows, 
widowers, and divorced people who shared occupancy and divided rent, each took 
his own individual dwelling. Married couples without children also spread out 
into larger apartments. By 1943 we had created a progressively false national 
housing shortage--the more that went to war, the more the remaining civilians 
could and did spread out. With increased costs and frozen rents, the owners 
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found it more practical, because of wear and tear, to rent to the least number of 
persons every time a vacancy occurred. This added further to the false shortage. 


DECREASING RENTALS 





Prior to rent control, great numbers of single dwelling structures were rental 
units. When rents were frozen on these dwellings it was not long before owners 
found it more profitable to sell them. Individual homes were the one type of 
rental units that buyers could get possession of by forcing out the renter. Hun- 
dreds of thousands of these rental homes were progressively sold and taken out 
of the rental market. Occupants renting them were evicted by the owner.  [n 
many cases, the evicted renters, in turn, bought a dwelling and evicted another 
renter. 

This progressive buying, singly and by joint ownership of two- or three-unit 
apartment buildings, continues to take many rental units out of the market. 


PROVISIONS FOR HOARDING HOUSING 


Having seen how this great maldistribution occurred, it is readily understood 
that the most important figure to consider is the national figure of 3.9 million 
dwellings occupied by only one person. Surely this startling 3.9 million dwellings 
occupied by only one person was not due to their purchase of a dwelling. The 
tremendous increase in single occupancy was the result of single persons replacing 
families in dwellings. It is obvious that only under the protection of rent contro] 
have these individuals been able to spread out and cause this maldistribution of 
housing. These single people used to share apartments or private rooms and would 
quickly do so again in a free market. They are actually hoarding housing with 
Government protection. Remove rent control, and, with a nominal increase in 
rent, our Nation will quickly create hundreds of thousands of vacancies. Addi- 
tional thousands of rental dwellings now being held off the market only because of 
rent control would again be offered to the public. 





PENALTY 





OF RENT 





CONTROL 


Further considering the so-called housing shortage, we know that there is a 
great surplus of vacant houses for sale in nearly every large city in the United 
States. There is also a surplus of hotel accommodations and private rooms for 
rent. There are also many new and decontrolled apartments for rent. Vacant 
apartments built before 1942 are still scarce, and always will be, while they are 
being sold at a false low price as compared to any of the above housing accommo- 
dations which are priced in a free market. 

Everyone looking for housing will continue to try to get one of the bargains 
under rent control. Only those frozen out will rent or buy in the free market 
which is abnormally high only because of rent control. How can we ever accumu- 
late vacancies in the bargain, frozen units? Millions of vacancies have occurred 
during the last 7 years, but the Government has forced the owners to offer these 
vacancies at false bargain prices. Fortunately for the owner, he could pick the 
tenant to give his bargain to and so, naturally, he picked the smallest family with 
the greatest wealth and influence. 

Large families without money or influence really need rental units, but they are 
frozen out and foreed to rent decontrolled units or buy homes on an unsound basis. 
We will always heve this so-called housing shortage under these controls and the 
middle and low income groups can never expect to get frozen rental units under 
the law. A proven road of hardship. 





DISCRIMINATION AND MILLIONS UNFAIRLY TREATED 





Any check of the treatment of owners under rent control will show that this law 
has been the most unfair law ever enforced in this country. The records show 
clearly that until the 1949 act was passed, no owner could even claim a hardship 
unless his net dollar income was substantially less than it was in 1942. In the 
meantime, because the general price structure had almost doubled, the owners’ 
dollars would buy only half of what they would in 1942. Thus, the owners’ 
purchasing power was frozen at a maximum of one-half of what it was prior to 
rent control. 

The Expediter’s formula for the 1949 fair net income act is unfair and ridiculous. 
No attention whatever is paid to the figures on the owners sworn income-tax 
returns. Not even the most rabid advocates of low rates for public utilities have 
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ever dreamed of figuring net returns so low as does this plan of the Expediter’s. 
Under his method, no consideration whatever is given the value of the property 
and no interest on the mortgage is allowed to be used in calculating operating 
costs. 

Is it good for our Government to make millions of good, frugal citizens subsidize 
others who may be rich, indolent, or otherwise? That is what we are doing. 
Was it fair to single out owners and say to them: ‘‘Your net dollar income shall 
be the same or less than it was in 1942, while all others shall have no limit on 
their income’’? 

Today we help labor and farmers get higher than a free-market price and let 
everyone else, except owners, sell their labor or products at the highest price in 
our history. If an owner leases to a renter willing and anxious to pay a fair 
price slightly higher than the frozen rental he is brought into the Federal court 
and tried for his great crime like a kidnaper, bank robber, or dope peddler. 
‘Does this sound like America? 








AND PROPAGANDA 





UN-AMERICAN THINKING 





STOP 





WE 





MUST 





For the last 3 years the Housing Expediter’s office and his allied pressure 
groups have filled the records of the congressional hearings with the predictions 
of dire things that would happen if rent control was removed (mass evictions, 
riots, ete.). On checking the records, we find that many of these groups who 
were for rent control have been expelled from the main body, because of Com- 
munist leadership. These Communists believed in socialized housing and were, 
and still are, desperately trying to carry on rent control. 













UNJUST LAW CONTINUES 
The proponents of this unnecessary, unfair and un-American law know that 
it can only endure under a strong, central-powered police state where recourse is 
far removed from those enshackled. 

These same groups cry out against the use of Federal injunctions to stop riots 
and civil commotion in labor troubles, but highly endorse reducing the dignity 
of Federal injunetions to that of parking arrest slips by requesting and getting 
Federal injunctions for petty overcharges of rent. It is hard to understand how 
these groups can insist on collective bargaining between labor groups and em- 
ployers and at the same time, favor a law making it a Federal offense for indi- 
viduals to voluntarily enter into personal contracts on housing without the 
provisions, rules, and prices laid down by a Federal dictator. 

At no time has the Expediter suggested that an owner’s net dollar income 
should give him the same purchasing power he had in 1942. At no time has he 
suggested that owners and renters (even the rich ones) be allowed to make a 
mutually agreed lease. He says he must protect the lower income group, but 
actually, he wants to control all housing. 








HOW LONG, OH LORD, HOW LONG 


Each year owners have suggested that vacancies being held off the market and 
those that come on the market be decontrolled. They have also suggested that 
all single-occupancy dwellings or large dwellings that are not properly occupied 
be decontrolled, thus curing the maldistribution and the so-called shortage. These 
suggestions have all been vigorously opposed by the Expediter. Under the local 
option rule he has used every technicality to avoid having cities terminate 
rent control, but in spite of him, over 40 percent of the 231 largest cities in the 
country have freed themselves of his control—24 of these 231 cities have lost 
population but gained housing; nevertheless, they are among those still under 
Federal control. It is ervstal clear that the Expediter has at all times been in- 
terested only in perpetuating himself. 





BEWARE OF THIS 
In spite of having the greatest amount of housing in the history of the country 
in comparison to its population, the Expediter’s present position is that we still 
need more but at a price lower than private industry can furnish it. This means 
that the owners of rental housing built before 1942 must continue to subsidize 
the renters (including the rich and indolent) until enough Government-owned 
public housing is constructed to give all the renters exactly what they desire at 
someone’s else expense. Few, if any, legislators in Washington could approve 
such a financially impossible socialistic housing plan. 
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FREE 





ENTERPRISE-—-SOUND LOGICAL LEGISLATION 


Legislators should carefully consider the dangerous evils of continuing this lay, 
They should realize that people, when in fear of shortage and rising prices, wij} 
buy and store more than they need of food, clothing, household goods, appliances, 
tires, and other articles that are consumed or quickly worn out. People will not 
buy or rent more housing than they need except when rent controls make it 4 
rare bargain compared with the balance of the price structure. 

If these are serious times and if we are honestly trying to unify the people jin 
an efficient use of our labor and resources, Congress should kill rent control, 
eliminate the Housing Expediter, and allow the people to mutually enter into free 
contracts on rental housing. This will automatically and speedily bring about a 
large extra supply of housing without the use of any new material or labor. What 
could be a more efficient manner of aiding in our defense effort? 

Any fair-minded legislator will agree that the owners of rental property should 
have had the same position as all other citizens with reference to frozen incomes 
Their rents should have been based on parity or the price index. 

Scores of cities that have had the greatest gains in population in comparison 
to their gains in dwelling units have been decontrolled for a considerable length 
of time. The Bureau of Labor Statistics have issued figures on many decontrolled 
cities and they show that rents have not risen to anywhere near their former 
relative position in comparison to all other items. 


RESULTS OF COURAGEOUS LEGISLATION 


The Expediter said publicly that it would be a miracle if rents did not double 
if controls were removed. The facts today show that he was trying to perpetuate 
himself by spreading fear. The courageous legislators who decontolled these 
many cities have completely exposed and disproved the Expediter’s statements. 
Decontrol of these cities has brought about the following results: 

No sign of mass evictions, riots, ete. 

A modest inerease in most 1942 frozen rents. 

No increase in many rents which had formerly had increases over the 1942 
freeze, 

A reduction in rents on many of the new and decontrolled units. 

Sharing of single occupied units by one or more additional people, creating 
thousands of vacancies for families and actually reducing the rents of these 
individuals. 

Married couples without children vacated large apartments and moved into 
smaller ones vacated by single occupants, thus making available large rental 
units for large families needing them. 

Bringing back on the market thousands of rental units that had been held off 
because of rent control. 

No more begging, buying furniture, black market bonus, ete. 

The renewal of closer relationship between the. owners and renters and the 
freedom to work out mutually beneficial matters without the interference and 
propaganda of the Housing Expediter. 

An increased value of the rental properties, thus justifying inereased real 
estate taxes so badly needed by these cities. (Under rent control the small home 
owner has been taking most of the added tax burden, while the renter has taker 
none.) 

Thousands of apartments were vacated by tenants who could well afford to 
own property. When their rent subsidy terminated, they quickly bought homes 
These vacated apartments were then available for those families who had to rent 


CONCEIVED IN COMMUNISM 





ENEMY IN’ WAR AND IN PEACE 





Rent control is an arch deceiver. It froze out the veterans and those who 
most needed rental housing. It turned class against class. It killed freedom of 
contract. It made honest renters and owners dishonest. It took ample housing 
and quickly created a great maldistribution to fool and confuse the American 
people and make them believe they had a true shortage. Rent control has been 
an enemy of our Nation in both war and in peace. 

“Equal justice under the law” and “Justice the Guardian of Liberty’ are out- 
standing inscriptions on the Supreme Court Building. We can never be able to 
control the economy of this Nation and still have a free people. The only contro! 
needed today to save America is to let the people control more of the Government. 
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To get the very best and most efficient service from any American is by allowing 
him to prove his efficiency. 

There is no justification for the continuation of rent control, but if this Congress 
believes rent control should be continued, I will offer these recommendations: 
4 1. Rent be increased to the same proportion as wages and cost of living. Both 
' wages and the cost of living have increased over 100 percent since 1942. Rent 
controls have increased only 23 percent. In view of the fact that all materials 
and labor for the maintenance of property have also increased over 100 percent 
since 1942, it is very evident that the property owner has not received fair consider- 
: ation. 

E 2. The law should be impartial with equal consideration to both the tenant and 
' the property owner and if any law violations, both should be equally involved. 

3. No investigations should be made of any property unless a complaint has 
been reported by the occupants of that property. 

4, The mayor of each city should be allowed to appoint the advisory board and 
the appointed advisory board should have the power to decide on all grievance and 
questions in doubt between the tenant and the landlord. This board should con- 
sist of five persons. No person should be allowed to serve on this board who is 
employed by the Rent Control Administration. The present bill, S. 1397, is 
ridiculous and an insult to the free people of this Nation. A $5,000 fine and 1 
year imprisonment of any violation is beyond the steps of any reasonable portion 
of freedom. 

5. Violators’ penalties should be determined by the local courts in the same 
manner as other law violators. 

6. The local option provision should be retained. Each community should 
have the right to exercise its freedom. 

7. A definite plan for decontrolling any dwelling by means of coversion should 
be plainly stated. I wish to refer you to a case in Indianapolis of Mr. Fred O. 
Richardson of 1420 East Vermont Street. Mr. Richardson purchased a six-room 
double which was a two-family dwelling. He occupied one side and converted 
the other side into a two-dwelling unit, with private entrance. He made peti- 
tion for decontrol according to the 1949 Rent Control Act. He was advised by 
the Rent Control Office that his petition was rejected because they were not self- 
contained units, that it would be necessary for him to have complete bathroom 
for each unit before they would be eligible for decontrol. Mr. Richardson made 
this improvement and filed the second petition for decontrolment and was denied 
with the excuse that it had taken too long a time in making the conversion. 
However, that did not prevent the expense that Mr. Richardson had been forced 
to make upon recommendations of the Rent Control Office. 

Just briefly, I refer you to one additional case, that of Mrs. Bertha Matthews, 
719 Shepherd Street. Mrs. Matthews had two apartments, one consisting of 
three rooms and the other four rooms, each were sharing the same bath. The 
Rent Control Office set the rent for these apartments at $10 and $11 per week 
and they were rented for that price for over 2 years. Mrs. Matthews installed 
an additional bathroom and filed a petition for increase in rent. She was allowed 
$1 per week increase on each apartment. Just 30 days after the increase was 
allowed, she was notified by the Rent Control Office that the Advisory Board 
had reviewed her ease and that her rents on each of the apartments had been re- 
duced to $8 and $9 per week. Could there possible be any fairness or justifica- 
tion for such action? 

Determine this one question: Do we need more housing or do we need more 
rent ecantrol and less housing? 
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STATEMENT OF THE APARTMENT, HOTEL, AND Moret ASsoOcIATION OF CALIFORNIA 
Re Rentrat Housine in DreconrrROLLeD AREAS, 1951 






CITIES WHICH HAVE DECONTROLLED THEMSELVES SHOULD NOT RE RECONTROLLED 
WITHOUT A SHOWING OF NECESSITY 







For nine long years price and rent administrators, starting with Leon Henderson 
and ending with Tighe Woods, have each year painted fantastie pictures for you 
of the terrible results that would obtain if rent controls were not continued. 
At long last you have an opportunity to check these fantasy pictures with actual 
facts. On December 20, 1950, the city of Los Angeles was decontrolled. 

What happens under the American system of free enterprise when the 
country’s third largest city is freed from rent control? 
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What disregard of facts underlies the demand of the executive branch of 
our Government that rent controls be continued? 

What should Congress do to protect the citizen who has chosen to inves; 
his savings in the business of renting housing accommodations? 

The following pages contain the answers to these problems. 

On December 20, 1950, after ignoring the plain mandate of Congress and the 
courts for five full months, Tighe Woods grudgingly issued an order decontrolling 
housing accommodations in Los Angeles. Woods’ position, among other things, 
was that a housing shortage existed in Los Angeles; that if controls were lifted 
rents would skyrocket; that tenants would be thrown into the streets; that the 
defense effort would be seriously affected, etc. 


WHAT ACTUALLY HAPPENED? 


Two months after controls were lifted the Bureau of Labor Statistics conducted 
a rental survey in Los Angeles. This survey showed: 

1. Fifty-three percent of Los Angeles tenants received no rental increases 
whatsoever. 

2. The rent level rose only 9 percent. 

3. Two percent of all rental units reported decreases averaging 11 percent. 

And what of the thousands upon thousands of tenants who, along with their 
children and chattels, would be thrown into the street? 

In November and December 1950, the 2 months immediately preceding de- 
control, the number of eviction suits filed in local courts averaged 246 per month. 
In January 1951, when the bulk of eviction suits proximately occasioned by de- 
control could have been expected, only 412 were filed—and this in a city containing 
approximately 2,000,000 persons. 


WHAT HAPPENED TO THE “‘CRITICAL HOUSING SHORTAGE?” 


In his letter of October 23, 1950, to the Los Angeles City Council, the Housing 
Expediter referred to the impartial survey of housing conditions conducted at the 
request of the council during April 1950, by the Peacock Research Associates. 
He cited figures from this report showing that there was a vacancy factor of 
2.6 percent for all dwelling units in Los Angeles and showing, in units having 
monthly rentals up to $57.49, vacancy factors ranging from 1.4 to 3.5 percent. 


These figures, the Expediter said, ‘‘caused me very considerable concern.”’ 

In May 1951, at the request and expense of the Apartment, Hotel, and Motel 
Association of California, the Keaton Advertising Agency of Los Angeles con- 
ducted a similar survey covering a total of 18,255 rental units, including 11,199 
apartment-house living units, 6,012 hotel rooms, and 1,044 motel units. The 
vacancy factor in these various categories was as follows: 


Percent 


PUI 0. ot gree ee eS de on ae os te Sere 38. 00 
SS RIGO rs Des cohen Tae Se ae We ay SLR Ieee Rit 20. 36 
Apartments 


This survey disclosed that of the almost 6-percent vacancy rate existing in 
apartment units, 24 percent are vacant and available at rentals of less than $40 
per month, while 35 percent are vacant and available at rentals of between $40 and 
$60 per month. The over-all picture discloses that that vacancy rate in Los 
Angeles is almost 1} percent greater than that historically considered to be 
“normal.”’ 

On the basis of the figures disclosed by the Peacock report, the Bureau of Labor 
Statistics Survey of February 15, 1951, and the Keaton report, there are today 
approximately 50,000 units with rentals of less than $40 per month, of which 
approximately 5,400 are presently vacant and available for rental. The vacanc) 
factor in this class of accommodations is approximately 10 percent. 

Parenthetically, it may be noted that in connection with the adoption of the 
tax budget for the 1951-52 fiscal year commencing July 1, 1951, the Los Angeles 
County Board of Supervisors estimated that there had been an increase of 85,000 
persons in the county’s population since July 1, 1950; compared with this influx 
of persons the Los Angeles Chamber of Commerce reported on May 14, 1951, 
that building permits in the first 4 months of 1951 inciuded permits for enough 
dwelling units to house 83,061 persons. 

The picture as presented in Los Angeles appears to be typical of other cities 
which have been decontrolled. In some cities the average increase occurring 
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after decontrol was larger than in Los Angeles, in some it was smaller. (In 
Norfolk the average rental] increase was 7 percent, in Mobile 4 percent, while in 
Milwaukee 15 percent—compare this with the 25 percent increase Woods was 
openly offering cities if they would not vote decontrol.) 

Furthermore, indications are that in Los Angeles the rent level is lower in May 
1951 than it was in February of this year, a normal result of the effect of the law 
of supply and demand, unhampered by artificial pricing. 

The conclusion is inescapable, the expenditure of millions of the taxpayers’ 
money to maintain rent control in areas where no need for control exists is totally 
unjustified. Cities which have been decontrolled by action of their governing 
bodies should not be recontrolled in an absence of a showing that such action is 
necessary. 


THE PRESENT ECONOMIC POSITION OF THE RENTAL INDUSTRY IS SUCH THAT REIM- 
POSITION OF CONTROLS IS NEITHER NECESSARY NOR JUST 


This and previous administrations have been fond of rent control because it 
is easy—easy to administer, easy on the tenant—but hard on the landlord. 

Throughout and after World War II and until June 30, 1947, rents rose only 
1.2 percent from May 1942 levels, only 6.8 percent from September 1939 levels. 

On February 15, 1951, the average increase in rents from 1939 levels for 34 
cities studied by the Bureau of Labor Statistics, controlled and decontrolled, was 
28.2 percent. In Los Angeles the total increase for the same period was 47.9 
percent. In contrast the Consumers’ Price Index, Los Angeles area, on the same 
date, stood at 184.1 as compared with the 1935-39 base period. 

The cost of operation of rental housing rose to even greater heights in these 
same years. The building-construction index, including both wage rates and 
building-material prices, stood at approximately 253 as compared with 1939 
wages and prices on December 31, 1950, and has continued to rise thereafter. 

Wages of all classes of construction labor during 1939, were from $0.825 to 
$1.1625 per hour; today wages for the same services range from $2.22 per hour 
to $3.125 per hour; this does not represent all of the cost since, for example, 
plumbing shops add an additional amount to cover overhead and profit, and the 
ninimum time is 1 hour, making the minimum plumbing cost, for the smallest 
job, $4.25 per hour. 

These comparative increases are graphically illustrated in the following table: 
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1951 
INCOME OF THE RENTAL INDUSTRY 
AND THE COST OF MATERIALS AND 
SERVICES THAT LANDLORDS BUY 
(1939=100) 





— (1) — (2) Food (3) (3) (3) General (4) 
of Costs February Consumers’ Consumers’ Level of 
Painters Including 15, 1951 Price Price Rents 
and Wages and Index Index February 
Plumbers Material Februory June 15, 15, 1951 
May, 1951 Costs 15, 1951 1950 Los Angeles 
April, 1951 All Items (Pre-Korea) City 
Western 
States 
Sources: (1) Building Contractors Association, Los Ange les. (2) Marshall and Stevens, valuation 
engineers, Los Angeles. (3) Bureau of Labor Statistics, U.S. Department of Labor. (4) Bure au of Labor 
Statistics, U. S. Department of Labor, April 26, 1951, Increases in Residentiai Rents in Nine Decontrolled 
Areas. 
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What this means in terms of real income to the rental industry is shown in 
the following example. The figures used are drawn for actual experience of 
Los angeles rental industralists: 














1939 Per month 

Rent in 0:4 ane enn png J eo oe sp ns se ee en - 2 + eee $30, 00 
Cost of operation... ......--.--.-- pC aieieth! ee Oia e watered wi wl oo 20. 00 
WeSssnOne DEUIEO AAROE.. 5.8 sa, heey hn oe beers h agn =n 10. 00 





Per month 


Rent ($30 x 148, the rental index with 1939 as a base as of Feb. 16, 1951)__ $45. 40 
Cost of operation ($20 x 163.1, the building maintenance and operation 










4 index for 1950 from actual experience) _._.....-....--.-------- : 32. 62 
Pie MER IRONS UNE ss Licte. a tl agian oo ok Rane pa ea 12. 78 





1951 real income 
Per month 






215 ad toi Net profit before taxes = S12. 78 og, gy 
Consumers’ Price Index, Bureau of Labor Statistics, as of 1841 °° 
Feb. 15, 1951 
Ratio 1951 real income to 1951 income__--__.-------- Eu stra give? percent... 54.3 






The conclusion is clear. While the real income of wage earners and merchants 
has increased, the real income of the rental industry has been cut nearly in half. 
In this connection it should be noted that 10.37 percent of all housing units in 
Los Angeles are duplexes, which, historically, were sold on the premises that the 
buyer could live rent free, pay for his purchase, and have a small income besides. 
Events have confounded the prophets. 
















NO NECESSITY FOR RENT CONTROL CAN RE SHOWN UNTIL THE REAL INCOME OF 
THE RENTAL INDUSTRY IS RESTORED TO ITS HISTORICAL LEVEL 









Unless by deliberate design the rental industry is to be destroyed, it is ab- 
solutely essential to permit the free economic movement of rents until the real 
income of the rental industrialist regains its former position relative to costs and 
prices. 

Through sad experience, the industry knows that an executive request for 
stand-by authority is indicative of an intention to impose controls before the ink 
of Presidential approval has dried. The Congress should therefore, if stand-by 
authority is granted, prescribe definite conditions precedent to the exercise of the 
power given. 

Proposed language to accomplish this result is suggested in the appendix (p. 1); 
in essence the proposed provision is that controls may not be reimposed until such 
time as the ratio of dollar income of the rental industry (compared to 1939 rent 
levels) at least reaches the level of the June 15, 1950 (pre-Korea) Consumers’ 
Price Index (169.3 for the Los Angeles area), and that if conditions do permit of 
control after meeting this standard, that the level of maximum rents shall not be 
below a level which will continue that income. 


























ASSUMING EVICTION CONTROL TO BE DESIRABLE AFTER RECONTROL, SETTLEMENT 
OF DISPUTES SHOULD BE HAD IN THE TRADITIONAL MANNER, BY COURT ACTION 









Perhaps no provision of law passed in the last 50 years has tended to create two 
segments or economic classes of our citizens to the extent achieved by the eviction 
provisions of the past rent-control acts. This un-American result has been due 
mainly to the manner -:in which the expressed intent of the Congress has been 
ignored in the administration of the previous acts. Indeed, in the 1948 and 1949 
acts, Congress, because of this removed all control over evictions from the Agency 
and placed such control exclusively in the hands of fair and impartial local courts. 
This power, unfortunatlly, was returned to the Agency in 1950 where it has since 
been exercised by numerous clerks and junior clerks on delegation from Woods. 
Thus, the Agency iteslf determines whether the property owner desires in good 
faith to recover possession of housing accommodations for his own use, or for the 
use of his immediate family, or to complete a contract of sale, or to remodel the 
accommodations, or to withdraw the accommodations from he rental market. 
















83473—51—pt. 339 














2022 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 






In view of the Agency’s position that the tenant can do no wrong and the landlord 
no right, a local office decision can only be attacked by a long and tedious admin- 
istrative appeal with little chance of success. 

Historically, if the landlord and tenant were unable to sustain their relation- 
ship in harmony, the landlord, in the absence of a long-term lease, could give 
the tenant a notice to move (usually 30 days) and regain possession of the accom- 
modations at the expiration of that time. The landlord profited by having good 
tenants. The tenants profited by being able to remain in accommodations 
which they liked. Therefore, s system of checks and balances prevailed. The 
eviction restrictions imposed by the rent acts have done away with this, leaving 
the tenant without any retarding influence, a situation taken advantage of by 
many tenants. Thus, a tenant in an apartment house can insult and embarrass 
other tenants in the building, disregard rules of the house, curse and harass the 
owner, and feel safe from eviction. Nor would these acts normally be considered 
as constituting a nuisance by the courts. Many owners, unable to evict such 
tenants, have sold their accommodations rather than submit to such treatment. 

In order to make the eviction provisions of the act more equitable, and to 
assure a better relationship between landlord and tenant, the following suggestion 
is made: 

1. The eviction provisions (sec. 209) as contained in the Housing and Rent 
Act of 1948 should be enacted into the new act. This would place in the hands 
of local courts the duty to see that the congressional requirements were met 
before a tenant could be evicted. 

2. These eviction provisions should contain a new subsection following section 
209 (a) (1), which would read as set forth in quotes below: 

Section 209. (a) No action or proceedings to recover possession of any controlled 
housing accommodations * * * shall be maintained * * * unless— 

* * ok * * * oo 


“A court of competent jurisdiction, in an action brought by the landlord to 
terminate the tenancy under State law finds that the tenant has engaged in 
conduct designed to harass or annoy the landlord or a person or persons in or 
near the premises. Any notice of termination of tenancy given under this section 
must state the acts or practices complained of.” 











DISCRETION AS TO THE AWARD OF DAMAGES SHOULD BE GIVEN TO THE COURTS IN 
CASES IN WHICH THERE IS A GENUINE DISPUTE AS TO THE MEANING OF THE 
ACT AND REGULATIONS 






No right-thinking person wants a law which is unenforceable nor one which has 
no teeth for the willful violator. 

In certain classes of cases, however, the present law works undue hardship 
upon relatively innocent persons. 

This situation has been brought about by court decisions, none of which, 
standing alone, is subject to criticism, but which, applied collectively, can do 
positive harm in individual cases. 

The present act, as distinguished from the Emergency Price Control Act of 
1942, gives the court no discretion to award damages between single and treble; 
if the defendant proves tbat his violation was neither (1) willful, nor (2) due to 
failure to take practicable precautions against the occurrence of the violation, 
the damages are limited to the amount of the overcharge. 

“Practicable precautions’? have been held to require a very high standard of 
care and efficiency;' legitimate controversies as to the meaning of the statute or 
regulation have been all but foreclosed by administrative interpretation;? and 
persistent maintenance of such a controversy has been held to constitute not o nly 
a failure to take practicable precautions, but willfullness.* Reliance in fact upon 
oral advice of administrative agents is no defense,‘ and, in view of the presumed 
availability of written interpretations, failure to apply for such an interpretat on 
is said to be a failure to take practicable precautions. 


1 Bowles v. McDonald, U. S. District Court, Northern District of California, No. 27746 (August 23, 1944 
in which the court instructed the jury that practicable precautions meant “* * * those precautions 
that would be adopted and safeguards that would be maintained by a reasonably prudent businessman 
under the circumstances * * * and that “‘* * * the greater the danger, the more the precautions 
which reesonable care requires to meet that danger * * *” and see Hecht v. Bowles, 321 U.S. 321, 64 
S. Ct. 587. 

2 Bowles v. Seminole Rock and Sand Company, 325 U. 8. 410. 
3 Bowles v. Ammon, 61 Fed. Supp. 106. 
4 Porter v. Deer, 160 Fed. 2d 394. 
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When some or all of these elements are present, the case is obviously not the 
same as that of the bonus taker, yet each defendant, under existing law must be 
assessed the full penalty. 

The Congress should, we believe, readopt the provisions of the 1942 act, leaving 
the amount of the penalty to the court’s discretion. 


CONCLUSION 


For the reasons heretofore set forth the Apartment, Hotel and Motel Associa- 
tion of California requests the Congress to take the following steps: 

1. Pass no legislation which will automatically recontrol rentals in areas which 
have been decontrolled by action of their governing bodies, but permit recontrol of 
those areas only when and until (a) an actual housing shortage exists in each such 
area, and (b) the dollar income of the rental industry (compared to 1939 rent 
levels) reach the level of the June 1950 Consumers’ Price Index. 

2. Permit similar equitable adjustments in controlled areas. 

3. Enact fair and equitable eviction provisions in accordance with the views 
expressed herein. 

4, Give to the courts wider discretionary powers in awarding damages in certain 
classes of cases. 

For the association: 

Herspert H. Bent, General Counsel, 
Austin Cuapp, Assistant General Counsel. 


APPENDIX 


SuGcGEsteD Provistons RELATING TO RECONTROL 
Section 2 

In any defense-rental area, or in any portion thereof, which was decontrolled 
after June 30, 1947, no maximum rents under this act shall be imposed on any 
housing accommodations therein, until or unless the Administrator of this act finds 
both that (a) the average vacancy rate for all classes of housing accommodations 
in such area, or portion thereof is less than 2 percent, and (b) that the ratio of the 
general level of rents for all classes of housing accommodations in such area or 
portion thereof compared to the general level of rents in such area or portion thereof 
as of September 1939, is equal to or in excess of the price index. ‘The price index 
shall be computed during the month immediately preceding the reimposition of 
maximum rents, and shall be recomputed yearly, thereafter. 

Section 3 

(a) In any defense-rental area, or in any portion thereof, in which maximum 
rents may be reimposed under the provisions of and in accordance with the 
standards set forth in section 2, the maximum rent for housing accommodations 
in such area or in such portion of such area which were rented on February 15, 
1951, shall be not less than an amount calculated by multiplying the adjusted 
base rent for such housing accommodations by the price index as determined 
from time to time. For housing accommodations in such area or portion thereof 
which were not rented on February 15, 1951, the maximum rent shall be an amount 
equal to the maximum rent under this act for comparable housing accommodations 
in the defense-rental area which were rented on that date. 

(b) The Administrator may adjust maximum rents determined under para- 
graph (a) of this section to reflect any changes in services, furnishings or facilities 
provided with the housing accommodations on February 15, 1951, or on the date 
the accommodations were first rented after that date, or to reflect the cost of any 
capital improvements occurring after either of those dates; the amount of such 
adjustment shall reflect the cost of such services, furnishings, facilities, or capital 
improvements as of February 15, 1951, and all increases or decreases in maximum 
rents under this paragraph shall be retroactive to the date on which such changes 
took place. 

DEFINITIONS 
Section 4 

As used in this title— 

(a) The term “adjusted base rent’? means the rent in effect for any housing 
accommodations on February 15, 1951, divided by the ratio of the general level 
of rents in the defense-rental area on February 15, 1951, as determined by the 
Bureau of Labor Statistics, United States Department of Labor (or it not deter- 
mined on that date by the Bureau for that area, as determined by the Bureau for 
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the nearest area, geographically, having substantially the same economic charac. 
teristics) to the general level of rents for the same area during September 1()39, 

(b) The term “price index’’ means the ratio of the general level of prices for 
articles and services which landlords buy, including general living costs in the 
defense-rental area and all items which would be deductible for Federal income. 
tax purposes as depreciation of, or as expenses of operation of rental housing 
accommodations, to the general level of such costs and prices during 1939: Pro- 
vided, however, That for the year July 1, 1951, to and including June 30, 1952, thy 
‘“‘price index’”’ shall, for all purposes under this act, be deemed to be the same as tlic 
Consumers’ Price Index, for all items, of the Bureau of Labor Statisties, United 
States Department of Labor, determined as of June 15, 1950, for the area in which 
maximum rents are to be fixed (or if not determined on that date by the Bureau 
for that area, as determined by the Bureau for the nearest area, geographically, 
having substantially the same economic characteristics). 


(Whereupon, at 4:40 p. m., the committee recessed, to reconvene at 
10 a. m., Friday, June 8, 1951.) 





harac. 
> 1939. 
Ces for 
in the 
come. 
Ousing 
): Pro. 
92 the 
&s the 
Tnited 
Which 
ureau 
ically, 


he at 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


FRIDAY, JUNE 8, 1951 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable Brent Spence, 
chairman, presiding. 

Members present: Messrs. Spence, Brown, Patman, Rains, Multer, 
O’Brien, McKinnon, Bolling, Kluezynski, Wolcott, Talle, Cole, 
Nicholson, and Buffett. 

The CHarrMAN. The committee will be in order. 

This morning we have the House Small Business Committee before 
us, and I presume they will present witnesses as they desire, under 
the leadership of their distinguished chairman, and our colleague,. 
Mr. Wright Patman. 

You may proceed, Congressman. 


STATEMENT OF HON. WRIGHT PATMAN, CHAIRMAN, SELECT 
COMMITTEE ON SMALL BUSINESS 


Mr. Parman. Mr. Chairman, the Select Committee on Small 
Business welcomes the opportunity to appear before the Committee 
on Banking and Currency in behalf of an amendment to H. R. 3871 
for the establishment of a Small Defense Plants Corporation. 

The proposed amendment is generally similar to several bills (H. R. 
1600 and 1660) which have been introduced during the current session, 
but it differs from these bills in several particulars. I shall discuss 
these differences in a few minutes, but first I should like to discuss 
the amendment in general. 

In the House Committee on Small Business a number of the mem- 
bers have expressed themselves as being favorable to it and would 
like to be known as co-authors of the bill. In the Senate, Senator 
Sparkman, chairman of the Senate Small Business Committee, and 
also a member of the Senate Banking and Currency Committee, has 
introduced the same bill. 

Our staffs have been working together on the five amendments, to 
which the committees have agreed. 

So this bill has the approval of the Small Business Committee in 
the House, and the Small Business Committee in the Senate. 

In view of the fact that Senator Sparkman has honored us with 
his presence here this morning for a brief period of time, I would like 
to give him the privilege now of making a statement, and then I will 
continue and then ask Mr. Halleck, representing the minority, to 
be heard. 

2025 
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Senator Sparkman is a member of the Banking and Curren ley 
Committee, as I stated, of the Senate, and they are having an exec 
tive session for the first time this morning on the Defense Production 
Act, to write up the bill and therefore it is important that he get back 
over there as soon as possible. 

The CHarrmMan. Senator Sparkman has long been a distinguish “| 
Member of the House, and of this committee, and his reputation and 
influence have extended far beyond the confines of the Senate. \Ve 
are also glad to have your views, Senator. 


STATEMENT OF THE HONORABLE JOHN J. SPARKMAN, A SENATOR 
IN THE CONGRESS OF THE UNITED STATES FROM THE STATE 
OF ALABAMA 


Mr. Sparkman. Thank vou, Mr. Chairman. I appreciate the 
privilege of appearing before this committee and I assure you that 
my appearance is going to be very, very brief. 

‘It will not be my purpose to discuss the details of the bill. Mr. 
Patman, I suppose, in the latter part of his statement, will do that. 

I do want to say this, Mr. Chairman: That as Mr. Patman has 
stated, we introduced this bill in the last Copgress. It was then 
sponsored by the entire membership of the Senate Small Business 
Committee on the Senate side, and this year we reintroduced it again, 
with the entire membership of the Senate Small Business Committee 
sponsoring it. 

Just last week, I propesed it as an amendment to the Defense 
Production Act. 

I sent out, on Friday, I believe it was, a letter to each Member of 
the Senate, calling his attention to the fact that I did intend to pro- 
pose it as such an amendment, inviting cosponsorship of anybody 
who was interested in it, sending along a copy of it together with a 
statement, and without any particular effort; 50 Senators joined in 
sponsoring the amendment. 

Some of them were out of town, and during this week, since it has 
been pending, five additional Senators have ‘telephoned saying that 
had they been here they would have asked that their names go on it 
as sponsors, and that they would like to be considered as cosponsors 
of the amendment. 

This indicates the very fine support that we can expect in the 
Senate for something to help small business out of this dilemma in 
which it finds itself at the present time. 

1 don’t know how many Democrats and how many Republicans 
are on there. It comes as near being a bipartisan or nonpartisan or 
unpartisan—whatever the proper term is—measure that I have 
ever seen. 

I may say our Small Business Committee in the Senate has acted 
in a completely nonpartisan manner. 

One day we were having a meeting of the committee and something 
was said about the personnel and I told them I didn’t know who they 
were, whether they were Democrats or Republicans. The only thing 
I knew was that I had hired two girls from the Republican National 
Committee. 

We are a completely unpartisan committee and the supporters of 
this amendment are unpartisan, so far as this proposal is concerned. 
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We have gone into many of the problems of small business, as I 
know the Small Business Committee on the House side has done. In 
fact much of our work has been together, with the staff of the House 
committee and the Senate committee working very closely together 
at all times. 

We have had literally hundreds of small businesses appeal to us for 
help, in the field of scarce materials, in the matter of getting contracts, 
in the matter of getting subcontracts, in the matter of having some- 
thing that will keep them from going into bankruptcy. 

During the first 2 years of the last World War, approximately one 
out of every five small businesses in the United States had to close 
their doors. 

We finally, in 1942, I believe it was, got around to the establishment 
of a Smaller War Plants Corporation, in order to help small business 
and to prevent the catastrophe that was fast approaching and con- 
fronting small business in this country. 

What we hope to do now is to not wait until one out of every five 
have had to close their doors. I believe we have made some headway 
in keeping them alive, but that is all we have been able to do. By 
the hardest struggle we have been able pretty well to help small busi- 
ness to survive up to this point. 

But many of them are just grasping at the straw before they go 
down for the last time. We believe that this kind of a measure will 
do something for small business. 

Mr. Chairman, let me say this: I was attending a small business 
clinie not long ago, when one of the representatives of the Department 
of Defense made this statement: He said, 

We really want to help small business, but under the law as it is written, we 


have no way of showing preference for small business, simply because it happens 
to be small business. 


In brief, I think that is what this proposal is. And I don’t mean by 
that, any unfair treatment, but simply to recognize the difficulties 
with which small business is confronted, and to help it over it, or 
make it possible for it to lift itself over the barrier which lies before it. 

We have had many of these small businesses come before us and 
say that they saw no way of keeping their organization, keeping their 
doors open, keeping their plants in operation, keeping their people 
at work. We have tried to help them get defense contracts, and they 
run into the tendency toward negotiated contracts, they run into 
the difficulty of getting materials, they run into 101 difficulties. 

We need somebody, somewhere, in the Government, some agency, 
some group, which will be devoted exclusively to the cause of helping 
these small businesses to help themselves to stay alive. And I believe 
that is what this bill would do. 

It is patterned, as Mr. Patman has said, very largely after the 
Smaller War Plants Corporation of World War II. We have worked 
into it some amendments which I think represent improvements in 
that law, improvements which have been put in as a result of the 
experience in the operation of the Smaller War Plants Corporation 
and even now, as Mr. Patman has said, the staffs of the Senate Small 
Business Committee and the House Small Business Committee are 
constantly working to try to improve the measure. 
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Just yesterday I talked with a group of representatives of small 
business who were in here from different parts of the country 
there is a group here today, and there are groups here from time to 
time—making suggestions as to things which ought to be done. 

There has been, I think, a rather widespread acceptance of the 
idea that we are trying to put forward in this proposal. 

I believe it would be a good thing. I believe that it belongs, logic- 
ally, in the Defense Production Act. I am quite hopeful and optimis- 
tic as to our being able to have it added to the Senate bill, and | 
want to recommend and urge most strongly that the House give care- 
ful consideration to it, and I express the hope that you may be able 
to add it to your bill. 

The Cuarrman. Has the Senate Committee taken any action on 
your amendment? 

Mr. SparkMAN. No; because we are just starting in executive 
session today. In fact I am not certain, but my guess is that today’s 
executive session will be devoted very largely to the matter of pro- 
cedure, and that probably it will be some day next week before we 
actually start voting on amendments. 

But as I said a minute ago, we have 50 members of the Senate 
cosponsoring the amendment, and five others since that time have 
telephoned saying they would like to be considered cosponsors as well, 
which makes a total of 55 actual supporting it. 

I have several copies of the Senate amendment here with the names 
of the senators listed, except as to those last five, and I will be glad 
to leave them here on the table. 

The CHArRMAN. We are very glad to have vour views, Senator. 

Mr. Sparkman. Thank you very much, Mr. Chairman and gentle- 
men of the committee. 

Mr. Parman. Thank you very much, Senator. 
Mr. Chairman. 
The CuarrMan. Mr. Patman. 


STATEMENT OF HON. WRIGHT PATMAN—Resumed 


Mr. Parman. During the past few months, the Committee on Small 
Business of the House has conducted field hearings in 19 States, cover- 
ing virtually every major section of the Nation. More than 500 
small-business men have testified at these hearings. 

Last night, over WOL, I heard one small-business man from Athens, 
Tex., make a speech. He made a good speech. I think the inspira- 
tion for that speech came from an appearance he made before our com- 
mittee down at Dallas, Tex., and he made such a good appearance 
down there, and such a fine impression, that he decided to put it into 
a transcription and have it recorded by the radio here in Washington, 
the night before last and last night. 

We have a great many enthusiastic small-business men all over the 
Nation, who are anxious to see something done, because they know they 
will not last long unless something is done to give them a better break. 

We have heard from small manufacturers, distributors, and retailers. 
They have described their difficulties to us in specific, down-to-earth 
terms. The testimony of these witnesses presents a uniform pat- 
tern—a pattern of critical problems which are not being met by exist- 
ing agencies, and which will not be met until the Congress establishes 
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an agency specifically designed to give small business an even break 
during the mobilization period. 

The testimony of witnesses at the field hearings has been digested 
and classified and analyses have been made of the major problems 
presented at the hearings. I should like to present this material to 
the Banking and Currency as a part of this record. The scores of case 
histories which have been summarized provide abundant evidence of 
the need for a Small Defense Plants Corporation. 

The current problems of small business may be divided into several 
broad categories: 

1. Small business has been unable to obtain a fair share of defense 
contracts. This is a problem of business life or death to thousands of 
small manufacturing concerns which have been unable to obtain 
materials to continue in civilian production. Of course, the path of 
least resistance is that of loading defense contracts onto large cor- 
porations and allowing small business to fall by the wayside amidst 
desolation and ruin. 

This is the path which was followed in the early years of World War 
II, when 100 large corporations received 67 percent of the prime 
contracts. During this same period, one-sixth of the small businesses 
in the Nation closed their doors. 

This mistake must not be repeated. Our mobilization program 
must extend down into the small plants, since they are a major 
source of our productive strength. The proposed amendment would 
accomplish this by giving the Small Defense Plants Corporation 
authority to certify qualified small businesses for prime contracts. 
Procurement offices would be directed to accept this authorization as 
conclusive. This provision would give small businesses definite 
assurance of a fair share of prime contracts. If forced to do so the 
Corporation is empowered to take prime contracts and subdivide 
them among small manufacturers. 

2. Small business has been unable to obtain a fair share of scarce 
materials. Materials shortages fall more heavily upon the small 
concerns, which do not have diversified operations and which fre- 
quently lack the capital to convert to defense production. Suppliers 
often favor their own subsidiaries of affiliates at the manufacturing 
level, and the small plant is left out in the cold. 

The committee’s field hearings have demonstrated conclusively 
that the M orders of the National Production Authority have failed 
to allocate materials equitably. Small manufacturing concerns are 
not receiving a fair share of such basic materials as steel, copper, and 
aluminum for civilian production. 

At the same time as they are denied these materials by their usual 
suppliers, they see thriving gray and black markets, from which large 
quantities of scarce materials can be obtained at fantastic prices. 

The proposed amendment would assure a fair and equitable supply 
of searce materials for small business by making the Small Defense 
Plants Corporation a claimant agency for such materials. A per- 
centage of any materials or supplies which may be allocated under the 
act would be made available to the corporation for allocation among 
small business firms. 

This is a particularly important provision. Other segments of the 
economy have been represented by claimant agencies, but smail 
business has had no agency to fight for its rights in the scramble for 












2030 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 





scarce materials. The Office of Small Business of NPA has demon- 
strated its inability to perform this job, and small business has 
suffered as a result. 

3. Small business has been unable to obtain adequate financing. 
Small businesses seeking defense contracts have found themselves in 
a vicious circle—they ‘cannot obtain a contract without adequate 
financing, and they cannot obtain financing without a contract. 
Many small firms lack funds for conversion of their facilities to defense 
work. At the same time as the machines of these small firms have 
been lying idle, large corporations have been expanding their facilities. 

The Small Defense Plants Corporation would have the authority to 
recommend small-business loans to the Reconstruction Finance 
Corporation, an existing agency, to enable small firms to expand or 
convert their plants, to engage in developmental and experimental 
work to improve their products, and to obtain adequate working 
capital. The Reconstruction Finance Corporation would be author- 
ized to make such loans up to a maximum of $100,000,000. In 
addition, the Corporation could use its own small revolving fund to 
buy or lease facilities or equipment and in turn sell or lease them to 
small businesses, when such a course is necessary to facilitate produc- 
tion of a given commodity. 

4. Small business has encountered special difficulties in complying 
with price and wage ceilings and credit controls. Small firms do not 
have the facilities to interpret complicated regulations or to prepare 
complicated price charts. They are particularly subject to pirating 
of workers by large firms which have higher wage scales. Credit 
controls have caused a serious decrease in the business of small retailers. 

The Small Defense Plants Corporation would be empowered to 
make studies of the effect of price, credit, and other controls and to 
make recommendations to the appropriate Federal agencies whenever 
it finds that such controls discriminate against or impose undue hard- 
ship upon small business. This provision is particularly important 
for small retail firms. 

There are the major areas in which the Small Defense Plants 
Corporation would operate. The amendment has been designed to 
meet all of the principal difficulties which now face small businesses. 

As I stated earlier, the present amendment differs in several respects 
from the original bills (H. R. 1600) which have been introduced to 
establish a Small Defense Plants Corporation. The principal changes 
are as follows: 

1. Section 701 (a) (3): The amendment provides that the Corpora- 
tion be administered by an administrator, rather than a five-member 
board. This change was made in the interest of administrative 

simplicity. 

The amendments that I am reading to you are now contained in 
the Senate bill, which has been enforced by 55 members of the Senate. 

2. Section 701 (a) (2): The Corporation is provided with a revolving 
fund, in the amount of $50,000,000. This fund would be used to 
lease or buy land, plants, or equipment for small businesses, and also 
in connection with the taking over of a prime contract by the Cor- 
poration, as provided in other paragraphs of the amendment. 

3. Section 701 (b) (F): The Corporation is authorized to supply 
technical and managerial aids to small businesses. This was not 
included in the original bill. 
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4. Section 701 (f) (1): A provision has been added to the effect 
that when inventory of small business is made, the appropriate 
agencies in the several States shall be requested to furnish an inventory 
of the productive facilities of small business concerns in each respective 
State if such an inventory is available or in prospect. This addition 
was made at the request of the Association of State Planning and 
Development Agencies, representing officials of 40 States. 

5. Section 701 (g) (3): The Corporation is made a claimant agency 
for materials allocated by the Government. 

6. Section 701 (g) (4): Provision is made to enable newcomers in the 
manufacturing field to obtain a fair and reasonable share of materials 
for authorized production. 

7. Section 701 (f) (10): The Corporation is empowered to make 
studies of price, credit, and other controls under the defense program 
and to make appropriate recommendations to Federal agencies when 
it finds such controls discriminating against or imposing undue hard- 
ships upon small businesses. 

8. Section 701 (j): The lending powers are lodged in the Recon- 
struction Finance Corporation and the Small Defense Plants Corpora- 
tion is empowered to recommend small-business loans to the RFC. 
The RFC will make such loans up to a maximum of $100,000,000. As 
originally introduced, the bills would have given the Small Defense 
Plants Corporation direct lending authority and would have estab- 
lished a loan fund of $500,000,000. 

These changes have been carefully worked out as a result of testi- 
mony gathered in the committee’s field hearings. They have the 
effect of strengthening the original bill. For example, we determined 
in the field hearings that small business was in desperate need of 
assistance in obtaining scarce materials. The provision making the 
Small Defense Plants Corporation a claimant agency was added as a 
result. 

Mr. Chairman, I know that the members of the House Committee 
on Banking and Currency are sincerely interested in giving small 
business full and fair opportunity to participate in the defense pro- 
gram. ‘The survival of small business is essential to the survival of 
the Nation’s community life and democratic traditions. The 4,000,- 
000 small businesses of the Nation and their millions of employees are 
appealing for fair consideration. They are not asking for special 
favors—all they want is an equal opportunity to survive in this difficult 
period of national emergency. Given that opportunity, they have 
the strength and ability to make their own way. 

This amendment has strong bipartisan support. The House Small 
Business Committee is united behind it, and we have received expres- 
sions of support from many other Members of the House. In the 
Senate, a total of 57 distinguished Senators are sponsoring an identical 
amendment. 

We are confident that when this amendment reaches the floor of the 
House, it will be approved by an overwhelming majority of the Mem- 
bers on both sides of the aisle. The House Small Business Committee 
most sincerely and respectfully urges that the amendment be added to 
H. R. 3871 so that the House may work its will upon it. Favorable 
action will clear the way for a small-business program which will sus- 
tain the life and vigor of the entire economy. 
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And as Senator Sparkman said about his committee, our committee 
is also a nonpartisan committee. 

Over 11 years ago, to tell you the truth about it, Mr. Halleck, an 
outstanding member of the now minority in the House, was having 
hearings for small-business concerns, and they were so popular, and 
he was doing so much good that many of us decided we would make it 
a standing committee, and a resolution was introduced to create a 
small-business committee in the House, so that that committee could 
go all over the country to hear people who couldn’t come to Washing- 
ton, and permit them to tell Congress about their complaints, and 
their problems. 

And that committee was approved by the Congress 1 week before 
Peral Harbor and has been functioning ever since. 

Mr. Halleck and I have been working mighty well on that com- 
mittee ever since. We have gotten along perfectly. There has never 
been a partisan problem before the committee. We work solely in the 
interest of the cause that we represent. 

Now, Mr. Chairman, with your permission, I would like to ask 
Mr. Halleck to make a statement concerning this amendment. 

The CuatrMan. Mr. Halleck, we are very happy to hear from you, 


STATEMENT OF HON. CHARLES A. HALLECK, INDIANA 


Mr. Hatuecx. Mr. Chairman, and members of the Committee on 
Banking and Currency, I am happy to be here. I would like to thank 
Mr. Patman, first of all, for those very generous things which he said 
about my long-time interest in the problems of small business. 

As he said, it is a matter of record that when the committee was 
first organized, just before Pearl Harbor, I became the ranking 
Republican member of the committee under the very able chairman- 
ship of the gentleman from Texas, Mr. Patman, and I continued in 
that position until, once upon a time, my party came to be the majority 
party, and then becoming the majority leader I had to give up my 
place on the Small Business Committee. 

But when, unfortunately, the people got kind of confused and put 
us back in the minority, one of the good things that came from that 
was that I was privileged to go back on the Small Business Committee 
and may I say that, while my service in the Congress has not been too 
long, and while the breadth of my opportunities here has not been 
like that of some, I think that my service on the Small Business 
Committee has been one of the most satisfactory that I have had an 
opportunity to experience. 

What Mr. Patman said about the unpartisan or nonpartisan ap- 
proach is correct, and in my opinion that is as it should be. As a 
matter of fact, I appear here, Mr. Chairman, and members of the 
committee, not only for myself, but for my Republican colleagues on 
the committee, Mr. Hill of Colorado, Mr. Riehlman of New York, 
Mr. Curtis of Missouri, and Mr. Seely-Brown of Connecticut, who 
want me to speak for them on this very important matter. 

Some question was raised as to the length of tume that this measure 
had been here. Of course, we all understand, your committee has 
been busily engaged with many matters. May I say, however, thai 
as far as our committee on small business is concerned, it has been no 
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lack of enthusiasm for the measure, but rather, I take it, a recognition 
that we would have to come along in our time to make our presentation. 

I have a statement that I think, if I follow it, it will better state my 
views and save your time, because I know you are very busy. 

Today in this country we are faced with an ominous situation. 
While the Nation is striving for maximum production to meet the 
demands of our commitments in Korea, to achieve our goals in 
rearmament which will enable us to contend successfully with a far 
greater potential enemy on the military front and to preserve to the 
greatest possible extent our standards of living on the civilian front, 
we are at the same time witnessing the slow “death of thousands of 
instruments by which this maximum 1 production may be obtained, and 
I refer to the small-business enterprises of America. 

[ have been an unhappy witness to this process. I have sat in 
numerous sessions held by the House Select Committee on Small 
Business, and I have heard direct testimony from the operators of 
these small-business firms, testimony substantiating the tragic fact 
that unless positive and vigorous steps are taken, and taken soon too 
many of these vital units of our economic system will have shriveled 
and died. 

They will have atrophied beyond restoration and regardless of how 
badly we may find ourselves needing their services in the future, those 
services will be nonexistent. 

It seems to me that we must consider there three essential things: 
First, is small business important to the Nation? Second, is small 
business in peril? Third, what can we do to save small business? 

To me, the answer to the first question is obvious. ‘There can be no 
doubt in the mind of any thinking person that the vast area comprising 
some 4 million small-business enterprises is not only important to the 
Nation, but it is a vital, integral part of our economic unity. 

It constitutes the yarn and the wool of our whole production fabric. 
Without small business America would be a gigantic skeleton, a great 
industrial framework lacking the blood, flesh, and nerves. 

In my own district, for instance, the Second District of Indiana, is a 
community in which virtually every citizen working in industry 
depends for his livelihood on small enterprise, and my district, I am 
sure, is not unique in that respect. 

From border to border in America, the story is the same. Great 
segments of our population look to small-business operations for their 
daily bread. 

Less I belabor this point unnecessarily, let’s consider the second 
question: Is small business in peril? 

Here again, each of you gentlemen, I am certain, has experienced in 
some degree what I have experienced: Entreaties from small operators 
for aid in obtaining either defense contracts or subcontracts, or failing 
in that, pleading that they be allowed materials to continue to some 
degree their civilian pursuits. 

If there should be any doubt in the minds of any member of the 
Committee on Banking and Currency, that this grave situation does 
exist, [ recommend only that you examine the documented evidence 
which the House Select Committee on Small Business is placing on 
record for your inspection. Reference was made to that by the chair- 
man, Mr. Patman. 
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It tells the story eloquently in detail. It is first-hand testimony 
from the small operators themselves. And may I say here and now 
that the great majority, the preponderant majority of the men who 
have attended our hearings over the country, didn’t come before us 
asking for hand-outs. They are not seeking crutches on which to 
lean. These are self-reliant, resourceful American businessmen who 
had come before our committee only after having exhausted every 
avenue in their search for ways and means to keep their people em- 
ployed during the critical period in which we find ourselves. 

These people came before us asking only that they be given an equal 
break in the game of competitive American enterprise. Denied that 
even break, they are suffering slow death. 

It is our solemn obligation, so it seems to me, to do everything in 
our power to preserve the tremendous vitality which these small- 
business men represent. 

I do not know in what other way we can hope to achieve the increase 
in production which Defense Mobilization Director Wilson insists we 
must have during the months that lie ahead. Let me be understood. 
America is fortunate in the great productive power it possesses by 
virtue of our large corporations and enterprises. I do not mean to 
minimize in any measure the importance of their contribution to our 
current effort. 

But in our admiration for these towering giants, we must not neglect 
the smaller trees of our great industrial forest. In this great battle 
we must realize now that the American competitive system can success- 
fully meet and overcome the challenge of the slave nations, only if 
we out-produce them in goods designed not only for the battlefront, 
but in goods designed and destined for the home front as well. 

We must realize, and now, that superior productive achievements in 
the field of rearmaments are only half the battle. While doing this, 
we must make sure that we are not defeated by the enemy of inflation, 
of high prices, a cheapening dollar, and the social upheavals that would 
surely follow the destruction of any segment of our small-business 
enterprise. 

We must realize, and now, that dislocations in our civilian economy, 
once started, will spread, and such dislocations can be a deadly de- 
terrent to our efforts in the field of defense production. 

To the extent that we are able, we must guard against the destruc- 
tion of this great economy, represented by small business. To do 
otherwise might well be fatal to our over-all effort. 

Now, how can this be accomplished? How can we give a maximum 
of help consistent with the defense program to these small operators? 
In my opinion, I think the answer to a considerable degree lies in the 
vehicle represented by the legislation which we are presenting for 
your consideration here today. 

And in presenting that, as far as I am concerned, I assume that 
there is going to be some extension of NPA—and if there is, and we 
have provisions for allocations and priorities and all of the other 
things, the controls, restrictions, and so forth, then certainly, this 
proposal that we urge here ought to become a part and parcel of it. 

My experience on the Small Business Committee during World 
War II convinced me that great good could be accomplished through 

such an instrument as we then had, the Smaller War Plants Corpora- 
tion, or the corporation as here proposed. 
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I realize, of course, that the various administrative agencies have 
set up small-business divisions. Now, without impugning the integ- 
rity, the efficiency, and the desire of these units to be of help, it is my 
opinion, that they are, in very considerable measure, swallowed up 
in the bigger organization of which they are a part. 

I do not believe that they are adequate to do the tremendous job 
that needs to be done in this area. As an example, may I point out 
that it is impossible for any one agency, as now constituted, to catalog 
the manifold facilities which are at our disposal in the various States? 
And the startling fact is, that as of now, we do not even know the 
extent of these facilities. Each of these small-business agencies, also, 
is attempting to operate in its own sphere, within a limited authority, 
and, therefore, with a corresponding limited view of the whole problem. 

This critical situation needs integration. It needs facility of opera- 
tion. It needs clear-cut authority of operation, and it needs single- 
ness of purpose and responsibility. 

The legislation which we are here offering for your consideration is, 
as I see it, designed to fulfill these needs. It provides for the creation 
of an independent corporation, charged with the over-all responsibility 
of utilizing to the fullest possible extent this vast and complex area of 
productive enterprise. 

Only if we do this will the great economic strength of American be 
fully realized. Only if we do this will we accomplish the dual task 
of preparing our Nation to meet aggression from beyond our shores, 
while safeguarding our social and economic structure at home. 

Now, gentlemen of the committee, in conclusion, the chairman, Mr. 
Patman, spoke of certain amendments that have been suggested since 
this bill was first introduced and submitted to your committee. 

Did you refer, Mr. Patman, to the last suggested amendment, that 
came about as a result of a hearing we held yesterday? 

Mr. Parman. About materials controls? 

Mr. Hauuieck. No, yesterday we had before the committee a sub- 
committee of the heads of the State Planning Boards, charged specifi- 
cally with protecting and promoting the interests of small business. 
There were some seven or eight in the group, from all over the country. 

One thing that they suggested, and I find myself in agreement with 
it, was this: That in this making of the inventory of small-business 
facilities that are available, that many of those inventories have been 
made by the State authorities, and hence there would be no reason to 
duplicate that effort by any Federal action. 

Mr. Parman. Yes, it is in there. 

Mr. Hauueck. So an amendment has been suggested that would 
require that the Federal agency, the corporation, utilize those inven- 
tories that have been made in the States where they have been made, 
and to my mind that is reasonable and sensible. 

I think probably this other suggestion of theirs is not in the nature 
of an amendment at this time, but I just want to throw it in here, 
because they urged it very strongly. 

They were of the opinion that some sort of an independent com- 
petent authority might well inquire into the elements of these great, 
basic contracts that are let, to determine what percentage of those 
contracts, or what proportion of them, might reasonably be expected 
to be sublet to subcontractors, and then, having made that deter- 
mination, wither by direct or indirect means—and they seem to 
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prefer some more or less direct means—see to it that once the prime 
contracts are let, that there be a subcontracting to subcontractors 
who would be in the small-business field, and who could demonstrate 
their ability to do the job. 

Finally—of course, this is a matter for the Banking and Currency 
Committee, as you are the legislative committee—I am sure that 
Wright and I would agree, and all the members of our committee 
would agree, that we recognize that the final responsibility, so far as 
the legislation, and reporting it to the floor, is concerned, is yours. 

The fact that these amendments are coming along indicates that 
thought is being given to this whole proposition. No one is under- 
taking to shut any door, and certainly we wouldn’t undertake to 
shut the door on you people, with respect.to the exercise of your 
final discretion. 

But on this we are agreed: that small business should be preserved, 
not just because you want to help smail business, but because it is 
good for the country. 

Secondly, the small business is in danger, and thirdly, that this 
approach, we insist, represents a sound, practical basis upon which 
to bring about some real support and protection for, and help for, 
legitimate small business. 

I thank you very much. 

Mr. Brown. I think you have made an excellent statement. 

Mr. Patman, to help the committee, I wish you would state just 
how far Mr. Wilson has gone in trying to help small business. 

Mr. Parman. They have gone as far as they can without a law, 
Mr. Brown. They cannot be effective without a law to implement 
their regulations. They do not have such a law now. 

Mr. Ratns. May I interrupt you a minute? I want to say to 
Charlie Halleck I have heard a lot of statements on small business, but 
that is the best I have ever listened to. You are to be commended 
for it. 

Mr. Hatieck. Thank you, Mr. Rains. 

Mr. Rarns. I am sorry, Mr. Patman. 


STATEMENT OF HON. WRIGHT PATMAN—Resumed 


Mr. Parman. That is quite all right. 

And remember, at the beginning of World War II, we passed what 
was known as the Smaller War Plants Corporation Act. Then it was 
put under Mr. Donald Nelson, of the War Production Board. Mr. 
Wilson was the assistant. They tried to do something for small busi- 
ness, but the law wasn’t broad enough. They couldn’t do anything. 
They could just issue regulations, and they didn’t mean anything. 

But finally we passed an amendment to that law, setting it off by 
itself, independently, and giving the corporation the authority to 
take prime contracts, and then allocate those prime contracts to the 
little fellows all over the country that they knew were all right, and 
that way the little fellows got part of the velvet, they got part of the 
real profit, and it worked out fine. It worked out satisfactorily. 

We are trying, Mr. Brown, to draw upon the experience of the 
past—and we did have a lot of experience in World War I1—and im- 
prove upon that experience, and without jeopardizing or interfering 









rime 
tors 
rate 


Ney 
that 
ttee 
r as 
8. 

hat 
ler- 
10 
our 


ed. 
t is 


his 


ich 
or, 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2037 





with the genuine defense effort in any respect, we are trying to help 
the smaller concerns of the country, and we believe this bill will do it. 

And the fact that it has the unanimous approval of the Small Busi- 

ness Committees on both sides of the Congress, I believe is evidence 
that they believe it will do the job. 
' Mr. Rarns. Mr. Patman, the present situation seems to be, with 
- reference to prime contractors, that they just keep it in the family. 
In other words, a contract is let to a big business concern, and the 
small business people I know have never been able, for instance, to 
even get information as to subcontracts that could or would be let. 
Instead they are merely passed on to Joe Doaks, who is a personal 
friend, and on down the line. 

Isn’t that the way it is operating now? 

\ir. Parman. Yes, sir; and there is something a little bit worse 
than that. They are not only giving it to their friends, that they 
have had in the past and have dealt with—and you can hardly blame 
them for that, because you know the experience they have with 
people teaches them they should deal with them in the future because 
relationships have been satisfactory in the past—but the bad part 
about it is that the veterans of World War II, who went out into busi- 
nesses of their own, and who have been successful, when a prime con- 
tract is let to a big concern they seek an opportunity to get a sub- 
contract, and they are told, ““No; we can’t deal with you. We are 
satisfied with the people we have always dealt with.”’ 

And the fact that they are new concerns, and that they were vet- 
erans of World War II, doesn’t appeal to them at all. They are 
excluded because they are not in the same family circle. 

It is perfectly natural thing, and this law is intended to partially 
correct that. 

Mr. Chairman, I would like the opportunity, without going over 
it—I wish I had the time to read it because you would find it inter- 
esting, and I know it is a constructive presentation of what this 
committee found over the entire Nation—lI will ask consent to file 
this material in the record. It is somewhat voluminous, but I assure 
you it makes a point and has been condensed just as much as possible. 

The CuarrmMan. That may be done. 

(The information referred to is as follows:) 
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Mr. Chairman, following the statements of the other members of the House 
Small Business Committee who are here to speak to you today, I request permis- 
sion to include as part of the record the proposed amendment to the bill, H. R. 
3871, creating a Small Defense Plants Corporation, I also desire to offer for the 
record an analysis of the need for this legislation and abstracts of testimony from 
23 field hearings held by the House Small Business Committee in 23 cities and 
19 States, and certain comment thereon. The subject of these hearings was: 
Problems of Small Business Related to the National Emergency. 

The transeript of the record of these hearings numbers more than 6,000 pages. 
The subject matter includes pertinent testimony on Government procurement, 
scaree materials, financing, credit control, and price and wage controls. The 
abstracts of testimony included as a part of my presentation fully demonstrate 
the acute situation with which small business everywhere is confronted. I com- 
mend to the membership of this committee a eareful examination of these ab- 
stracts. They are convincing and the committee believes they cannot be refuted. 

The time for action is now if the last frontier of our competitive economy is to 
preserved for the generations to follow. 


83473—51—pt. 3———40 
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AMENDMENT Intended to be proposed as an amendment to the bill (H. R. 3871) 
to amend the Defense Production Act of 1950, and for other purposes, viz; on 
page 41, between lines 9 and 10, insert the following new section: 


a 

Sec. 109. Section 701 of the Defense Production Act of 1950 is amended to read 
as follows: 

“Sec. 701. (a) (1) It is the sense of the Congress that small business concerns 
be encouraged to make the greatest possible contribution toward achieving the 
objectives of this Act. In order to carry out this policy there is hereby created 
body corporate under the name ‘Small Defense Plants Corporation’ Aumaima ter 
referred to as the Corporation), which Corporation shall be under the genera! 
direction and supervision of the President. The principal office of the Corporation 
shall be located in the District of Columbia, but the Corporation may establish 
such branch offices in other places in the United States as may be determined 
by the Administrator of the Corporation. 

(2) The Corporation is authorized to obtain money from the Treasury of the 
United States, for use in the performance of the powers and duties granted to or 
imposed upon it by law, not to exceed a total of $50,000,000, outstanding at any 
one time. For this purpose appropriations not to exceed $50,000,000 are hereby 
authorized to be made to a revolving fund in the Treasury. Advances shall be 
made to the Corporation from the revolving fund when requested by the Cor- 
poration. 

(3) The management of the Corporation shall be vested in an Administrator 
who shall be appointed by the President, by and with the advice and consent of 
the Senate, and who shall be a person of outstanding qualifications known to be 
familiar and sympathetic with small-business needs and problems. The Admin- 
istrator shall receive compensation at the rate of $17,500 per annum. The Admin- 
istrator shall not engage in any other business, vocation, or employment than that 
of serving as Administrator. The Administrator is authorized to appoint two 
Deputy Administrators to assist in the execution of the functions vested in the 
Corporation. Deputy Administrators shall be paid at the rate of $15,000 per 
annum. 

“(4) The Corporation shall not have succession, beyond June 30, 1953, except 
for purposes of liquidation, unless its life is extended beyond such date pursuant to 
an Act of Congress. It shall have power to adopt, alter, and use a corporate seal, 
which shall be judicially noticed; to make contracts; to lease such real estate as 
may be necessary for the transaction of its business; to sue and be sued, to com- 
plain and to defend, in any court of competent jurisdiction, State or Federal; to 
select and employ such officers, employees, attorneys, and agents as shall be 
necessary for the transaction of business of the Corporation; to define their author- 
ity and duties, require bonds of them, and fix the penalties thereof; and to pre- 
scribe, amend, and repeal, by its Administrator, bylaws, rules, and regulations 
governing the manner in which its general business may be conducted and the 
powers granted to it by law may be exercised and enjoyed. The Administrator 
shali determine and prescribe the manner in which the Corporation’s obligations 
shall be incurred and its expenses allowed and paid. The Corporation shall be 
entitled to the free use of the United States mails in the same manner as the 
executive departments of the Government. The Corporation, with the consent of 
any board, commission, independent establishment, or executive department of 
the Government, may avail itself of the use of information, services, facilities, 
including any field service thereof, officers, and employees thereof in carrying out 
the provisions of this Act. 

“(5) All moneys of the Corporation not otherwise employed may be deposited 
with the Treasurer of the United States subject to check by authority of the Cor- 
poration or in any Federal Reserve bank. The Federal Reserve banks are author- 
ized and directed to act as depositaries, custodians, and fiscal agents for the Cor- 
poration in the general performance of its powers conferred by this Act. All 
insured banks, when designated by the Secretary of the Treasury, shall act as 
depositaries, custodians, and financial agents for the Corporation. 

““(b) (1) The Corporation is empowered— 

(A) to recommend to the Reconstruction Finance Corporation loans or 
advances, on such terms and conditions and with such maturities as it may 
determine, to enable small-business concerns to finance plant construction, 
conversion, or expansion, including the acquisition of land; or finance the 
acquisition of equipment, facilities, machinery, supplies or materials; or 
to finance research, development, and experimental work or new or improved 
products or processes; or to supply such concerns with capital to be used in 
the manufacture of articles, equipment, supplies, or materials for defense or 
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essential civilian purposes; or to establish and operate technical laboratories 
to serve small-business concerns; such loans or advances to be made or effected 
either directly by the Reconstruction Finance Corporation or in cooperation 
with banks or other lending institutions through agreements to participate 
or by the purchase of participations, or otherwise; 

‘*(B) to purchase or lease such land, to purchase, lease, build, or expand 
such plants, and to purchase or produce such equipment, facilities, machinery, 
materials, or supplies, as may be needed to enable the Corporation to provide 
small-business concerns with such land, plants, equipment, facilities, ma- 
chinery, materials, or supplies as such concerns may require to engage in the 
production of such articles, equipment, supplies, or materials; 

““(C) to lease, sell, or otherwise dispose of to any small-business concern 
any such land, plants, equipment, facilities, machinery, materials, or supplies; 

‘““(D) to enter into contracts with the United States Government and any 
department, agency, or officer thereof having procurement powers obligating 
the Corporation to furnish articles, equipment, supplies, or materials to the 
Government; 

“(E) to arrange for the performance of such contracts by letting sub- 
contracts to small-business concerns or others for the manufacture, supply, or 
assembly of such articles, equipment, supplies, or materials, or parts thereof, 
or servicing or processing in connection therewith, or such management 
services as may be necessary to enable the Corporation to perform such 
contracts; and 

“(F) to provide technical and managerial aids to small-business concerns 
conducting and stimulating technical research, by maintaining a clearing- 
house for technical information, by cooperating with other Government 
agencies, by disseminating information, and by such other activities as are 
deemed appropriate by the Corporation. 

(2) In any case in which the Corporation certifies to any officer of the Gov- 
ernment having procurement powers that the Corporation is competent to perform 
any specific Government procurement contract to be let by any such officer, such 
officer shall be required to let such procurement contract to the Corporation upon 
such terms and conditions as may be specified by the Corporation. Such sub- 
contracts may be let upon such terms and conditions as the Corporation may deem 
appropriate in accordance with such regulations as may be prescribed under 
section 201 of the First War Powers Act, 1941, as amended. 

“(e) (1) Whoever makes any statement knowing it to be false, or whoever 
willfully overvalues any security, for the purpose of obtaining for himself or for 
any applicant any loan, or extension thereof by renewal, deferment of action, or 
otherwise, or the acceptance, release, or substitution of security therefor, or for 
the purpose of influencing in any way the action of the Corporation, or for the 
purpose of obtaining money, property, or anything of value, under this title, 
shall be punished by a fine of not more than $5,000 or by imprisonment for not 
more than 2 years, or both. 

(2) Whoever, being connected in any capacity with the Corporation, (1) em- 
bezzles, abstracts, purloins, or willfully misapplies any moneys, funds, securities, 
or other things of value, whether belonging to it or pledged or otherwise entrusted 
to it, or (2) with intent to defraud the Corporation or any other body politie or 
corporate, or any individual, or to deceive any officer, auditor, or examiner of the 
Corporation, makes any false entry in any book, report, or statement of or to the 
Corporation, or, without being duly authorized, draws any order or issues, puts 
forth, or assigns any note, debenture, bond, or other obligation, or draft, bill of 
exchange, mortgage, judgment, or decree thereof, or (3) with intent to defraud 
participates, shares, receives directly or indirectly any money, profit, property, 
or benefit through any transaction, loan, commission, contract, or any other act 
of the Corporation, or (4) gives any unauthorized information concerning any 
future action or plan of the Corporation which might affect the value of securities, 
or, having such knowledge, invests or speculates, directly or indirectly, in the 
securities or property of any company or corporation receiving loans or other 
assistance from the Corporation, shall be punished by a fine of not more than 
$10,000 or by imprisonment for not more than 5 years, or both. 

“(d) Whenever the Corporation has completed any transaction under clause 
(B), or (C) of subsection (b) (1) of this section, it may transfer the plant, equip- 
ment, facilities, machinery, materials, supplies, leases, or other property resulting 
from such transaction to the Reconstruction Finance Corporation, and the 

teconstruction Finance Corporation shall service and administer such property, as 
the agent of the Corporation, remitting to it any interest, principal, or other 
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proceeds or collections, after deducting actual expense of service and adminis. 
tration. 

**(e) (1) It shall be the duty of the Corporation, and it is hereby empowered, to 
coordinate and to determine the means by which the productive capacity o/ 
small-business concerns can be most effectively utilized for national defense and 
essential civilian production. 

(2) It shall be the duty of the Corporation, and it is hereby empowered, 1. 
consult and cooperate with appropriate governmental agencies in the issuance of 
all orders limiting production by business enterprises, in order that small-business 
concerns will be most effectively utilized in the production of articles, equipment, 
supplies, and materials for national defense and essential civilian purposes.: 

““(3) All governmental agencies are required, before issuing orders limiting 
production by or granting priorities to business enterprises, to consult and cooper- 
ate with the Corp>ration in order that small-business concerns will be most. effec- 
tively utilized in the production of articles, equipment, supplies, and materials for 
national defense and essential! civilian purposes. 

“(f) The Corporation shall have power, and it is hereby directed, whenever it 
determines such action is necessaryv— 

“(1) to make a complete inventory of all productive facilities of small- 
business concerns which can be used for defense and essential civilian pro- 
duction or to arrange for such inventory to be made by any other govern- 
mental agency which has the facilities; in making any such inventory the 
appropriate agencies in the several States shall be requested to furnish a: 
inventory of the productive facilities of small-business concerns in each 
respective State, if such an inventory is available or in prospect. 

(2) to consult and cooperate with officers of the Government having 
procurement powers, in order to utilize the potential productive capacity of 
plants operated by small-business concerns; 

‘“*(3) to obtain detailed information as to the methods and terms which 
Government prime contractors utilize in letting subcontracts and to take 
action to insure the letting of subcontracts by prime contractors to small- 
business concerns at prices and on conditions and terms which are fair and 
equitable; 

““(4) to take such action in the letting of Government procurement con- 
tracts as is necessary to provide small-business concerns with an adequate 
incentive to engage in defense and essential civilian production and to 
facilitate the conversion and the equipping of plants of small-business con- 
cerns for such production; 

(5) to certify to the Reconstruction Finance Corporation, or any of its 
subsidiaries, the amount of funds required to canvert to defense production 
any plant of a small-business concern interested in obtaining from the 
teconstruction Finance Corporation, or any of its subsidiaries, the funds 
necessary to provide for such conversion; 

(6) to determine within any industry the concerns, firms, persons, cor- 
porations, partnerships, cooperatives, or other business enterprises, which 
are to be designated ‘small-business concerns’ for the purpose of effectuating 
the provisions of this title; 

“(7) to certify to Government procurement officers with respect to the 
competency, as to capacity and credit, of any small-business concern or group 
of such eoncerns to perform a specific Government procurement contract; 

“(8) to obtain from any Federal department, establishment, or agency 
engaged in defense procurement or in the financing of defense procurement or 
production such reports concerning the letting of contracts and subcontracts 
and making of loans to business concerns as it may deem pertinent in carrying 
out its funetions under this Act: 

(9) to obtain from suppliers of materials information pertaining to thi 
method of filling orders and the bases for allocating their supply whenever it 
appears that any small business is unable to obtain materials for defense or 
essential civilian production from its normal sources; 

(10) to make studies and recommendations to the appropriate Federal! 
agencies to insure a fair and equitable share of materia!s, supplies, and equip- 
ment to small-business concerns to effectuate the defense program or for 
essential civilian purposes; and 

“(11) to consult and cooperate with all Government agencies for the pur- 
pose of insuring that small-business concerns shall receive fair and reasonable 
treatment from said agencies. 
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“(12) to establish such advisory boards and committees wholly representa- 
tive of small business as may be found necessary to achieve the purposes of 
this section. 

‘‘(g) (1) In any case in which a small-business concern or group of such con- 
cerns has been certified by or under the authority of the Corporation to be a 
competent Government contract or with respect to capacity and credit as to a 
specific Government procurement contract, the officers of the Government having 
procurement powers are directed to accept such certification as conclusive, and 
are authorized to let such Government procurement contract to such concern or 
group of concerns without requiring it to meet any other requirement with re- 
spect to capacity and credit. 

“(2) The Congress has as its policy that a fair proportion of the total purchases 
and contracts for supplies and services for the Government shall be placed with 
small-business concerns. To effectuate such policy, small-business concerns with- 
in the meaning of this Act shall receive any award or contract or any part thereof 
if it is determined by the Corporation and the contracting procurement agencies 
(1) to be in the interest of mobilizing the Nation’s full productive capacity, or 
(2) to be in the interest of the national defense program. 

(3) Whenever materials or supplies are allocated by law, a fair and equitable 
percentage thereof shall be made available to the Corporation, to be allocated by 
it to small plants unable to obtain the necessary materials or supplies from usual 
sources. Such percentage shall be determined by the head of the lawful allocating 
authority after: giving full consideration to the claims presented by the Cor- 
poration. 

“(4) Whenever the President invokes the powers given hii in this Act to allo- 
cate, OF approve agreements allocating, any material, to an extent which the 
President finds will result in a significant dislocation of the normal distribution 
in the civilian market, he shall do so in such a manner as to make available, so 
far as practicable, for business and various segments thereof in the normal channel 
of distribution of such material, a fair share of the available civilian supply based, 
so far as practicable, on the share received by such business under normal condi- 
tions during a representative period preceding June 24, 1950: Provided, That the 
limitations and restrictions imposed on the production of specific items shall not 
exclude new concerns from a fair and reasonable share of totai authorized pro- 
duction. 

“(h) The Corporation shall make a report every ninety days of operations 
under this title to the President, the President of the Senate, and the Speaker of 
the House of Representatives. Such report shall include the names of the 
business concerns to whom contracts are let, and for whom financing is arranged, 
by the Corporation, together with the amounts involved, and such report shall 
include such other information, and such comments and recommendations, with 
respect to the relation of small-business concerns to the defense effort, as the 
Corporation may deem appropriate. 

‘““j) The Corporation is hereby empowered to make studies of the effect of 
price, credit, and other controls imposed under the defense program and whenever 
it finds that these controls discriminate against or impose undue hardship upon 
small business, to make recommendations to the appropriate Federal agency for 
the adjustment of controls to the needs of small business. 

‘““(j) The Reconstruction Finance Corporation is authorized to make loans and 
advances upon the recommendation of the Small Defense Plants Corporation as 
provided in (b) (1) (A) of this section not to exceed an aggregate of $100,000,000 
outstanding at any one time, on such terms and conditions and with such 
maturities as Reconstruction Finance Corporation may determine. 

‘““(k) The President shall transfer to the Corporation all functions, powers, and 
duties of each department or agency of the United States which relate primarily 
to small-business problems. 

‘““(1) Section 101 of the Government Corporations Control Act is amended by 
inserting immediately after ‘Commodity Credit Corporation:’ the following: 
‘Small Defense Plants Corporation;’.” 

‘‘(m) There are hereby authorized to be appropriated such sums as may be 
necessary and appropriate for the carrying out of the provisions and purposes 
of this section.” 


ApDITIONAL STATEMENT BY Hon. Wricut PatMAN 


Mr. Chairman, in addition to my previous statement I have pre- 
pared considerable material in support of the Small Defense Plants 
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Corporation. However, since our time is limited, I request the 
privilege of making these additional remarks, as well as certain statis- 
tical information, a part of this record. 


THe Smauit-Business PrRospLEM: SMALL BUSINESS AND THE MOBILIZATION 
PROGRAM 


SMALL BUSINESS MUST BE PRESERVED 


It is not necessary today to emphasize the vital necessity for preserving small- 
business enterprise. No issue confronting the Eighty-second ongress is more 
deserving of constructive attention. Small business is our strongest bulwark 
against the undue concentration of economic power. Of all economic elements, 
small-business enterprise is the least amenable to centralized control. The elimi- 
nation of the independent businessman has been the first step in the development 
of totalitarianism. It would be hard to envisage a vigorous middle class or even 
a strong nucleous of independent voters without the small-business element. 
In serving its own interest small business also serves as a social and political 
stabilizer, its very numbers acting as a safeguard against concentration of power. 

The wide distribution of economic power among many independent proprietor: 
is the foundation of the Nation’s economy. Both Franklin and Jefferson feared 
that industrialization would-lead to a labor proletariat without property and 
without hope. Small-business enterprise is a symbol of a society in which the 
hired man can become his own boss. It is the multitude of small stores, shops, 
and factories which line the streets of American cities and towns. To untold 
numbers of people it means a sense of independence that otherwise would be lost. 
Denied the opportunity of self-employment, a large fraction of the 3 million owners 
of small business might be counted among the dependent and disgruntled elements 
in the body politic. 

The constant influx of new enterprises offers a salutary threat to the perpetua- 
tion of monopoly. It activates industry with new investment and new ideas. 
It needles established companies into competitive alertness and increased efli- 
ciency. Small enterprises keep the competitive market open to the consumer. 
There is far less chance of a public-be-damned attitude as long as little enterprise, 
with its individual attention to the needs of its customers, is present. 

Today more than ever we must distribute our productive energies as widely 
as possible. Heavy geographical concentration may lead to complete disaster 
in the event of an enemy attack from the air. Dispersion will also prevent un- 
necessary migration, duplication of community facilities, and widespread com- 
munity dislocation. 

THE THREAT TO SMALL BUSINESS 


Of the procurement contracts let by military agencies between July 1 and 
Se Arey 30, 1950, only 19 percent had been allocated to small business (final 
report, p. 42), The Senate Small Business Committee reports that only 24.5 per- 
cent of ail direct purchases of the military department during the fiscal year 1950 
were made from firms employing fewer than 500 employees (Select Committee on 
Small Business, U. 8. Senate, Rept. No. 2, January 15, 1951, p. 4). Yet the con- 
cerns that received the 75 percent make up less than 2 percent of the total num- 
ber of firms in manufacturing. Sixty percent of all business employees are in 
firms having fewer than 500 employees. Of nearly 225 000 manufacturing com- 
panies in the United States only relatively few in number have been awarded war 
contracts. 

We have only to recall what happened in the last conflict to realize how serious 
the threat is. Between Pearl Harbor and the end of 1943, the total number of 
enterprises was reduced by one-sixth. Nearly 1 million establishments closed 
their doors. The net drop in the business population was about half a million. 
In 1939 firms with from 1 to 100 employees employed 42.5 percent of the total 
employees in business, but in 1943 the same firms employed only 31.5 percent. 
Evidences of these disastrous developments were to be seen in abandoned filling 
stations, closed neighborhood stores, and the idle shops of self-employed business- 
men. 

And while this was happening to the small firms, his bigger rival was making 
inordinate gains. The large enterprises of industry attained new heights of pro- 
ductive activity. New facilities were built and placed at their disposal. The 
expanded and modernized their plant and equipment. They developed new tech- 
nical methods and new products. They were more deeply entrenched than ever 
when war was over. 
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In spite of the considerable effort that has been made to utilize the resources 
of smallfbusiness, there still remains a very large amount of productive capacity 
in small plants which is still untouched. Unless something is done at once with 
these firms, much of this capacity will disappear before it can perform its vital 
role in war production. We are now about where we were in 1941 when Floyd 
Odlum, who was then Director of the Division of Contract Distribution of OPM, 
pointed out that many businesses could hold out if they knew relief was coming. 
But if they felt that no relief would be granted, they would close down, and when 
that happens to a small plant it can seldom be revived. The possibilities of ex- 
panding little businesses are great. In every city as well as in the town and rural 
areas there are many small plants, large supplies of skilled and unskilled man- 
power, and managerial ability, almost none of which has yet been used in the 
defense effort. 

We are faced with a grim paradox of profound implications both to us and to 
the generations to come. At the very time that our future depends on the pro- 
duction of weapons of war, we are threatened with the spectacle of idle machines, 
closed factories, and abandoned plants. Our task is to produce planes, ships, 
tanks, and guns necessary for adequate defense without causing such a dislocation 
of industry that the already large firms are further enlarged and the small plants 
are idle and empty. To solve this problem we need a double-edged tool. On 
the one hand, a wider distribution of war contracts is called for. The hand that 
signs the war contract rules our economy. It will take stern measures to prevent 
the pattern of concentration that developed in the Second World War as a result 
of awarding of contracts to big business from arising again. Indeed the outlines 
of this pattern are already becoming visible. It must be stopped and stopped at 
once if small business is to play its proper role in the defense effort. In some 
ways we are trying to erect the upper stories of our war economy without the 
first story and the foundation. The latter consists of the millions of free and 
independent businessmen. 

The second aspect of our problem is that of civilian supply. Here it is only 
too apparent that we do not yet have a coherent national poliey on how much 
is to be produced for civilian consumption, what is to be produced, or who is to 
produce it. We find many controls in force or in process of development without 
any well-formulated basic policy. We still have no one agency responsible for 
and giving its undivided attention to production for the home front. 

We are told that military needs will rise to an annual rate of $50 and $55 billion, 
and that this should leave from $200 to $225 billion for civilian products. This 
should leave ample opportunity for small business to survive if it is properly 
distributed, but will not be properly distributed without a basie policy and ma- 
chinery designed for the purpose. Already we see indications that the large 
companies intend to hang on to their civilian markets, erecting new facilities, fre- 
quently at Government expense, to take care of their war orders. 

We must avoid the situation that developed frequently in World War IT in 
which an industry as a whole which was producing both war and civilian goods 
might be operating close to capacity. With military contracts concentrated in a 
few plants which at the same time continued to maintain their output of civilian 
goods, a great disparity arose between plants in respect to the total rate of opera- 
tions. A long-range plan needs to be developed for integrating civilian with 
military production. In this plan a major role must be allotted to the small 
businesses not participating in war orders. The production of civilian goods is a 
natural function of these firms. 


THE NEED FOR AN IMMEDIATE LONG-RANGE PROGRAM 


We need to formulate and put into effect at once a long-range program for 
bringing small business into the defense effort. In 1941 and 1942 the need was 
for speed in producing war materials. We were already in total war when full 
industrial mobilization was undertaken. Casualties among our business popula- 
tion were inevitable. Today we must plan for the future. The disaster that 
was rapidly overtaking small business in the early stages of the last war must not 
be permitted to occur again. Small business must not be sacrificed for a quick 
gain, but mobilized for the long pull. 

During the next few vears the very basis of free competitive enterprise may be 
virtually suspended. Business must operate under the abnormalities of a rigidly 
controlled economy. Price competition will be at a minimum. Scarce materials 
will be rigidly allocated. Civilian production may be drastically curtailed. 
Innovations in products as well as technical progress will be retarded. Manpower 
will be diverted into the Armed Forces and essential war industries. Rising costs 
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will eat into profits. Contractual obligations entered into before Korea may 
constitute intolerable burdens. Credit will be more difficult to obtain and, if 
obtainable at all, only at a higher cost. 

Although these problems affect all business to a degree, the larger concerns 
have far less difficulty in making the necessary adjustments than the small, 
They are frequently the beneficiaries of allocations. Supported by Government 
contracts they are supplied with materials, labor, and capital. Rather than 
being weakened their position is frequently strengthened. It is the small enter- 
prise that finds most difficulty in surviving in a war economy. 

It is the obligation of Congress to find some means for sustaining small business 
during this indefinite period of mobilization and possibly even of all-out war, 
Otherwise, there will be no suitable framework upon which free enterprise may 
again be established. We must find some way of enabling small business to 
survive within the war economy that is rapidly being created. If we do not our 
struggle for free enterprise is in vain. Victory of arms will be empty if it is 
attained at the exvense of the very ideal which we are defending. 


MISTAKES OF THE LAST WAR 


We must not repeat the mistakes of World War II. Failure to mobilize small 
business at the very beginning of the war effort retarded the production of war 
materials, caused many facilities to remain idle, reduced civilian goods, led to 
undue concentration in large plants and meant the ruin of many independent 
firms. This was the direct result of the failure to establish an independent agency 
with the responsibility for mobilizing small business and the authority to make 
its policy effective. 

By November 1941 the defense program had been under way for nearly 2 years, 
but no effective effort had been made to utilize the productive capacity of the 
small manufacturing plants of the United States. Seventy-five percent of all 
military contracts had gone to 56 large companies; the remaining 25 percent was 
held by some 6,000 prime contractors and 4,000 subcontractors, while 174,000 
manufacturers had received nothing. At the same time over $10 billion new 
facilities had been authorized or was in the planning stage (testimony of Stacy 
May and Floyd Odlum before the Senate Small Business Committee, December 15, 
1941, p. 25, and December 19, 1941, p. 208; also House Small Business Com- 
mittee, hearings on SWPC bill, pt. 1, p. 2.) 

Under the Advisory Commission to the Council of National Defense, organized 
in May 1940, an Office of Small Business Activities had been set up with Donald 
Nelson, Coordinator of Purchases, asits Director. When the OPM was organized, 
the Defense Contract Service was established under Robert Mehorney. It took 
over the functions of the Office of Small Business. On September 4, 1941, the 
Defense Contract Service became the Division of Contract Distribution under 
Floyd Odlum. Later it became a branch of one of the divisions of the WPB. 

None of these offices had any practical authority. The OPM itself had little 
power and the Division of Contract Distribution had no way of making its requests 
effective. Sixty days after he took office, Floyd Odium testified before the 
Senate Small Business Committee (December 19, 1941) that he had been able 
to make little progress. His requests for material to keep small business alive 
went unanswered. His recommendations were purely advisory and _ usually 
were not heeded. He had no authority over procurement officers. In effect, his 
office was an advisor to an advisory agency to the procurement officers, who were 
independent and showed little inclination to accept advice. It was not until 
344 months after Odlum’s office was created that he was even allowed to partici- 
pate in the planning of programs. 

The situation was little better under WPB. Until the SWPC was established, 
the unit responsible for small business was tucked away in one of the remote 
corners of WPB and had no authority or even representation on any of the 
major policy-making committees. As Mr. Nelson testified before the Truman 
committee on January 28, 1942, his organization was primarily responsible for 
production and could devote little time or thought to the problems of small 
business. 

Early in 1942 the Small Business Committees of the Senate and House pro- 
posed the establishment of SWPC. The bill as first submitted by the Senate 
Small Business Committee on February 5, 1942, proposed to establish a Division 
of Small Business Production within the WPB. The Director was to be appointed 
by the President and was to be a Deputy Chairman and member of the WP. 
It had no authority to act as prime contractor and no lending powers. The 
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latter were to be exercised by RFC upon certification. The Smaller Defense 
Plants Corporation was to be subordinate to RFC and was to function solely as 
an agency to finance conversion of small business concerns. 

Nelson strongly objected to the creation by statute of this special division 
within WPB and to the appointment of a Deputy Chairman by the President. 
He argued that this would abridge his authority and make for conflict, diffusion 
of responsibility, and duplication (hearings before subcommittee of Senate Bank- 
ing and Currency Committee, on 5. 2250, February 17—March 4, 1942, p. 239). 
He maintained that if he were to be responsible for the results, he should be free to 
specify the means. He proposed a substitute measure which would have central- 
ized authority in his office. Considerable opposition also developed to naming 
RFC as the loaning agenev. 

As a result largely of Floyd Odlum’s testimony showing the futility of setting 
up an agency with merely advisory powers, a new bil! was drafted creating SWPC 
within WPB thus placing it under Nelson. With several amendments this. bill 
became law. 

For nearly 3 years attempts to deal with the small business problem had been met 
with failure. Only disappointment and frustration resulted from reliance on 
agencies with only advisory powers. The job was clearly not one that the pro- 
duetion and procurement officials could handle. We have learned from harsh ex- 
perience that there is only one way to deal effectively with this problem. That is 
to set up an independent agency with the responsibility and the power to mobilize 
small business. 


RELATIONS OF SDPC TO EXISTING MOBILIZATION AGENCIES 


(1) The experience in World War II indicates clearly the need for an independ- 
ent agency. The status of agencies responsible for small business was net con- 
ducive to effective results. All evidence points to the need for independence. 
The following can be cited: Floyd Odlum testified to the subcommittee of the Sen- 
ate Committee on Banking and Currency (77th Cong., hearings on 8. 2250, pt. 1, 
p. 178, February 26, 1942): 

“T agree with you that there should be an agency to represent [small business | 
and I think that an agency to make proper representation of small business has got 
to have some authority or power, or else it will just die. It will not get anywhere. 
It will get partially along thé road, like we did in the Contract Distribution 
Division and that is all.” 

“T have thought for some time that it [the small business problem] should be 
entirely divorced from the War Production Board, and that some special agency 
should be created, because I was sure that this would not be properly handled 
through the war end of the War Production Board by those charged with war 
produetion.”’ 

(2) The SWPC had no authority to spend money for administrative purposes. 
It had to rely on WPB for authorization of each item. Congress made a separate 
appropriation but this wascombined with WPB funds so that SWPC lost control 
over its administrative expenditures. Approval of WPB officials was necessary. 
This made for delay, conflict, and ill feeling. 

(3) The SWPC bill itself had engendered much ill feeling. Procurement officers 
and WPB officials had been severely criticized. SWPC was an unwanted step- 
child. It was felt that if it sueceeded, it would indicate that existing agencies had 
failed to do their job. There was a serious lack of cooperation at times between 
WPB staff and SWPC. The same situation may be expected to arise again, if 
SDPC is tied in with NPA. 

(4) SWPC had a dual personality: (1) It fun tioned as a division of WPB 
under a Deputy Chairman who was responsible to Nelson. (2) It functioned as 
an autonomous corporation of which the Deputy Chairman was merely one direc- 
tor. The law nested authority for most decisions in the Board of Directors. The 
Board had wide powers and in particular had final responsibility for all lending 
operations. Yet the Chairman was a deputy to Nelson and took orders from him. 
Expenses and other administrative matters were not under the control of the 
Corporation. The result was that SWPC had no freedom of action and was 
subservient to WPB in respect to administration. It is necessary to centralize 
authority, all authority, in the Administrator when forming a Small Defense 
Plants Corporation. 

(5) The SWPC was for some time dependent on WPB for its field offices. The 
Contract Distribution Division of WPB had 172 persons in the Washington 
offices. But Holland did not want a ready-made field staff and refused to take 
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over these offices. Not having his own field staff he was forced to rely on WPB. 
WPB thus assumed responsibility for all SWPC operations outside of Washington 
and SWPC lost control of its operations in the field. The regional offices of W PRB 
were never enthusiastic about SWPC. SWPC affairs in the field were under the 
charge of deputy directors of each field office. Many difficulties ensued; conflicts 
arose; bickering was frequent. The efforts of regional directors to bring small 
business into the war effort had been ineffective. Holland’s orders usually were 
ignored. It was not until May of 1943 under Johnson that the SWPC had an 
adequate field service divorced from WPB. 

(6) The amendments forced into the SWPC Act had in effect reduced SWPC 
to a position quite analogous to that of the Contract Distribution Division. 
Johnson was the fifth Administrator who had fought a losing battle on behalf of 
small business. It was not until May of 1943 that SWPC had sufficient autonomy 
to do its statutory job. At this time the Chairman of WPB divested himself of 
as much control and responsibility over SWPC as he could under the law. A 
separate budget was also established for SWPC. 

(7) The SDPC should remain independent of NPA because of its function of 
operating as a prime contractor. The NPA has no such power and basically does 
not function as a procurement agency. Its function is one of control and super- 
vision, not production. The two should be kept separate. To place the SDPC 
under the NPA would be in effect to merge the regulating functions and the pro- 
curement functions. Furthermore, the informational and service function and the 
procurement function must be confined in one agency so that we can avoid the 
divided responsibility that has afflicted mobilization up to the present. 


SERVICES TO SMALL BUSINESS RENDERED BY SMALLER WAR PLANTS 
CORPORATION 


In addition to its major functions of granting loans and aiding procurements, 
SWPC aided small business in numerous ways. There can be used as evidence 
of what SDPC can achieve. Some outstanding examples are— 

1. Technical advice-—The Technical Advisory Service was established to 
provide small manufacturers with technical know-how on their production 
problems and with knowledge of merchandisable new products, new processes, 
and new materials. 

It was staffed with skilled executives and engineers trained to canvas the 
sources of scientific knowledge. They were located in Washington headquarters 
as well as in each of the 14 regional offices and were available to each of the more 
than 100 district offices. It was found that the technical consultants could 
obtain freer and more unbiased answers to particular problems from selected 
authorities than the applicant could by writing directly to the sources. 

A large variety of problems were presented. Examples are: A clothing manu- 
facturer, supplied with a heavier cloth according to changed Army specifications, 
found the needles on his machines overheating. The reduced production seriously 
upset delivery schedules. A cure was found for the difficulty and it was also 
applicable to numerous other manufacturers faced with a similar problem. A 
Boston manufacturer was assisted in stopping rope raveling. A Texas egg 
processer, with a surplus of egg albumen, was given 14 possible uses for his by- 
product. A Navy contractor, lacking experienced welders, was informed of a 
mechanical process which allowed him to use inexperienced help and to bring 
his production back to schedule. 

Other typical inquires involved reduction of porosity in nonferrous casting, 
noncorrosive coating for small nails, suitable waterproof stencil ink for wood 
boxes, repairing the surface of worn concrete floors, rubber substitute for lining 
electroplating tanks, and quick method of breaking plastic blocks. 

It can be pointed out that it is generally uneconomical for small companies to 
set up individual research laboratories. This places them at a serious dis- 
advantage in respect to the new developments in the field of plastics, ceramics, 
light metals, textile fibers, and numerous other fields. The rapid advance of 
technology has made conversion to war products impossible for many small 
manufacturers. 

The SWPC aided small business in solving these production and marketing 
problems by acting as a collecting agency to obtain nonconfidential information 
from authorities on particular problems. It attempted to draw new ideas for use 
by small plants from engineering colleges, technological institutes, trade and 
veterans schools, State development commissions, labor unions, the National 
Inventors Council, and other Government agencies. The material so gathered, 
with the aid of Science Advisory Committees, the Office of Production Research 
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and Development, marketing counselors and other consulting organizations, was 
then made available to small manufacturers through the Technical Advisory 
representatives in the field offices. 

A wide distribution of industry is healthier than heavy concentration in huge 
cities, Where congestion inevitably leads to crime and slum problems. Industry 
should be spread as evenly as possible over the country near the supplies of raw 
material, labor, and markets. 

2. Leasing of facilities— Many small manufacturers are unwilling or unable to 
invest large sums of money in facilities for which they see no use except for war 
orders. In those cases, the SWPC acquired the facilities and leased them to the 
small business concern on a reasonable rental basis. This policy made it possible 
for many small manufacturers to supply badly needed items which the armed 
services were having difficulty in obtaining elsewhere. 

3. Study ef industry-wide problems.—The SWPC assisted several industries in 
solving basic problems confronting the whole industry. A special office was estab- 
lished to study broad new problems, to develop practical programs for dealing 
with them, and to help the operating units of the Corporation in Washington 
and in the field put the program into operation. This office seems to be of 
great service to small business. For example, an arrangement was worked out 
with the Forest Service of the Department of Agriculture and with the War 
Production Board for developing and financing the production of lumber. Hun- 
dreds of small logging operations needed financial assistance and many turned to 
SWPC. Operators of coal mines were aided in working out a program for reha- 
bilitation and mechanization of mines so as to increase the output of coal. 

A paint program was developed to insure all small paint firms desiring to 
participate in Government contracts an opportunity to do so, and to offer a means 
for informing SWPC regarding the specific types of paints, varnishes, lacquers, 
or related materials the various firms were equipped to produce. In addition, 
an incentive was provided for the very small paint plant not equipped for Gov- 
ernment contract work to remain in civilian production. 

4. Carrying the program to the country.—Smaller War Plants Corporation made 
available to the small plants many of the advantages previously enjoyed by the 
large corporations in contacting the procurement officers. Small manufacturers 
were not required to come to Washington for assistance, because its operations 
were thoroughly decentralized. His source of help was in one of the 102 districts 
or 14 regional offices. Here he met local people, men who were familiar with local 
problems and knew the territory from an industrial as well as an economic 
viewpoint. 

One of the local activities of the SWPC was the procurement clinic. This 
originated in Chicago and was extended to other regions and districts. Under 
the guidance of the local SWPC manager, representatives of the procurement 
offices, and of the other major agencies, such as the WPB and WMC were brought 
face to face with an individual small-plant operator with a complaint or problem. 
Apparently the SWPC was the first to start these clinics. 

5. Taking of prime contracts.—It is not expected that the poser of SDPC to 
act as a prime contractor will be frequently used. Such a power is, however 
necessary. The reason for this is twofold. In the first place, it is the only way 
in certain cases in which small business can be brought into the war effort. In 
reference to the SWPC, Senator Murray declared that the most important feature 
of the act was the provision enabling the SWPC to take prime contracts (hearings 
before House Committee on Banking and Curreney, on 8. 2250, April 28, 1942, 
pt. 1, p. 16). It was found then, as it has been recently, that the military pro- 
curement officers are neither interested nor equipped to split contracts up into 
parts suitable for small plants. They lack the necessary information about the 
small plants’ facilities, credit, labor supply, managerial competence, and a host 
of other matters. They do not have the time to assure themselves of the ability 
of the many small plants to complete the work on time. They do not have the 
personnel to supervise the progress of work under many small contracts. They 
have no technical staff to assist smal! business to qualify for a contract. Without 
this authority little will be done to utilize the resources of our smaller enterprises. 

Nevertheless, it is not expected that the authority to act as a prime contractor 
will be frequently used. The chief effect of the provision may be to make the 
procurement officers more conscious of the needs and capacities of small business, 
more willing to make use of the smaller plants and in general to make a stronger 
effort to distribute military production more widely. The very existence of the 
power will have a salutary influence and lessen the need for its employment. 
This was the experience of the SWPC in the last war. 
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6. Assistance in subcontracting.—In the last war, the ratio of subcontracts to 
prime contracts was about 10 to 1. The SDPC can render a real service to bot} 
small producers and prime contractors by bringing the two together. It can de- 
termine from prime contractors the kind and amount of work available. Quali- 
fied small plants can then be located and certified as competent. This avoids 
duplicating existing machinery in small plants which otherwise would be idle. 

_ The SWPC undertook a national subcontracting program with the Maritime 
Commission. The needs of prime contractors were studied. Small plants wer 
discovered to meet these needs. The two were brought together to the benefit 
of all concerned. 

ACHIEVEMENT OF SWPC IN PROCUREMENT 


(Material taken from Twenty-second Bimonthly Report of SWPC) 


1. Awarding of prime contracts—SWPC examined a total of nearly 205,000 pro- 
curements. Nearly 60,000 prime contracts with a value of nearly $6,000,000,000 
were awarded to small plants ‘‘with the assistance” of SWPC. The following 
table shows the distribution by size of plant of prime contracts awarded with 
the assistance of SWPC: 


Distribution by size of piants 


[Values in millions of dollars] 





Percent Value Percent 


Size of plant Number of | 


contracts 





Total, all groups 58, 385 





1-49 wage earners 19, 897 
50-99 wage earners F 11, 512 
100-249 wage earners 14, 924 
250-499 wage earners 9, 534 
500-over wage earners ’ 572 
Unspecified , 946 

















As a result of its formal procedures as well as constant pressure on the procure 
ment agencies, the proportion of contracts awarded to small business rose steadily 
as the war progressed. From November 1942 to December 1943 only 12.8 per- 
cent of the prime contracts awarded by the War Department went to firms em- 
ploying fewer than 500 workers. By 1944 this share had risen to 20 percent. 
From January 1945 to June 1945 it was 26.7 percent and eventually in the last 
few months of the war it rose to 30.4 percent. The trend in many contracts was 
similar. 

2. Taking and letting of prime contracts—SWPC took only 12 prime contracts 
with a total value of $35,500,000. These prime contracts were divided into ap- 
proximately 260 subcontracts. Nine of the 12 contracts were successfully com- 
pleted. Two were terminated on VJ-day while still active. One was with the 
FPHA and became inactive pending development of the housing program. 

The taking of prime contracts was a means of last resort—a potential club over 
the heads of the procurement agencies which could be used in extreme cases. No 
extensive use could ever have been made of the power. Any ambitious program 
would have duplicated the work of the military agencies. The existence of the 
power strengthened the SWPC in dealing with the procurement agencies. 

3. Subcontracting—SWPC worked strenuously to obtain subcontracts for small 
plants. It persuaded the prime contractors to assign jobs to small producers. — It 
suggested specific ways that contracts could be subdivided. It suggested quali- 
fied small plants. It assisted small plants in making bids. It helped in working 
out specifications. It discovered small firms that could serve as subcontractors. 

SWPC assisted directly in the awarding of more than 52,000 subcontracts wit! 
a total value of $30,600,000. 

Results cannot be measured statistically, however. SWPC was ordinaril) 
involved in only the first subcontract. Many subcontracts were let thereafter 
without being reported. 

4. War production pools.—Nearly 250 war production associations or facilitics 
groups received Government clearance Curing the wer. Of these, 32 were certified 
formally under provisions of the SWPC Act. In addition, SWPC aided materi- 
ally in the development of many of the other pools since they were composed 
principally of small manufacturers. The associations represented more than 
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2000 companies. It has been estimated that they secured over $600,000,000 
in war contracts. 

Many small businesses which could not have otherwise participated in war pro- 
duetion were able to do so by means of pools. By joining up with other small 
firms they could collectively turn out war goods which, individually, none of them 
would have been able to produce. 


SWPC LOANS TO SMALL BUSINESS (EXCERPTS FROM SWPC REPORTS) 
LOANS AND LEASES 


The Smaller War Plants Corporation was granted the power in Public Law 603 
to make loans and leases to small businesses for the ‘‘manufacture of articles, 
equipment and supplies, and materials for war and essential civilian purposes,”’ 
During its life the Corporation, as shown in chart IV, authorized nearly 6,000 
loans and leases, amounting to over a half billion dollars. More than 3,200 of 
these loans were authorized in the last half of 1944 and in 1945. 

The Corporation received over 26,000 inquiries regarding financial assistance 
and processed more than 9,000 applications for loans. The difference between the 
9,000 applications and the 6,000 loans actually authorized represented applica- 
tions which were ineligible under Public Law 603, those which it wes found could 
be supplied by private banks, and those which were denied because they were not 
good risks. 

As may be seen from chart V, the value of the Corporation’s loan and lease 
authorizations reached a level of over $80,000,000 per bimonthly period early in 
1944 and remained above that figure throughout 1944 and the first half of 1945. 
Policy With Banks 

The Corporation never made a loan unless the applicant had exhausted the 
private sources in his own locality. It frequently happened that private banks 
would make a loan which they had previously denied upon being supplied with the 
results of an investigation made by the SWPC. In this way the Corporation 
operated to assist private banks in meeting the financial needs of small business. 

In addition, the Corporation made participation loans with private banks 
in which the Corporation would take part of the loan, say 80 pereent, and the 
private bank would take the remainder of it. These loans were handled and 
serviced by the banks. Also, the Corporation made repurchase loans in which 
it agreed to repurchase from banks, at any time on their demand, the unpaid 
balance of a loan, thus relieving the bank of any possibility of loss. The Corpora- 
tion entered into some 1,474 participation loans, amounting to $191,008,000 of 
which the banks’ share was 12.7 percent and 314 repurchase loans, amounting to 
$5,760,000. 

The need for a special agency to finance small business is indicated by the types 
of loan made by SWPC. They generally fell into one of three classes; namely 

1. Relatively large loans for the size of the plant. The amount needed in 
relation to the resources of the firm was so large that local banks were unable to 
make the loan. In many instances banking restrictions interfered. 

2. Loans for conversion when the applicant could not meet standard credit 
tests. 

_ 3. Loans for civilian production when supply of materials was uncertain. The 
need here was for small loans quickly. 


Characteristics of SW PC Loans 

In loans, as in war contracts, the SWPC concentrated on the distinctly small 
firms. Nearly half of the number of loans were made to firms with fewer than 25 
employees and more than four-fifths to firms with fewer than 100 employees. 
Only 1.0 pereent of the total number of loans were made to firms with over 500 
employees. (See table 9.) Inaspecial survey covering the Corporation’s lending 
activity through December 1944 it was found that plants employing less than 250 
workers received 95 percent of the total number and 80 percent of the value of 
SWPC loans. 

Another indication of the emphasis by the Corporation on the distinctly small 
firms is to be found in the fact that nearly two-thirds of the number of its loans 
were for amounts of less than $25,000, with only 18 percent for amounts in excess 
of $100,000. (See table 12.) 

Since most of the Corporation’s loans were war loans, they reflected the needs 
of small business for funds to pay for materials, supplies, and labor costs of 
producing on war contracts. Consequently, most of the SWPC loans (84 percent of 
the value) were for working capital purposes. Small firms generally already had 
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the plant and equipment needed for war production, and their demands for loans 
for fixed capital were, therefore, relatively small during the war. (See table 11. 

Loans were made to firms in nearly all of the Nation’s manufacturing industries. 
although there was naturally a heavy concentration in firms engaged in munition, 
production. (See table 10.) Twenty-nine percent of the loan and lease authori- 
zations went to firms in the iron and steel (except machinery) industry and 13.2 
percent to the electrical machinery industry. 


Low Losses 

The losses of the Corporation on its loans were extremely small. Losses inewr- 
red by the Corporation on its loans amounted to less than one percent of the value 
of the loans. In the special survey covering the period through December 1944, jj 
was found that losses averaged only 0.7 percent of loan disbursements since the 
beginning of the Corporation’s activities in 1942. 


Leases 

In addition to making loans, the Corporation provided further financial aid to 
small business through leases. Under its lease program, the Corporation pur- 
chased machinery and equipment needed for the production of war material and 
then leased it to small firms, This program was particularly helpful to those smal! 
firms which had obtained a war contract requiring specialized and expensive 
machinery that would not be of value to them in peacetime production. 

Some $22,800,000 of leases were authorized by the SWPC. With the end of 
war contracts, some of this machinery and equipment has been sold to the lessees. 
Most of the remainder has been returned to the SWPC, and the Corporation has, in 
turn, resold a large portion of these facilities to other small firms with the result 
that they have remained largely in the hands of small business. 


TaBLE 9.—Employment of firms receiving SWPC loans and leases 
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TABLE 10.—Industry of firms receiving SWPC loans and leases 


{Value in thousands of dollars] 





Industry Number | Percent | Value Percent 


Food and kindred products-__- 364 6.3 30, 826 
Apparel and other finished products made from fabrics 2468 4.6 27, 071 
Lumber and timber basic products__ if x | : } 5.9 | 16, 673 
Furniture and finished lumber products. : ; | 7.8 | 25, 572 
Paper and allied products mn 21 | 3] 1,61) 
Printing and publishing, ete___- i : - a 2, 518 
Chemicals and allied products 21, 216 | 
Products of petroleum and coal 5, 204 
Rubber products. - 2, 498 | 
Leather and leather products 974 | 
Stone, clay and glass products ; 9, 101 
Iron, steel and their products, munitions, (except ma- | 

chinery) .-- a _ 
Nonferrous metals and their products _ 
Electrical machinery 
Machinery (except electrical) ..._._.__- 
Automobiles and their equipment : i 
Transportation equipment (including airplane parts) 
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TABLE 11.—Purpose of SWPC loans ! 


[Value in thousands of dollars] 





Purpose | Value | Percent 





a 


Operating capital ; Piet _| $400, 809 | 
Debt retirement SEE Tey Be Sn Me rs ret WP Pe rons 8 OE ps ee eee st 27, 772 | 
Machinery - - - -- “ens ee 29, 058 | 
Building. - - - e ane a = nee : 13, 322 
Supplies : aueeeck é 9, 033 | 
Saee Sy rt asics PRET RB aaa” SE AP aa a Sy eee 965 | 
Other ecicgitna eke sccannen eaaahen ab e L 668 | 


481, 580 


! Leases valued at $22,797 excluded. These were practically all for machinery. 


TABLE 12.—Size of SWPC loans ? 





Size (in thousands of dollars) Number | Percent 
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? Excludes leases. 


Business Services 

The SWPC field offices performed many services for small business in addition 
to those which might be classified under the established war contract, loan, tech- 
nical advisory service and surplus property programs. These additional services 
included liaison work between individual small businesses and other Government 
agencies such as WPB, WMC, and OPA. Small business found in SWPC field 
offices men who were familiar with rules, regulations, and practices of Federa 
agencies and their relations with small business. In addition to liaison work with 
Federal agencies, the SWPC field staff, because of its wide contact with small 
business in the locality of its many offices, was able to provide many valuable 
services to individual small businesses. This type of assistance is illustrated by 
efforts made on the behalf of individual small businesses in locating specialized 
equipment, scarce raw materials, etc. 

In the field of civilian production the SWPC aided small businesses during the 
war by assisting them in filing appeals under WPB restrictive orders, by providing 
interpretations and explanations of limitations and orders, by helping them obtain 
higher price and manpower ceilings, and by proposing and advocating plans which 
would permit small firms to undertake civilian production if it did not interfere 
with the war effort. For example, the SWPC aided more than 4,000 small firms 
in filing appeals under WPB restrictive orders. 


NEED FOR SMALL DEFENSE PLANTS CORPORATION 


Almost without exception, the testimony presented to the House Small Business 
Committee at its field hearings relates to subjects within the scope of the proposed 
amendment for establishment of a Small Defense Plants Corporation. 

Some of the witnesses specifically called for the enactment of the Small Business 
Defense Plants Act. Others were not aware that such legislation had been intro- 
duced, but discussed in general terms the need for such an agency. A number of 
witnesses confined themselves to statements of their problems and did not make 
recommendations for action. The solution of these problems, however, requires 
the enactment of an agency such as the Small Defense Plants Corporation. 
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The witnesses were virtually unanimous in stating that small businesses are 
not receiving fair consideration in obtaining scarce materials, in obtaining defense 
contracts, in obtaining adequate financing, and in obtaining recognition of the 
special problems they face in complying with price, wage, and credit controls. 

The Small Defense Plants Corporation would provide assistance in each of these 
general categories: 

1. Inability to obtain defense contracts.—The Small Defense Plants Corporation 
would have authority to certify qualified small manufacturing plants to procure- 
ment agencies for prime contracts. Iu addition, the Corporation would have 
authority to take contracts as a prime contractor and break them down into 
subcontracts for small businesses. The Corporation would coordinate and deter. 
mine the means by which the productive capacity of small firms may be utilized 
for defense and essential civilian production. The Corporation also would be 
directed to make an inventory of small-business concerns, and it would take action 
to assure that subcontracts are let to small businesses on fair and equitable terms, 

2. Inability to obtain scarce materials—The Corporation would have authority 
to act as a claimant agency to assure small businesses an equitable share of scarce 
materials for defense and essential civilian production. This is one of the most 
important sections of the proposed amendment; small-business men throughout 
the Nation are suffering from a shortage of basic materials resulting from maldis- 
tribution of the available supply. 

3. Inability to obtain adequate financial assistance-—The Small Defense Plants 
Corporation would be authorized to recommend to the Reconstruction Finance 
Corporation loans or advances to small business for working capital, for research 
work, or for conversion or expansion in connection with defense or essential 
civilian projects. In addition, the Corporation would be empowered to lease or 
buy land, buildings, equipment, or supplies and lease or sell them to small business. 

4. Difficulties in complying with price, wage and credit controls——The Small 
Defense Plants Corporation would be authorized to study the effect of such 
controls upon small business and make recommendations to the appropriate 
agencies whenever it determines that these controls discriminate against or impose 
undue hardship upon small businesses. 

These general problems may be broken down into scores of specific difficulties 
facing small business at present. In the following pages, these problems are 
analyzed in greater detail and are illustrated by summaries of the testimony 
presented by small-business men who have appeared before the committee. 

The amendment for establishment of a Small Defense Plants Corporation was 
designed to meet these problems. Its adoption will answer the appeal for fair 
treatment which is being made by small businessmen throughout the Nation. 


SUMMARY OF TESTIMONY 


Ernest D. Hartman, Food Display Cover Co., Inc., Indianapolis, Ind.: Feels 
that some type of organization should be formed, completely controlled by 
Congress and similar in combined operations to that of the World War II Smaller 
War Plant Corporation and larger offices of the War Production Board. 

Patrick W. McDonough, McDonough Steel Co., Oakland, Calif.: Only really 
helpful thing that Congress has done for small business was enactment of Public 
Law 603 setting up the Smaller War Plants Corporation, during World War II. 

Walter C. Roberts, Glenwood Manufacturing Co., Burbank, Calif.: The 
solution (of small business problems) is to us relatively simple. During World 
War II there existed a Smaller War Plants Agency. We were not privileged to 
work with them, but have known people who did. 

Using the basic operating techniques of the old agency, we need now merely t 
give an existing agency the necessary power and authority, or better, instead oi 
teaching an old dog new tricks, a new agency with local nonpolitical heads * * 
With this group we would have— 

A central clearinghouse for the skills and know-how of small business. 

A group who would know how to introduce new developments of the small- 
business engineers who can’t quite ‘cut it’”’ alone. 

A better understanding of the location and disposition of critical materials. 

An intermediary between the procurement officer and the prime or sub- 
contractor, saving the small businessman many cross-country trips, 
which he enjoys but cannot afford. 

A source of a working capital loan not based on a “‘thick or thin” balance 
sheet, but on management and military productive ability. 

A group who could suggest critical materials substitutes; for example, 
formed plywood in place of aluminum. 
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7. A location for a central file on all Government directives, orders, specifi- 
cations, and other material needed to obtain or perform on a contract. 

Granville B. Fuller, Fuller & Son Lumber Co., Brighton, Mass.: I feel very 
strongly that House bill No. 1600, should be supported, at least in its main 
points. I base my recommendations on my World War experience * * 
| wish to urge the passage of this bill as soon as possible because already ic, 
small companies are finding it difficult to obtain defense business. Efforts are 
being made to contact the large companies who now enjoy prime contracts, but 
they are reluctant to sublet the business as naturally they enjoy the profit made 
from the manufacture of the component parts themselves. SWPC obtained 
help for small businessmen in getting contracts, financial assistance, supplies, and 
in solving manpower problems. 

Howard D. Williams, president, Smaller Business Association of New England, 
Boston, Mass.: We do not believe that the great capacity to produce and serve 
which smaller businesses have will either be utilized properly, or even recognized 
unless an agency is brought back into being to have for its sole purpose the develop- 
ment of the capacity of the smaller businesses. We do not believe that the crea- 
tion of a vast number of small businesses offices in existing Government agencies, 
and all apparently in junior and rather impotent positions, will have any effect 
other than to increase the already staggering cost of Government and add to the 
complexities of doing business with Washington. What is apparently in process 
is merely the creation of another group of offices in existing agencies, duplicating 
each other, powerless to make any decisions or take action, yet on which smaller 
businesses are going to be invited to call. * * * In World War II, the Smaller 
War Plants Corporation performed an outstandingly successful service to the 
Nation. The act now before both Senate and House of Representatives, which 
would create a Small Defense Plants Corporation should, in our opinion, receive 
the immediate consideration of Congress, and be promptly enacted after such 
revisions as may seem advisable. 

Kenneth R. Charlton, treasurer, Manufacturers Association of New England, 
Boston, Mass.: An organization similar to the Smaller War Plants Corporation 
is needed to distribute information and spread contracts. 

A. Dudley Bach, New England Metallurgical Corp., South Boston, Boston, 
Mass.: In order to protect the small businessman I suggest that, first, establish an 
independent organization such as the Smaller Defense Plants Corporation. 

Hon. Maury Maverick, San Antonio, Tex.: The creation of an agency similar 
to the Smaller War Plants Corporation is necessary for the following reasons: 

1. Such an agency would serve to break up a pattern which is developing in 
contract awards. Under the present set-up a new-comer into a particular field 
(a small-business man converting to military items) has very little chance of 
getting into the picture. 

The agency would be able to direct attention to existing plant facilities. 
As a consequence, this would eliminate a lot of unnecessary certificates of necessity 
which are being issued today without a serious effort being made to determine 
whether or not a particular plan for expansion will actually duplicate facilities 
which exist in some other part of the country. 

3. The agency should be given authority to allocate scarce materials to small 
concerns which are converting from defense production back to civilian production. 
In this period of transition, experience has illustrated the difficulties which such 
concerns have in obtaining a quantity of material which would permit them to 
hold their labor forces together until such time as the economy adjusts itself to 
permit a freer and more equitable distribution of scarce materials. This ‘“‘spot 
authorization plan’? would be put into effect at a time when military demands 
are decreasing and would in no way interfere with defense production. 

The agency should establish a technical and advisory service which would 
provide small businesses with engineering and technical assistance to maximize 
production during critical periods. 

The prime purpose of a SWPC is to secure prime contracts for small busi- 
nesses. This will alleviate the need of small business to subordinate itself to 
large business through subcontracts and will have additional advantages, from 
the military viewpoint, of decentralizing our defense production. A dispersal 
of vital industries would make the country less vulnerable to a crippling air 
attack. 

Ed Bogue, Niles, Mich.: Uncertainties of Government regulations and confusion 
as to the proper function of manufacturers’ representatives have intensified the 
production problems of this company. Believes there should be a Government 
agency “‘to help get business to us fellows and to help us with our problems.” 
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Patrick W. McDonough, McDonough Steel Co., Oakland, Calif., (steel fabri. 
cating plant): He believes enactment of Public Law 603, establishing Smalley 
War Plants Corporation of World War II, only heipful thing Congress ever diq 
for small business. He thinks most important function was financing sina|| 
business. 

Chet Cary, Fresno Chamber of Commerce, Fresno, Calif.: He wants immediat; 
enactment of H. R. 1600. Machine shops of Fresno in World War II operated 
as a local pool, and enactment of H. R. 1600 would enable them to carry on 
defense work now. Financing was no problem in this pool arrangement. 

Nat Kushner, international representative, Retail, Wholesale and Departmen 
Store Union, C 10, representing the Rhode Island Industrial Union Co incil, CLO 
Providence, R. I.: Wants Small Defense Piants Corporation with authority to 
certify loans. 

Granville B. Fuller, president, G. Fuller & Son Lumber Co., Brighton, Mas: 
Believes H. R. 1600 should be enacted. Thinks SWPC provided adequat 
financing in World War IL. 

Howard D. Williams, Smaller Business Association of New England, Ine 
3oston, Mass.: Favors creation of Smaller Defense Piants Corporation, 
believes it should have power to aid smaller business financialiy. Does n 
think creation of a vast number of offices of small business in existing Govern 
ment agencies will do the job. 

Hon. Jerry Voorhis, executive secretary, Cooperative League of the United 
States, at Chicago hearing: I believe this bill (H. R. 1600) should “ passed 
because, unless it is, the in npact to ne itional defense production upon our economy 
will almost certainly be to increase the size and power of already overlarge cor- 
porations and to drive into an even more disadvantageous position the smaller 
business of the country * * * Obviously, small business is in desperate need 
of a Washington representative that will fight for its rights and interest. The 
proposed Small Defense Plant Corporation would be such an agency. 

Speaking for the Cooperative League of the United States and for its 1,800,000 
nembers and for its member organizations, most whose business consists in keep- 
ing the farmers of the Nation supplied with the things that are necessary to get 
their all-important work done, I urge passage of the small defense plants cor- 
poration act at the earliest possible date. 


PROBLEMS OF SMALL Bustness RELATED TO THE NATIONAL EMERGENCY 


When the House Smal! Business Committee was reconstituted by the Eighty- 
second Congress, it was authorized to make a study and investigation into thie 
problems of small businss relating to the national emergency. 

In fulfillment of this dutv, the committee has conducted field hearings in most 
major sections of the Nation. Subcommittee No. 1 has conducted hearings 
23 cities in 18 States on the general topic of current small business problems 
Subcommittee No. 2 has engaged in a study of the problems of small business i 
participating in Government procurement. In this connection, a series of joint 
hearings were held in Washington in cooperation with the Senate Small Business 
Committee. Subcommittee No. 3 has conducted hearings in Washington 0: 
problems of small fabricators of aluminum and in Chicago on problems of smal 
manufacturers of agricultural equipment. 

Approximately 500 smali-business men have testified at these hearings: Th 
testimony has been analyzed and classified. The testimony—more than 5,000 
pages presents a clear pic ture of a segment of our economy which is I vboring unde 
extreme difficulties and which is in immediate need of assistance. The dislocation 
inherent in a pe ‘riod of mobilization press most heavily upon the shoulders of 
Né ation s nearly 4,000,000 small businesses. 

The following pages include analysis of the major current problems of sma! 
business and scores illustrations of these problems drawn from the testimony 
witnesses. This testimony ’ demonstrates the clear and urgent nee -d for establis 
ment of asmall defense plants corporation. The committee is of the opinion that 
no real solution to the et 
an agency is established. 


“a 
rent problems of small business can be ane unless suc 


CURRENT PROCUREMENT PROBLEMS OF SMALL BUSINESS 


The field hearings conducted by Subcommittee No. 1 have shown beyond ques 
tion that the small-business man is experiencing considerable difficulty in operatins 
under the present procurement policies of the military departments. 
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In general, the testimony discloses that— 

1. The small-business man is experiencing difficulty in obtaining adequate in- 
formation regarding military procurements. The change-over to contract nego- 
tiation, rather than public advertisement of bids, has increased this problem, as 
has the decision not to publish the quantity and dollar value of contract awards. 
Witnesses in some parts of the country, particularly on the west coast, have 
complained that there is no way for them to obtain adequate information regarding 
procurement unless they make expensive trips to the East. 

2. Many small-business men have experienced difficulty in obtaining bid invi- 
tations. A number of witnesses have testified that, when they do receive invita- 
tions, specifications and drawings are not included or are not adequate. Many 
have complained that they receive invitations too late to make bids, or that by 
the time they obtain specifications it is too late to bid. 

3. There has been a failure to utilize small-business facilities adequately in the 
mobilization effort. A number of small-business men have reported that they 
have gone through all the procedures recommended by the various procurement 
agencies to obtain contracts without receiving any invitations to bid or to nego- 
tiate. One businessman reported that he had spent 167 man-days in this effort, 
with no results. 

Testimony indicates that some large firms are expanding their facilities, while 
small firms have the same kind of facilities and equipment lying idle. One busi- 
nessman reported that he had received several subcontracts from a large firm, with 
the understanding that the large firm, would take over the work as soon as it had 
obtained additional equipment. Obviously, this involves the use of manpower 
and scarce materials to duplicate machine tools which already are available in 
the plants of small firms. 

An example of the difficulties small-business firms are experiencing in fitting 
themselves into the mobilization effort is provided by the New Orleans Chamber 
of Commerce Defense Production Council. This group has made a detailed in- 
ventory of the facilities of more than 50 small manufacturing plants in the New 
Orleans area, which are operating at only 65 percent of one-shift capacity.  Al- 
though the council has spent 3 months in a concerted effort to obtain contracts 
for small business firms in the area, the net result has been the obtaining of only 
three small contracts. ® 

There also has been testimony to the effect that the production allocation pro- 
gram, under which manufacturers sign up with various procurement offices for 
utilization in the event of all-out mobilization, has not been correlated closely 
enough with the current procurement program. Companies whose facilities 
would be urgently needed in the event of all-out mobilization are facing extinction 
now because they are not being utilized in the current program. 

4. The committee has received complaints that contract awards are being 
handled in ways which discourage small-business participation. Speeifie com- 
plaints have been received to the effect that contracts are not broken down into 
small enough lots to enable small business to bid, and that the provision allowing 
firms to bid on any part of a contract does not work out in practice. The slowness 
of Government payments also has worked hardships on small firms, which do 
not have the working capital to allow them to wait months for money owed them 
for performance of a contract. There also have been complaints that the Govern- 
ment has delayed several months in awarding a contract after the bids have been 
opened. This means that a bid may be submitted when costs were considerably 
lower than they were at the time the contract actually was awarded, and the sue- 
cessful bidder may take a loss on the contract as a result. 

There also is evidence to indicate that the use of contract negotiation is nar- 
rowing the base of procurement, rather than broadening it. Smail-business men 
have complained that under negotiated procedures they are unable to learn what 
items are being procured. This problem will be alleviated by the recent decision 
of the Munitions Board to publish notices of prospective negotiations. However, 
it appears that there has been a tendency for negotiations to be conducted with 
established suppliers, to the exclusion of small-business firms which have not 
dealt previously with the Government. Under the advertised-bid system, such 
firms had a chance to compete for Government business. It appears that this 
opportunity has been decreased by the change-over to negotiation. Of the total 
dollar value of Army procurement actions during March 1951, only 4.7 percent 
were handled through advertised bids, and the rest through negotiation. 

An excellent summary of the current difficulties of smal! business is provided 
in the Attorney General’s second report under section 708 (e) of the Defense Pro- 
duction Act, issued April 30. 
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The Attorney General states that “we have not as yet made adequate use of 
all our business resources, small as well as large; in defense production,” and that 
as a result, “‘the base of our industrial mobilization program is being restricted 
and we are not taking full advantage of our opportunity for industrial growth.” 

The report points out that during the 6 months from July through December 
1950, small business received 21.3 percent of the total dollar volume of military 
contracts. (This compares with 24.5 percent for the fiscal year ending June 30, 
1950.) Figures for 1951 are available only for Army procurement actions. They 
show that 22.4 percent of the dollar value of Army contracts went to small busi- 
ness in January 1951, and 27.6 percent in February 1951, as compared with 34 
percent for the last 6 months of 1950. (The March report of Army procurement 
actions, which is not included in the Attorney General’s report, shows an increase 
to 36.3 percent of the dollar value going to small business.) 

The Attorney General’s report states that procurement statistics ‘disclose de- 
ficiences in Government procurement which can be corrected only by the intro- 
duction into our mobilization program of the essential element of over-all central 
planning. * * *” 

The report points out that channeling contracts to large producers results in 
an ‘accompanying distortion * * * in the grant of allocations, prioritics, 
tax amortization certificates and other Government assistance.’”’? In other words, 
when small business loses out in Government procurement, it also loses out al! 
down the line. As an example of this, the report points out that 42 of the 1(€0 
largest manufacturing corporations in the United States have received approxi- 
mately half of the total dollar value of tax amortization certificates granted thus 
far. 

The report states that the essential objectives of procurement planning are as 
follows: 

1. The contracts which are let during the accelerating period of military build- 
up must be spread in such manner that all sizes of business may tparticipate. 

2. We must know the capabilities of the businesses which cons ~-tute our exist- 
ing and potential industrial capacity so that we may take approPTiate action to 
insure that those businesses not now engaged in defense productio™ will continue 
undiminished in strength until they are needed in a period of greater industrial 
mobilization. 

Both of these objectives are contained in the bills for establishment of a Small 
Defense Plants Corporation. 

Some of the suggestions made by small-business men at the field hearings include 
the following: 

1. A Small Defense Plants Corporation should be established. 

2. A certain percentage of defense contracts should be allocated to small 
business. 

3. Small businesses should be allowed a certain price differential to keep their 
facilities in operation. 

4. Information on Government procurement should be more adequate, and 
more easily obtainable. 

5. Bid invitations should be sent out on time, and drawings and specifications 
should be included. Specifications should be brought up to date. 

6. Action should be taken to bring new suppliers into the picture for contract 
negotiation. 

7. Small business facilities should be utilized before large firms are allowed to 
expand their facilities. 

8. Regional procurement offices, with authority to let and interpret contracts, 
should be established. 

Attached are summaries of a number of specific cases brought to the attention 
of subeommittee No. 1 during the field hearings. 


SUMMARY OF TESTIMONY 
Information on procurement 


A. D. Paola, Sandert Venetian Blind Corp., Atlanta, Ga.: Believes primary 
problem of small-business men is to obtain proper procurement information. 
Stated that there does not seem to be any central procurement information avail- 
able, no coordinating agency that will give them the picture on the whole situation 
with regard to procurement. 

A. C. Banker, Steplik Products Co., Atlanta, Ga. (makers of aluminum ladders) : 
“You don’t know what is being let. You don’t know what they want or why, 
end you don’t know what price they are paying for it—the fact of the matter is, 
you don’t know anything about it.” 
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Donald B. Kirby, California State Builders Exchange, San Francisco, Calif.: 
Quantity of units and dollar volume of awards are omitted in recent publications 
jssued by the Department of Commerce. Lack of such information renders the 
entire publication useless. 

C. A. Rogers, Oceanside Junior Chamber of Commerce, Oceanside, Calif.: The 
synopsis of contract awards does not provide enough information to enable 
electronics manufacturers to know whether electronics equipment is involved in 
the award. 

T. B. Hickox, Luseaux Laboratories, Inc., Gardena, Calif. (manufacturers 
sanitizing agents and detergents): He asked for specifications on invitation for 
25.000 gallons of sterilizing compound. Procurement office was in Brooklyn. 
Specifications referred to circulars, rulings, and standards recommended by 
manufacturing associations. Obtaining information regarding these, required 
contacts with Washington and New York. Bids were closed before sufficient 
information was obtained to make a bid possible. 

Ken Moelter, manufacturers division, Oakland Chamber of Commerce, Oakland, 
Calif.: Reference copies of all bids should be filed at one central office such as 
Department of Commerce, in which manufacturers could check specifications 
without taking 7 to 10 days to get information. Lack of information on dollar 
volume of contracts eliminates subcontractors contacting prime contractors. 

Ben F. Moomaw, Chamber of Commerce, Roanoke, Va.: Why not permit 
chambers of commerce to make a selective list of manufaeturers to receive directly 
information on bids? This would eliminate delays. 

Roy Seagraves, Industrial Information Service, Burlingame, Calif.: Synopsis of 
contract award information is so limited in description, it is difficult for small 
producers to determine what prime contractors have been awarded contracts. 
There is no feasible method for bringing small producers in touch with prime 
contractors. 

S. N. Field, Custom Plastics, Atlanta, Ga.: He has been unable to secure any 
information as to proper procedure in securing defense subcontracts. He has 
tried to get subcontracts; wrote 30 different airplane manufacturers but has yet 
to receive the ‘‘courtesy of an answer.” 

Roy Seagraves, Industrial Information Service, Burlingame, Calif.: There is 
confusion and misinformation on procurement in the minds of small-business men. 
They need a central clearing agency where small producers can obtain this infor- 
mation and learn of prime contractors. An agency should be set up with regional 
offices to bring together prime contractors and subcontractors. Small-business 
firms should register names, facilities, and items they can produce. 

Henning B. Dieter, D. & H. Foundry, Austin, Tex.: He obtained Army publica- 
tion, Selling to the Government. It suggested that persons interested in ord- 
nance procurement should contact “the nearest of the 14 ordnance district head- 
quarters.”” The pamphlet did not list these headquarters. Texas military district 
headquarters told him the ordnance district headquarters was at Fort Sam 
Houston, but this information proved to be incorrect. In a day of searching, 
he was unable to obtain the address of the ordnance district headquarters. 

John C. Fontana, Thermal Engineering Corp., Houston, Tex.: ‘“‘As far back as 
July 1950, we started investigating the possibilities of getting defense contracts, 
but we have been unable to find out exactly how we could fit into the picture 
within our own field.” 

Lewis F. Handy, Precision Automotive Components Co., St. Louis, Mo.: 
“Our Government can help small business in obtaining defense prime and sub- 
contracts by opening Offices in principal cities where information can be exchanged. 
This office could pass on to us the names of companies receiving Government 
contracts and other information regarding parts and quantities involved. This 
office will also be in a position to advise Washington concerning plant facilities 
within a certain area.”’ 


Bid invitations 

J. F. McKay, Pascoe Steel & Construction Co., Pomona, Calif.: He sent forms 
to Wright Field in September 1950, in order to be placed on bidders list for pre- 
fabricated buildings. To date, he has never received one unsolicited invitation 
from the Air Force. 

W. T. Gossard, Thyco Electric Co., Alhambra, Calif. (makes electric plugs and 
cords): He filled in forms 6 months ago to be placed on a bidders list at Wright 
Field, but has not received any copies of invitations. 

Meyer Sherman, American Specialty Co., Los Angeles, Calif.: He does not 
receive invitations in time to make bids. On several occasions, invitation was 
received on the same day bids were scheduled to be opened. They have received 
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cards from Armed Services Medical Procurement Agencies and Ordnance stating 
that copies of invitations are not available. 

Christopher Hammond, Sr., Steel Products Co., Ine., Savannah, Ga.: He 
endeavored to get invitations to bid from the Army Air Force at Wright Field, 
but received no invitations even though his company made half a dozen trips 
there. 

A. C. Banker, Steplik Products Co. (makers of aluminum ladders): He has 
been unable to secure information on bids. He used official guide, How To Do 
Business With the Government, and sent out 250 brochures to every buying 
organization listed in the guide. Invitation was received, but they could not 
furnish prints so wi eceneny vas — to bid. 

George G. Pagonis, Orthon Corp., Paterson, N. J.: He has carried out instruc- 
tions of various Government bred soto nt agencies by submitting facility report, 
classification clearance, and has been placed on approved bidders list and still 
cannot receive invitations to bid. 

Harry Freud, Heller Candy Co., Ine., Paterson, N. J.: Procurement center 
for candy for Army is United States Quartermaster in Chicago. He thinks 
smaller firms located outside Chicago area should have the same opportunity to 
bid and on the same basis as Chicago local firms. Have not had a reply to 
request to be put on bidders list. 

L. A. L. Jones, Ameriean Steel & Tron Works, Inec., Denver, Colo.: Company 
heard about a bid from the Navy Department through one of their suppliers and 
contacted Navy Department for specifications, but received no response. His 
company wired again for specifications but Navy Department failed to compiy. 
On third contact with Navy, his company received a copy of the bid but no 
drawings 5 days before the bid was orened. Two days later the drawings arrived 
but with only 3 days remaining in which to get their bid to Washington. It was 
impossible to meet deadline. 

Max C. Wieluns, 8S. Wieluns and Son, Inc., Paterson, N. J.: This company has 
attempted to obtain defense orders by registering with New York Quartermaster 
and Army and Navy Procurement and the Air anor Command at Wright 
Field, Dayton, Ohio. Plant facilities have been surveyed and listed. Up to the 
present time, the company has not had the opportunity to bid or negotiate on any 
defense contracts. 

R. Wvyngarden, Color Craft Co., Indianapolis, Ind.: Government. procure- 
ies advise his company that due to their not having enough prints to 
| ‘sts or due to insufficient time from invitation to bid opening time 
able them to submit their bids, their request for bid forms was being refused. 
e time should be allowed between the time bids are sent out and returned. 
His company was on list to receive information on bids for 2 months vet he did 
‘eive invitation to bid until Monday and the deadline was Tuesday noon. 
eld, Custom Plasties, Atlanta, Ga.: Their difficultv has been that the 
ibinit bids is too short. By the time they get the information from 
ent of commerce a: id write for it and get a bid, ‘“‘we find that we 

\ to 5 days to turn out the information required.” 

John M. Karr, Karr Man: rack ring Co., Palo Alto, Calif.: Too little time 
between invitation to bid and deadline. Discriminates against western industry 
and small manufacturers without Seg ores to process invitations quickly. 

Donald V. ub, chief engineer, Pacific Gas & Electric Co., San Francisco, 

it.<' os tween issuing invitations in Washington and dissemination 
. Does not allow sufficient time to prepare the necessary 
information. Bidders near Washington or with representatives in Washington 
get first consid i 

folle C. Rand, Colorado Development Council: There is not sufficient time 
between the opening date and closing date to find out the cost of production. 

Thomas K. Hillard, Swan Hili Manufacturing Co., Pleasanton, Calif.: Plant 
is being closed wn after 5 vears in business. They cannot get defense work 
because invitations are not received in sufficient time to return bids. Invitation 
to bid on electrie harness equipment received with only 7 or 8 days to submit bid. 
Five major harnesses were involved with 30 components in each. 

Wesley Dyer, Mctals Products Co., Nashville, Tenn.: He has to pass up bids in 
his line because of insufficient time to prepare bids before the deadline. Invitation 
to bid is usually received about 6 days after issuance, leaving 6 days to prepare 
bid and get it in. This leaves only 4 or 5 days to work onit. It is necessary to 
mail inquiries on subcontract items. Staff of 30 to 40 engineers is necessary 19 
prepare bid in that time, and they do not have that staff. He suggests lead time 
of at least 30 days. 
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Kenneth R. Carlton, treasurer, Manufacturers Association of New England, 
Inc., Boston, Mass.: Small businesses are asked to bid on many items which are 
unrelated to their lines of manufacturers. “I wonder if this may not be part of 
an underhanded attempt to discredit small industry. It would be easy for this 
agency to send out a couple of hundred procurement outiines to many small 
plants, receiving but a dozen or so bids in reply. Then they could report that 
emal! business does not respond.’’ 

W.&. Benson, B. & W. Enterprises, Houston, Tex.: “I want to get into defense 
work. I have got a punch press, [ have got a roiling mill. I ean make dies to 
roll any shape that is feasible.’? One invitation to bid on 5,400 aluminum sereens 
was received, but it arrived only 2 days before the bid deadline. 

A. P. Bargman, Houston Specialty Co., Houston, Tex. (steel fabricator): He 
received bid invitations too late to allow him to make bid. ‘It seems if there 
were some ageney in this part of the country that would handle requirements 

ough here it would be much better, and it would enable all of the manufacturers 
n this area to have an equal opportunity to bid.” Of about 125 invitations to 
hid which he has received, nearly all were for shipment to other parts of the 
country, and he is put at a disadvantage because of freight rates. 

Frank Olmstead, Procurement Service Co., Houston, Tex. (reporting service 
to inform small business of Government procurement): He has had great diffi- 
culty in obtaining invitations to bid for his clients. Many invitations have not 
included prints or specifications, and a request to the St. Louis Ordnance District 
for prints brought no response. He has ‘‘case after case’? where a procurement 
office has not sent out an invitation to bid until 24 hours after the bids were 
opened, 

Robert C. Walker, R. H. Folmar Co., Austin, Tex. (aluminum fabricators): 
He has been attempting to have his plant surveyed, but has had no suecess, 
although he has been working on this since September. Two-thirds of his 
requests for invitations have been answered with the statement that bid sets are 
not available. ‘‘We have always been crowded on time in which to submit our 
bid.” 

Thomas Millane, president, Wright Manufacturing Co., Houston, Tex.: His 
company is equipped to produce large quantities of compression-molded plastics. 
It is operating at only 25-percent capacity today. It has made a ‘‘strenuous 
effort to obtain prime or subcontracts, without any suecess.”’ 

“The main obstacle appears to be the lack of invitations to bid, the very short 
time that is allowed between the time of the receipt of the invitations to bid and 
the closing dates, and the lack of availability of specifications to permit intelligent 
bidding.”” His company has three men continuously working on obtaining 
contracts, and has contacted all appropriate procurement agencies. Out of 26 
invitations to bid within the last 4 or 5 months, 5 were received too late to bid on, 
11 were received for products not in his line. Five requests for invitations pro- 
dueed no response. 

John U. Barr, Defense Production Couneil, New Orleans, La.: The primary 
reason for not bidding is that there is insufficient time allowed before the bids 
are opened. The New Orleans Furniture Co. wired the Navy for specifications 
and blueprints for ammunition boxes. The Navy answered, they were out of 
bid forms and prints; and would send them later. Thev were received on March 
15; bids were opened on March 16. George MeCoy & Co. submitted bids by 
air mail 2 or 3 days prior to expiration date and was informed that bids were 
received too late. 

Joseph Chiantella, wood specialties, New Orleans, La.: His problem has been 
that bids are late in arriving, giving insufficient time to investigate materials, 
costs, supply, ete. This investigation requires many hours of time and effort, 
and frequently he is unable to submit bids before opening date. This is the 
biggest bottleneck in securing Government contracts. 


Specifications 

J. F. MeKay, Pascoe Steel & Construction Co., Pomona, Calif.: Company 
applied to Air Foree November 2 for invitation No. 934. They received invita- 
tion 12 days later, without drawings. Bid was to be opened 6 days later, so 
they had no time to apply for drawings. Contract was awarded to subsidiary 
of Lockheed. They received Air Force invitation No. 978, but no drawings. 
They received invitation No. 2150, issued by Ordnance Tank and Automotive 
Center, Detroit, Mich., but no drawings. 

T. A. Mott, Jr., Dennison Machine Tool Co., Inc., Raleigh, N. C.: They have 
received requests for bids which did not contain the blueprints. ‘Usually they 
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ire in a slip of paper saying the information will be obtainable at Philadelphia, 
ittle business cannot afford to have someone in Philadelphia.” 

George G. Pagonia, Orthon Corp., Paterson, N. J.: He has been unable to get 
specifications, so there is no way of knowing material, labor and other costs 
involved in the manufacture of the product. 

Robert Bliss, Jr., Bliss Steel Products, Syracuse, N. Y.: They have been 
unable to obtain drawings along with bid invitations. In several instances, only 
specification numbers were given. By the time the numbers were explained, it 
was too late to bid. 

Nobel Gowing, Otto K. Olesen Co., Los Angeles, Calif.: Company received 
invitation from Wright Field on March 19, immediately telegraphed for specifica- 
tions. They have not received specifications as yet (April 5), although the bid 
deadline was April 10. 

William McLain, Kusan, Inc., Nashville, Tenn. (molders of plastic materials): 
On a Navy job, he did not get specifications and called Washington. Only one 
man in the entire office knew anything about them and he was on vacation. 
He did not get that contract. 

On another job, suggested a change in specifications, making in three parts 
instead of four with a saving of from 25 to 50 percent in cost. Washington's 
reply was that there was not time to change the specifications. His engineer 
could make the change on the drawing board in 5 minutes. Objects to this 
kind of Government waste of money and material. 

Jack Davies, Avalon Products, Los Angeles, Calif.: Government specifications 
are old. ‘‘Some of the things we are bidding on now were drawn up before the 
Second World War and there have been revisions and amendments, copies of 
which are not readily available. Drawings practically never were with the 
invitation to bid. * * * For that reason your bid is often filled with a lot of 
guess work which is dangerous, and usually you end up not taking the chance.” 

A contract was received for 700 coffee tables for Army. They had to send 
samples of every material used to Philadelphia to be tested and had to halt pro- 
duction for a month, because they were not informed of this requirement until the 
day they were scheduled to begin production. A month later, samples still 
had not been tested, so Army said to go ahead anyway. 

Government specifications demand five-ply plywood for desks. All commercial 
desk manufacturers now use three-ply. Government pays a premium for five-ply 
and receives no better product. 

Walter C. Roberts, Glenwood Manufacturing Co., Burbank, Calif. His com- 
pany has developed a formed plywood product as a substitute for aluminum air- 
plane wings and for other military uses. Specifications do not cover the product, 
since it is new. Procedure of changing specifications is too time-consuming. 

D. D. Barricklow, G-B Corp., Lynwood, Calif. (manufacturer Sta-Clean 
products): Each branch of service has a different method of procuring. ‘‘Some 
departments are not permitted to purchase because the ilem is not approved by 
some centralized depot in the Midwest or East.”’ 

Ralph E. Bevard, American Production and Grinding Corp., Syracuse, N. Y. 
It is difficult to interpret Government specifications regarding engineering, finish- 
ing, and shipping requirements. 

Wayne E. Limbocker, Missouri Diecasting Co., St. Louis, Mo.: ‘‘'We have 
been completely baffled and met a dead end on all Government contracts because 
we were unable to get specifications and plans in time to bid. On jobs let by 
negotiation, we have been unable to obtain any information on contracts before 
they were let, and have had little luck finding out who got the prime contracts, 
until it was too late to bid for subcontracts.” 

Edward R. McDaniel, president, Southwest Truck Body Co., Inc., St. Louis, 
Mo.: ‘There should be more detailed information in bids and specifications, where 
standard items are involved. When engineers and designers draw up specifica- 
tions, they have in mind standard parts and they could list these in specifications’ 
instead of simply listing a certain type of wheel, such as a Budd or Geneva whee!l.” 

John U. Barr, Defense Production Council, New Orleans, La.: There are many 
specific cases where the council wired procurement agencies for specifications, 
and received no word at all. 

Guy Goodman, Jr., Robertson Construction Co., Houston, Tex.: His company 
has attempted to get contracts from the Army and Navy. ‘‘To date, all they 
have done is a bunch of smoke-shoveling, as far as we are concerned. We spent 
large amounts of money trying to get the bids. When we get a bid, then we send 
back and ask for the specifications, and if we get the specifications then the bid 
date is closed, and we didn’t get it.” The company also has contacted Army 
engineers. Specifications arrive about 10 days after the bid deadline. 





elphia, 


to get 
r costs 


> been 
3, Only 
ned, it 


ceived 
ci fica- 
he bid 


rials): 
ly one 
ation, 


parts 
zton’s 
yineer 
» this 


ations 
re the 
ies of 
h the 
lot of 
nee,” 
send 
» pro- 
il the 
still 


arcial 
e-ply 


com- 
) air- 
duct, 


‘lean 
some 


d by 
Nek. 


lish- 


lave 
RUSE 
b by 
fore 
vc ts, 


uis, 
rere 
ica- 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2061 


James A. McGuirk, attorney, Neale & Carr, Inc., Providence, R. I.: He sent 
a request for information on a bid and asked for specifications. He received the 
quotations, but no information about the product except that a trestle was re- 
quired. 


Inability to secure contracts 

Ralph E. Bevard, American Production and Grinding Corp., Syracuse, N. Y.: 
Almost all subcontracts he is attempting to obtain are of a temporary nature, 
since prime contractors are buying equipment to manufacture these parts in their 
own plants eventually. This causes double cost for tooling up and wastes ma- 
terials. A loeal concern has on order 300 machine tools, Government financed. 
At the same time, machine tools are lying idle in small facilities. 

Henry N. Stam, Paterson Area Full Employment Council: He recommends 
utilization of existing facilities of small business through subcontracting before 
any company can get a certificate of necessity to expand its facilities. 

Sidney J. Newman, Newman Bros., Inc., Cincinnati, Ohio: The company has 
taken steps to obtain defense contracts. They have placed their name on bid 
list and personally contacted information outlets, local procurement offices, and 
prime contractors. Small business cannot survive the period of time it takes for 
defense subcontracts to filter down to them from the prime contractors. Even 
a substantial contract at the present time would be too late because labor force 
would have to be laid off in the interim wait for materials. He suggests that 
legislation be passed making it mandatory for the Government purchasing agencies 
to place negotiated orders with the thousands of small contractors before awarding 
certificates of necessity to large contractors to expand their facilities. He recom- 
mends that there be a Government financed lend-lease program for the procure- 
ment of expensive special equipment required for defense orders. 

Richard M. Oddie, Bank of America, San Francisco, Calif.: One of his managers 
said: ‘The general opinion among manufacturers is that Government contracts 
are channeled to large manufacturers and small-business men are not getting their 
share, nor are being given an opportunity to bid.”’ 

F. B. Muller, California Steel & Construction Co., Los Angeles, Calif.: They 
have cut employees down from 32 to 9 and have only 20 days work left for them 
to do. They have been promised subcontracts at first of next year, but can’t 
stay in business that long because of inability to obtain materials for civilian work, 

xyeorge D. Reish, Reish Products Inc., South Bend, Ind.: He started calling 
on various Government procurement agencies—Quartermaster, Munitions Board, 
arsenals, Navy and Air Corps, ete., in his area. Until the time of testimony he 
had spent 167 man-days in attempt to gain some business from some of these 
various procurement agencies. No contracts were obtained. 

W.H. Jarrett, Sr. and W. H. Jarrett, Jr., of Gasoline Equipment Manufacturing 
Co., Indianapolis, Ind.: His company was advised by Mr. John F. Skillman, 
Department of Commerce, that Government contracts have not started to flow 
down to subcontractors. They have surveyed and contacted every procurement 
agency, air base, and ordnance department, and are also using information 
taken from the weekly Government synopsis in their locality. Result: There 
are few replies and they inform that the contract or subcontract has been let, 
or that there are no more specifications left, except for a few minor items. 

D. R.Kennedy, Kennedy & Borden Machine Co.: Aircraft subcontracting on 
the west coast is a closed program. He did aircraft subcontracting during the 
last war, but is now unable to get subcontracting on aircraft. Aircraft manu- 
facturers on the west coast will let subcontracts only within 300-mile radius 
from the plant. 

Paul F. Gilbert, Salinas, Calif.: The company tried to get subcontracts from 
prime contractors but were told that they were too small to deal with until the 
war program gets into a larger scale. 

George Deeb, Jr., Precision Ring Co., Indianapolis, Ind.: His company con- 
tacted all available ordnance depots and arsenals in his area offering their services. 
They followed up these contacts three times, but accomplished nothing, except 
the receipt of an inquiry for current information 60 days after he had already 
submitted a catalog and current data. 

Harry Schwartz, Lincoln Metal Products Corp., Brooklyn, N. Y.: Has one 
man on the road contacting the various arsenals and procurement offices through- 
out the East and Midwest. Has put several bids in figuring to get contracts, 
but so far he bas been awarded contracts that would take up less than 3 percent 
of his capacity. 

Robert W. Gilbert, attorney, A. F. of L., Central Labor Council, Los Angeles, 
Calif.: They are hearing many reports that employees of small-business firms are 
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losing their jobs or going on part-time work because of inability of employers 
obtain searce materials or contracts. 

Charles B. Phillips, Phillips Pattern & Manufacturing Co., Bell, Calif.: Could 
change over to DO orders in a few days but have been unable to obtain orders. 
They can’t stay in civilian business because of inability to obtain materials. 

P. H. Hammond, chairman, steel procurement committee, Pacific Gas Associa- 
tion: Represents about 45 companies who produce gas-heating equipment. They 
have actively solicited defense jobs with only ‘‘limited success.” 

Robert J. Walsh, Essick Manufacturing Co., Rose Mead, Calif.: They obtained 
a fair number of defense contracts in 1949 and 1950 for construction equipment 
After Korea, they prepared a brochure and mailed to 197 procurement agencies, 
In September 195u, a visit was made to major procurement offices buying con- 
struction equipment. Since then, they have had relatively little opportunity 
bid. ‘‘We have done everything we possibly can that we know of and we st 
are unsuccessful.” 

C. A. Rogers, Oceanside Junior Chamber of Commerce, Oceanside, Calif.: 
They have registered more than 1,000 persons who have experience in assembly 
of electrical component parts. They have space and working capital. They 
heave prepared brochures and filed them with the proper governmental agencies 
They have incorporated a group of small-business men who can combine their 
facilities to do complete machine shop work for the Air Corps. Brochures were 
sent to all procurement offices 6 months ago, but they have not received any invi- 
tations to bid. ‘We can start production tomorrow. We don’t have to wait to 
tool up * * *, We have everything but the contracts.” 

A. R. Van Wyngarden, Color Craft Co., Indianapolis, Inf.: His company has 
done everything possible to obtain DO orders; sent soliciting letters to 493 com- 
panies who require metal spinning work, made direct calls on procurement de- 
partments of various Government agencies (Air Corps, Signal Corps, Army 
Ordnance, Quartermaster Departments and Army engineers) requesting to be 
placed on their procurement mailing lists to receive invitations to bid; made 
personal contact on loeal plants which might have subcontract work. His com- 
pany uses the Daily Synopsis of Bid Information and requests bid and specifica- 
tion information on items being purchased which they could manufacture. They 
also follow up Department of Commerce contract award information and contact 
prime contractors for subcontracts. The net results of above; some experimental! 
work for jobs, and one contract with the Navy Ordnance, totaling approximately 
$50,000. 

Milo C. Caughrean, engineer, Seattle, Wash.: He has been trying to get con- 
tracts with no success. He heard about a bid for 59 sleds for $56,585 and found 
they were advertised October 29. About March 15, he got the bid number. 
Some Officials said it had not been advertised. He wrote to Chief of Ordnance 
in Washington, who referred him to the Detroit Arsenal, but he received no 
reply on the bid. 

Ray Hudson, industrial department, New England Council, Worcester, Mass.: 
62 percent of 500 manufacturers replying to a questionnaire sent out by the coun- 
cil stated that they are reducing their work forces from 10 to 40 percent because 
of inability to obtain contracts or adequate supplies of materials for civilian work. 

W. P. DePriest, Wesley Place Lumber Co., Houston, Tex.: His company can 
manufacture ammunition boxes and crates for military needs. “‘We have not 
been able to get anybody interested in offering us any contracts, negotiated con- 
tracts or otherwise, or bids.”’ 

Dan Bloxom, Southwestern Plastics Co., Houston, Tex.: A military party sur- 
veyed his plant. ‘They walked through and made the remark ‘too little.’ I 
don’t know who they were, but I would like to get in touch with those fellows 
again, because I am capable of making the largest articles in plastics of anyone 
in the United States.” 

George 8. Nalle, Jr., president, Nalle Plastics, Austin, Tex.: ‘‘Since the Korean 
War started I have made three trips to Washington and other Government 
buying offices in a futile and frustrating attempt to get military contracts. | 
have concluded that with the Government infiltrated with the minions of big 
business from Wilson down, that there is little or no chance for a small company 
to get Government work.” 

Boyd Hammond, Kelly Rank Equipment Co., Blair, Nebr. (manufacturers of 
farm equipment): He prepared a brochure describing facilities and a plant lay-out 
on conversion of certain facilities to the production of high-explosive projectiles 
He received verbal promises that facilities would be utilized. ‘Recentiy rep- 
resentatives of a naval procurement office surveyed our facilities, and told us that 
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we were not eligible for defense work because we were manufacturing from 
equipment. It took a year of hopeful negotiation with our Governme nt to learn 
that we never have been eligible for assignment to defense production. 


Negotiation of contracts 

George Deeb, Jr., Precision Piston Ring Co., Indianapolis, Ind.: His company 
does not have the personnel to maintain constant contacts at various points where 
contract negotiations are made, therefore his company is not properly represented 
for Government procurement. 

Nobel B. Gowing, Otto K. Olesen Co., Los Angeles, Calif.: His company has 
obtained some military contracts during past 3 years on a publiec-bid basis. 
“Our analysis of procurement problems under the negotiation set-up leads us to 
the conculsion that we cannot afford to secure business from the armed services. 
Personal contact with the many procure ment agencies throughout the country 
must be carried on to the end that these agencies will invite proposals from us. 
The cost of such contracts would be wig Eo by * * We have no way of 
knowing what is being proeured so that we may request from the various agencies 
the opportunity to present proposals, * * When it comes to common, 
practical on-the-shelf items, we can’t see the ‘fastification for a negotiated basis, 
because it does preclude certain people from bidding on it, who may be Settee 
qualified than those called in.”’ 

H. Davison, O. H. Davison & Co., San Francisco, Calif.: “‘There has been 
a consistent falling off in the small-business share of defense contracts. Small 
business will be squeezed out if negotiation continues. What can be done about 
sc 
McKay, Pascoe Steel Co., Pomona, Calif.: Procurement offices are offering 
iasinitebene firms opportunity to negotiate by merely taking bidders’ lists and 
rotating them, so that each person on the list has a turn to bid. However, this 
sometimes works out so that when a company does receive an invitation, it is for 
an item which it cannot make. Then the company goes back to the bottom of 
the list, even though it has been given no Teal opportunity to participate. He 
reported that 32 bidders made bids quoting ‘“‘very reasonable” prices for Air Force 
invitation No. 978, but the invitation was canceled and the contract was nego- 
tiated. 

Lester D. Lawson, Lester D. Lawson & Co. (wholesale business), Leng Beach, 
Calif.: “Contract negotiation is fair so long as known sources of supply are ap- 
proached for negotiation, and so long as adequate publicity is giver to negotiated 
awards,”’ 

Harry Freud, Heller Candy Co., Paterson, N. J.: During World War IT and 
up until the end of 1950, his company supplied the Armed Forces with large 
quantities of hard eandy, as the successful bidder on a number of contracts. 
When the change-over to negotiation occurred, the company wrote to the quar- 
termaster office in Chicago, requesting to be put on the list for negotiations. 
This request was repeated 2 months later during a personal visit. “‘As yet, the 
company has received no reply, and it has received no invitations to bid or to 
negotiate this year. * * * Purchase of candies for the Armed Forces are 
made according to prepared schedules and certainly cannot classify as emergeney 
supplies.’”” Competitive bid system for candy was followed throughout World 
War II. ‘We feel that the existing en lergency is not such that the normal 
procedure of regular bids could not be fellowed.’ 

Robert J. Walker, R. H. Folmar Co., Austin, Tex.: ‘“‘We would like to see the 
Government place more contracts on a bid rather than a negotiated basis. From 
the listings which we have been receiving of bid contracts, it is almost inconceivable 
to me that the great quantity of material they are bound to be purchs ASIN should 
be classified in such a manner that it goes by negotiated contracts only.” 

Thomas Millane, president, Wright Manufacturing Co., Houston, Tex.: He 
has received invitations to negotiate on a number of items totally unrelated to 
his production. ‘We think in many instances we are put on the list where they 
know we don’t manufacture these goods—they are just meeting the requirement 
for three bids on negotiated contracts.” 

Guy Goodman, Jr., Robertson Construction Co., Houston, Tex.: “As a small 
business company, we cannot compete with large concerns in the negotiation 
of contracts.” 

A. Dudley Bach, New England Metallurgical Corp., South Boston, Mass.: 
“While the intent of this system of placing contracts I believe was to help the 
small manufacturer, I am fearful that it is working to his disadvantage. If the 
negotiation is done at a local level , with full publicity to all negotiated contracts, 
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except those which cannot be publicized for security reasons, I believe that the 
negotiated contract might work. On the other hand, if the negotiations are 
carried out in Washington, where the small man is definitely not welcome, I am 
fearful that the small man will be overlooked and run down by the 5-percenters 
who know their way around so well in Washington. Here again is an additional 
responsibility which could be assumed by such an organization as the Small 
Defense Plants Corporation.” 

John U. Barr, Defense Production Council, New Orleans, La.: A staff man of 
the council was sent to visit the major purchasing offices of the Armed Forces 
and made the following report: “The principal information I received on this 
trip was that procurement through competitive bidding was practically a thing 
of the past and that the great majority of purchases would be made by negotiat- 
ing contracts. In negotiated contracts, first priority will be given to previous 
suppliers, second priority to suppliers who have been surveyed by the various 
industrial mobilization branches of the services, and, third, priority to new 
sources. Since the great majority of our small businesses fall under third pri- 
ority, under the present system of procurement they have little opportunity of 
becoming prime contractors until the production capacity of the first two categories 
has been reached. 

“In 1942, we reported that 427 Louisiana plants had prime or subcontracts, 
Today, 82 contracts have been let to Louisiana plants since August 1950. This 
does not mean that 82 plants have these contracts, since some companies have 
more than 1 contract.” 


Contract awards 

Jack Davies, Avalon Products, Los Angeles, Calif.: They have a contract for 
which bids were opened in December. Company’s prices were figured in Novem- 
ber, but contract was not awarded until March. Prices had increased substan- 
tially in the interim. 

Louis Offenheimer, the Californian, Los Angeles, Calif.: He bid on a ec ont 
on December 15, 1950. Award was not made until February 14. In the time 
between submission of the bid and the award, a shortage of raw material has 
occurred and the price of raw material has gone up 30 percent. He will lose money 
if he performs the contract. 

Harry Schwartz, Lincoln Metal Products Corp., Brooklyn, N. Y.: He placed 
a*bid with the Frankfort Arsenal. He was asked to accept the contract for one- 
half the quantity bid for, which would work a distinct disadvantage, because the 
tool-up cost was estimated against the larger quantity. Then he was asked to 
step up delivery, and to provide a performance bond with a liquidated-damage 
clause although such a bond was not in original bid invitation. 

Philip Sunskind, Sundure Paint Co., Syracuse, N. Y.: Government asks them to 
figure on competitive bids without an escalator clause, with no protection on raw- 
materials cost. 

Arthur G. Corkery, Spun Fibers, Inc., Lynchburg, Va.: Requirements should be 
broken down into smaller lots. One invitation required 5,300,000 yards of mate- 
rial, involving 10,000,000 pounds of wool. Smaller fabricators cannot compete 
with larger manufacturers on such an order. 

D. R. Kennedy, Kennedy & Borden Machine Co., Nashville, Tenn.: The con- 
tracts are so large they cannot bid on prime contracts except in a few rare in- 
stances, because it involves more finances, equipment, and manpower than small 
business can command. No prime contracts let in area that allow bidding on 
subcontract work. Small-business firms cannot go to centers where most of the 
procurement is done, such as Detroit, in order to secure subcontracts. 

J. A. Gallagher, East Bay Industrial Pool, Oakland, Calif.: He was sent a bid 
form for $6,000,000 worth of antifreeze—600,000 gallons. The procuring office 
would not answer his offer to produce part of the amount, and it was obvious 
that he couldn’t produce it. 

John L. Rose, National Electrical Contractors Association, Nashville, Tenn.: 
With present restrictions on residential and commercial construction, the only hope 
of survivai is opportunity to bid on defense contracts. General contractors are 
beginning to take over work which is generally subcontracted. They are active 
in persuading defense contracting agencies and officers to adopt policy of requiring 
the general contractor to do all the work with his own forces instead of subcon- 
tracting part which is normally subcontracted. Example: Paducah Atomic 
Energy Commission project. The general contract was let to McGraw Construc- 
tion Co., of Chicago, Connecticut, and other places, for a total of $380,000,000, 
plus a fee of $1,000,000 for subcontract work. He feels that projects financed by 





t the 
S are 
I am 
nters 
ional 
small 


an of 
oTCes 
this 
hing 
tiat- 
rious 
‘ious 
new 
pri- 
Vv of 
ries 


CTS, 
his 
ave 


ime 
has 
1ey 


ved 
ne- 
the 

to 


ize 


to 
Ww- 


be 
Le- 
‘te 


n- 
n- 
21] 


yn 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2065 


Government funds should be broken down into subcontracts small enough to 
enable a broad cross section of small business to participate. 

Ralph E. Bevard, American Production & Grinding Corp., Syracuse, N. Y.: 
Government requirements for the fulfilling of prime contracts often make the 
subcontractor liable for an amount far beyond the cost of the part he manufac- 
tures. This is a risk he cannot afford to take. Inspection of parts being made 
by the subcontractor should provide sufficient protection for the Government. 

“Mr. Jones, Colorado Development Council, Denver, Colo.: A maufacturer in 
Colorado bid on a $1% million contract. There was no explanation why the low 
bidder was turned down. It was reported that the Navy had sent a letter of 
intent to a favored manufacturer who got the contract. 

John T. Schenck, Manufacturers Association of Syracuse, N. Y.: A questionnaire 
was sent to 400 manufacturers of ths area. More than two-thirds of those replying 
said they do not want prime contracts. Ten percent said they have prime con- 
tracts, and about 24 percent said they would like them. Many manufacturers 
do not want prime contracts because of rigid specifications, uncontrollable risks, 
and difficulties of negotiating with the Government. Subcontracts are more 
flexible. His firm took one prime contract. They were no familiar with speci- 
fications, and made a mistake in figuring. The contract was for $3,600, and the 
actual cost was $5,200. They should have been warned by procurement office 
that their bid was too low. 

William H. Rathgeber, Towle Manufacturing Co., Newburyport, Mass.: 
Portsmouth Navy Yard calls for delivery of a sample item within 10 days after 
contract is awarded. This is impossibl* for a company which has not been making 
that particular item, so the Navy policy has the effect of discouraging new sup- 
pliers. 

A. F. Fukal, president, Society of Plastics Engineers of Texas, Houston, Tex.: 
The plastics industry in Texas could take care of military needs in the area, but 
contracts are going elsewhere. Shipment of plastic aircraft parts to Fort Worth 
from the East involves breakage which could be saved if the parts were bought 
in Texas. 

Hoy Owen, O & M Manufacturing Co., Houston, Tex.: His company bid on a 
contract for replacement of radiator cores for Diamond T trucks. Although he 
had the low bid of $53, the contract was given to the Diamond T Co., at a unit 
price of $64. The Army seems to have a policy_of buying replacement parts from 
the original manufacturer. In this instance, he understands that the Diamond 
T Co. let a subcontract for the radiator cores. 

Dean Gardner, Statistical Tabulating Co., St. Louis, Mo.: They were requested 
to bid on 4% to 5 million tabulating cards concerning military pay records. ‘‘It 
was agreed we could bid on part of the contract, because we could handle between 
50 and 75 percent of the job. While waiting for information and approval from 
Washington we learned that the contract for all the cards had been awarded to 
International Business Machines Corp., because they could handle the entire 
job if permitted to distribute the work to over 20 offices throughout the country. 
We think such a contract should be divided between two or more firms.” 

Herman A. Abry, National Blow Pipe Manufacturing Co., Ltd., New Orleans, 
La.: “On a packing box we figured the cost of material alone at $980,000 and the 
bid went for $764,000. In the case of M19A1, the material cost was $476,000, and 
we were notified that it was let for $480,000, or $4,000 over the prime material 
cost. We ought to be given an explanation as to this bidding, because there must 
be a meeting of the minds somewhere.”’ 

Arthur G. Corkery, Spun Fibers, Inc., Lynchburg, Va.: In order to secure a 
supply of wool and to compensate for curtailed civilian orders, the manufacturers 
of woolens have sought Government contracts. But the small, nonintegrated 
firm, whose chief competitive advantage is specialized handling, etec., has been 
unable to compete with the large, integrated firms for standardized Government 
orders. Consequently, the wool supplies of small processors have dwindled away, 
threatening a continuance of operations. In order to sustain small-wool fabri- 
cators, some proportion of large Government purchases should be set aside for 
small suppliers to bid on. 


Delay in payment by Government 
J. Quetnick, president, 8S. & L. Construction Co., San Francisco, Calif.: Eco- 
nomically a small concern cannot contract with Army because the payments are 
held up too long. If it contests arbitrary action, it faces long delay in adjustment. 
J. M. Wall, J. M. Wall Co., Syracuse, N. Y.: Last June, Air Foree called him 
and said it wanted cameras immediately. The order did not come through until 
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January. They shipped the cameras in January and have not been paid for them 
yet—April 17. 
Need for regional and local procurement authority 

Jack Davies, Avalon Products, Los Angeles, Calif.: Most important short- 
coming in dealing with the Government is ‘‘The thousands of miles that intervene 
in reaching Government agencies.’’ There is no contacting Office for Quarter. 
mater Corps west of Chicago for the type of merchandise his company produces, 
Expense of trips to Chicago is prohibitive. 

Jerome Posner, Amalgamated Clothing Workers of America, Los Angeles, 
Calif.: “The only way a manufacturer (of clothing) has a chance to get work is to 
to go New York and stay there possibly for weeks.’”? No defense contracts for 
military clothing have been let in California area. The Quartermaster Corps 
has no purchasing office for clothing on the west coast. 

Nobel B. Gowing, Otto K. Olesen Co., Los Angeles, Calif.: Local procurement 
offices are not supplied with complete sets of specifications, 

Edward Railsback, Central Manufacturing Co., Berkeley, Calif.: The company 
had tooled up and employed more men to fill orders for furniture for Army en- 
gineers, but since December 1959 there has been no work from the local office 
It is not fair that all bids are let in the East. The company’s name is listed in 
Chicago and New York, but no invitations to bid have been received. Five or 
six other firms are in the same situation with no work in view. 

W. C. Coldwell, Coordinated Manufacturers of Santa Clara County, San Jose, 
Calif.: “I have been spending the last 2 weeks involving my full time visiting pro- 
curement officers.” ‘I don’t think that these procurement offices are getting 
an adequate amount of procurement to be done.’’ He believes that procurement 
is being centralized on the east coast and not being decentralized to the west 
coast. 

Rolle C. , Colorado Development Council, Denver Colo.: ‘Montana, 
Wyoming, Idaho, Colorado, New Mexico, western Kansas, and Nebraska, the 
Panhandle of Texas, Arizona, all of which have economic interests are completely 

-d as far as the Procurement Office is concerned.” 
) Bevard, American Production & Grinding Corp., Syracuse, N. Y.: 
Small machine shops can’t afford to take the time necessary to obtain prime 
contracts. Thev have to spend too much time at procurement centers, 

William B. Newkirk, Porter Paint Co., Cincinnati, Ohio. (formerly an Army 
officer in office of Director of Purchases, Office of the Under Secretary of War 
He wants decentralized procurement activities. Claim of some services that 
thev have decentralized is only removal from Washington. For example, they 
have taken one function and put it in Chicago, another in Philadelphia, and an- 
other in Jeffersonville. Procurement information should be brought down 
to the grass roots. Regional offices should be established in strategic localities 
for the procurement service, having a representative of each of the technical serv- 
ices of the Department of Defense. Local procurement officers should be able to 
speak with authority instead of having to take it up with Washington. 

Alex J. Newman, Goodman & Newman, San Diego, Calif., (clothing manu- 
facturers): ‘‘We have problems peculiar to this particular area, and the only wa 
they can be solved is by having an office in the area that is familiar with thos 
problems. ‘There is no reason in the world why an area which has perhaps t! 
largest number of military personnel, should not have such an office * * 
if this office is set up with sufficient powers to award contracts on the west coast, 
for west coast personnel, west coast areas, the problem will be solved. 

Ray Hudson, Industrial Department, New England Council, Worcester, 
Mass.: ‘“‘We find that many small-business men need an interpretative servi 
* * * as to what is wanted, how it is made, what it is composed of, and wher 
they can get the necessary materials. The service must be more personalized t 
the needs and problems of the small-business men in the area.”’ 

Thomas A. Monahan, Governor’s Committee on Small Business, Providenc: 
R. L.: ‘The lack of defense contracts should be remedied by the institution of 
procurement offices on a State-wide basis, thus enabling small manufacturers 
to go directly to a purchasing officer in or near his own community and elimin- 
ating what he often terms the ‘run-around’.”’ 

James A. MeGuirk, attorney, Neale & Carr, Ine., Providence, R. I.: ‘There 
should be opened a procurement office in each State so that all the small-business 
men in the area could come to a central office and find procurement facts, figures, 
and specifications of all items needed for national defense. 
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them CURRENT SCARCE MATERIALS PROBLEMS OF SMALL BUSINESS 


The four categories—actual shortage of material, faulty distribution, black or 
gray market operations, and maintenance of essential civilian supplies—are so 
interrelated in the testimony that they have all been handled as components of 


} orte 
steel the’ searce materials problem. The individual fabricator has no way of seeing 
irter- the total demand and supply picture so as to understand which one of these factors 
uces is the ultimate cause of his own difficulty. 

; Steel is the material in most critical supply, but there also is serious concern 
reles, about copper, aluminum, and rubber. The testimony indicates that small busi- 


ness is not getting a fair share of scarce materials which are available, although 
actual scarcity has affected the operations of small business to some extent. 
Allocation plans have taken no realistic account of all factors affecting the coor- 
dinated demand and supply patterns of individual industries and they have 
consequently been thrown out of coordination. Under such circumstances busi- 
nessmen cannot estimate future production with any degree of certainty. 

Specific defects in control of demand and supply are: 

Shortage of material Most witnesses agreed that militarv requirements came 
first and had to be met, but where was the rest of the material going? The cut- 
back to 80 percent on steel was cited again and again. If the military was taking 
20 percent, and 80 percent was left for civilian use, there seemed to be no expla- 
nation of the disproportionately less amount available to individual companies. 

No inventory control is maintained. NPA Regulation 1 was issued to prevent 
the accumulation of excessive inventories by any industry. It has been possible 
for companies manufacturing war matériel to secure raw materials under NPA 
regulations giving them priority. NPA has made no survey as to whether 
certain companies were building up inventories. While it was considered gener- 
ally true that certain industries had raw materials far in excess of needs for 
production, the most frequent example cited at the hearings was the building up 
of aluminum inventories by airplane producers. (NPA began some spot checking 
on inventories after the hearings by Subcommittee No. 1 were concluded.) 

Regional scarcity. Searcity of materials, especially steel, on the west coast 
was attributed by some witnesses to withdrawal of several steel companies from 
this market. 

Distribution.—There is no provision for equitable distribution of materials 
available. In many cases the NPA regulation was issued with the hope that 
the historie pattern of distribution would be followed——purchasers would have 
their proportionate share—but it has not worked out that way. Many new 
factors came into the flow of materials equation, 

Big businesses are getting preferential treatment. Many smaller companies 
cannot purchase from mills direet because of the financial consideration involved. 
Warehouses supply home customers first even if they are not historical purchasers, 
and give preferential treatment to those buying in large quantities. They ignore 
the fact that previous purchases by these same small businesses now seeking 
supplies in vain have helped build up the inventory allocation of the warehouse. 

Small businesses used to operating with almost no inventory and on small 
orders in peacetime now find they are shut out of defense work because they are 
unable to accumulate materials that would enable them to do the job within the 
time limits the customer requires. Small businesses need some kind of inventory 
provision if they are to keep in operation. 

Base period for determining allocation does not represent a fair measure for 
allocation. There is widespread complaint that the Januarv—June 1950 base 
period selected was a slack period for many small-business men. Businesses 
just being established are hit, too. 

Misuse of searce materials. In construction industry, building codes, union 
rules, and other regulations require more critical materials to be used than should 
be at this time. 

End uses. Materials necessary to complete a produet are cut off because 
products are restricted on end use. When these products are already contracted 
for and considerable amounts spent to start production, a hardship is worked 
on small businesses which cannot complete production. Witnesses wanted some 
relief provided in such cases. 

Witnesses also raised objections because materials they could not obtain were 
appearing on new cars and are still available to automobile manufacturers. 
There did not seem to be an understanding that NPA had considered this situation 
and had allowed automobile manufacturers to use inventories of these materials 
already cut to specifications because reprocessing would be impracticable. 
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M orders which attempt to direct supply into essential channels do not take 
full account of requirements of small industries trying to hold their place in the 
defense economy. One example of this is that of small job shops which normally 
would get their supply of scrap for castings by saving scrap or getting it from the 
open market. This scrap material is now being stockpiled or else made available 
to industries via refineries which supply only the large industries. 

Another way in which diversion of material is not ac complishing its purpose is 
seen in the case of pig iron. As a basic raw material it is used by foundries to 
make foundry iron or by steel companies to make steel. Because the stee! 
companies control the blast furnaces which produce the pig iron, they are in a 
position to determine whether the pig iron goes to steel or to foundry iron. The 
large steel companies tend to favor their own processing subsidiaries, and smal! 
business, particularly new business, is left out in the cold. 

Black and gray market.—The allocation of M orders presumes to control supply 
From an economic standpoint, it is not possible in a free enterprise economy to 
contro! half of the demand-supply equation, while taking no account of the total 
equation. Because there is no accounting for where the material is going—as 
far as can be learned no over-all figures are kept to get even a rough idea of where 
the materials are—the M orders do not really control the flow of supply, even 
though they do divert a portion of it into certain channels. While they operate 
to restrict and direct to a certain extent, their over-all control is in the realm of 
theory. The lack of over-all control results in a great diversion into the gray or 
black market. 

The testimony indicated widespread knowledge of the black and gray market, 
and it apparently exists all over the country. There is considerable variation 
in practice of individual companies in getting black and gray market price quota- 
tions directly. The general feeling was that because prices were so high on black 
market materials, it would be unprofitable to use them to complete Government 
contracts. Buying materials on the black and gray markets, however, is the 
only way some firms can stay in business. 

The general feeling is that supplies flow into the black market because com- 
panies with defense orders are getting more than they need and are letting th« 
excess go into the black market. 

Foreign steel, the majority of which is defective, is finding its way into the 
black market also and further complicating the picture. Some of this was 
believed to be United States steel exported to Europe and then shipped back. 

Civilian supply.—Many businesses manufacturing civilian materials are fully 
aware that the total civilian economy should be kept in a position to help support 
the defense effort. They feel they are making a contribution in the community, 
that national policy can’t just let them go, that there is a better way to make thy 
economic adjustment to defense requirements than to knock whole cities into 
unemployment. Some provision should be made for these businesses until thes 
can be integrated into our realigned economy. 

There was some concern with the percentage diversion for defense and stockpil: 
purposes in relation to the percentage that should be left for the civilian ec onom\ 

Many small businesses felt they had to get materials now to keep their organ- 
ization together until they got defense orders. Defense orders have been ver 
slow in coming to many of them. 

There was general feeling that the Government is stockpiling materials far in 
excess of what can actually be used. 

The following points were made in regard to the general administration of th 
program: 

Witnesses complained that DO’s do not assure the holder’s materials they are 
supposed to get. At present the little-business man is not able to get materia! 
with a DO rating supposed to be equal to all other DO ratings. There is a feeling 
that too many other factors are operating to direct materials and that they 
direct. materials into channels which do not get anywhere near the little-busines: 
man, 

There is no coordination in the granting of priorities. A subcontractor canno! 
get a priority for machine tool purchase needed to carry out a defense contract 
even if he is otherwise fully equipped to perform and has a DO contract. H¢ 
has to rely on the prime contractor to get it for him. Buildings constructed under 
M-4 priority do not rate any kind of materials priority. (A new order dated Apri! 
23 relieves this situation to some extent.) 

Most of the witnesses preferred a graduated priority system such as we had i 
World War II where priorities for materials were established according to the order 
of importance. They wanted one priority rating to be reserved for civilian produc- 
tion in order to guarantee at least some portion of supply for civilian needs. 
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There was general approval of the CMP. There was great uncertainty over 
what would happen in the interim period of operation, but great hope that CMP 
would produce a remedy. 

Orders are too complex and too frequently revised. The witnesses want greater 
authority to interpret regulations at regional centers. They believe local or 
regional centers should have power to make exemptions to regulations and to 
modify or adapt them to local conditions. There was a general feeling that small 
businesses had a great disadvantage in not being able to afford representatives 
in Washington. 

Although it is noted by defense officials that American production is soaring 
under the system of allocations, the hearings for small business disclose that there 
is an ailing segment in our economy. Our regulations may be accomplishing the 
immediate aim of necessary production for defense, but we are destroying an 
essential part of our total productive strength at the same time. Iven though we 
have regulations we can hold to certain fundamentals of our system, which would 
maintain the highest right under the circumstances and equitable treatment for 
all. We are not providing equal consideration for little business; the control of 
the factors of production is passing out of their hands and into concentrations of 
economic power, Our strength lies in a free-enterprise system which provides not 
identical but equitable treatment for all. We want enough regulation to keep it 
free and to enable all producers to make their full contribution to the economic 
strength of our Nation. 

SUMMARY OF TESTIMONY 


Material shortages—iron and steel 

George Sandefer, Midwest Tank & Construction Co., Indianapolis, Ind.: ‘‘The 
steel shortage has compelled us to curtail operations. In order to keep going we 
have had to purchase black-market steel at $250 per ton. We feel that steel 
should be controlled a little closer from the mill to the consumer.” 

Edward A. Gardner, Indianapolis, Ind. (sheet-metal contractors): They are 
having difficulty in obtaining a sufficient supply of hot-rolled and galvanized-sheet 
sheets, ete. For the past 25 years they have purchased direct from the steel mills, 
but now have to deal with local steel warehouses. At the same time, black- 
market operators frequently contact them about their steel needs. 

Daniel F. Fettig, Heinz Manufacturing Co., Elwood, Ind. (fabricators): ‘‘Steel 
wire has been offered to us at premium prices from coast to coast. Without the 
wire we must shut down; to buy the black-market wire without possibility of rais- 
ing our product prices means going into the red, and ultimately shutting down. 
So it looks bad either way. We have tried, so far unsuccessfully, to obtain a 
volume of defense work that might guarantee delivery of steel wire.” 

R. A. Miller, Playtime Products, Ine., Warsaw, Ind. (manufacturer of toys): 
His inability to get sufficient steel is due to NPA Order M-—47 which bases the 
amount of steel obtainable on use in first half of 1950, a time when the toy industry 
is normally slack. 

F. A. Stickle, Stickle Steam Specialties Co., Indianapolis, Ind.: ‘‘ We are handi- 
capped by our inability to obtain metal tubing and other materials. In the last 
war we were able to obtain materials with priorities, but under present restrictions, 
we are practically helpless. I believe we will have to institute an over-all priority 
and allocation system for steel. Part of the shortage problem stems from exces- 
sive Government stockpiling.” 

C. J. Battenfield, Winamac Steel Products, Inc., Winamac, Ind. (manufacturer 
of automobile replacement springs. and certain farm-machinery components): 
Steel shortage is severely affecting this company. Cut-back is up to 66°4 percent 
for small companies like this one. 

A. P. Roberts, Textile Machinery Repair Business, Atlanta, Ga.: ‘‘ Neither steel 
nor DO ratings have been available to my business; consequently we are now 
exhausting our remaining supply of steel. We shall soon be unable to make 
replacement parts for the textile plants hereabouts.”’ 

J. L. Wilson, Suggs Machine Co., Butler, Ga. (logging-machinery manufac- 
turer): ‘The steel shortage will force us to close down in 30 days if relief does 
not come * * *, We manufacture and maintain winches used in the South’s 
lumber industry, which you would think is essential to national defense; but 
armed even with DO 97, we have been unable to obtain steel.’ 

A. R. Abrams, A. R. Abrams, Ine., Atlanta, Ga. (manufacturer of millwork, 
store fixtures, etc.): Because of restrictions on construction and the shortage of 
materials he has been forced to curtail operations. The main problem of secur- 
ing materials appears to be one of distribution rather than shortage. Black- 
market oneretions have drained off some available materials; pew businesses 
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randling materials on a speculation basis have upset organized distribution chan- 
nels. Some large steel companies which formerly sold direct, now channel their 
product through warehouses, which increase the price even though they never 
handle the steel. The warehouses, in many cases, choose the customers who wi! 
receive deliveries. 

W.C. Caye, Jack M. Hall, and Louis Aronstam, fabricators of concrete-reinfore- 
ing steel, Atlanta, Ga.: The only firm now receiving steel for reinforcement of 
concrete in this area is duPont, agents of the Atomic Energy Commission for the 
construction of the H-bomb plant. They have refused to subcontract the fabri- 
cation of reinforcing steel to small plants having the trained labor and equipment 
ready for production. They have gone ahead instead, at taxpayers’ expenses 
purchasing new equipment. With steel supply shut off, they may have to close 
down in June. ‘To keep our established firms in business we recommend that 
a World War IT law be revived to prohibit prime contractors from purchasing or 
renting machinery or equipment for the purpose of manufacturing or fabricating 
any materials on the job.” 

Christopher Hammond, Sr., Steel Products Co., Savannah, Ga. (truck trailer 
manufacturers): ‘‘We have purchased some steel on the black market, at prices 
considerably above mill prices. In the face of material shortages and Govern- 
ment regulations, we are gradually being put out of the civilian trailer business. 
Most of the sheet steel we need is going to the big automobile producers. Some 
authority must decide whether we need highway transportation of essential freight, 
perishables, ete., or passenger cars.” 

Fred A. Henninger, general manager, Charlotte Tank Co., Charlotte, N. C.: 
steel shipments to this company have been irregular and unpredictable He is 
now receiving 140 tons of steel a month compared to a normal monthly reqnuire- 
ment of 300 tons amonth. Similar shortage found in electronic tubes needed for 
welding 

Ed. O. Alexander, manager, Alexander Welding Co.. Raleigh, N. C. (producer 
of petroleum transportation equipment): He finds needed steel available only at 
300 or 400 percent above the mill price. 

Maleolm McQueen, Southern Welding & Manufacturing Co., Raleigh, N. C, 
(makers of fuel storage tanks): Steel shipments direct from mills are entirely 
Jacking. He claims subsidiaries of mills are making the kind of tanks his firm 
makes, and get steel mill prices while he has to pay higher ‘‘dealer’’ prices. 

Henry Barkelew and Remington Stone, Barkelew & Co., Los Angeles, Calif., 
(makers of automatic sirup dispensers): Difficulties in getting steel to complete 
current orders is the chief problem. Use of their product would save in number 
of drums required and thus save steel. Steel is available on black market. I- 
beams with OPS price of $160 were offered for $400 a ton. Black market is 
driving steel from regular channels. 

I, B. Muller, sales engineer, California Steel & Construction Co., Los Angeles, 
Calif.: Steel shortage is affecting this construction company because it cannot get 
DO orders for the construetion of industrial buildings. Principal portest is 
against NPA Order M—4 which restricts civilian construction. 

J. H. Shaw, city purchasing agent, Paul Beermann, hydraulic engineer, Harry 
C. Haelsig, assistant planning director, Dr. J. B. Askew, public health director 
Atlanta, Ga.: “‘We are having a difficult time in finding the pipes and fittings 
required to maintain a water and sewerage supply for our expanding population. 
If we don’t get pumping equipment soon, there will be a water shortage in this 
area when warm weather comes.’’ There are subdivisions at the present time 
which don’t even have water lines for fire protection. 

Joseph C. Shaffer, Vonnegut Moulder Corp., Indianapolis, Ind. (manufacturers 
of grinding and polishing machinery): Delayed shipments of such items as alloy 
steel shafting, seamless steel tubing, precision ball bearings, ete. threaten con- 
tinued production. Competing with DO rated orders, their orders are just not 
being filled. “If a system similar to that used during World War II could be 
established whereby the machinery manufacturers are given a basic rating for 
their critical requirements, plus suitable priority assistance for defense connected 
business, we would have a chance, at least, to effectively seek that share of the 
nondefense business we must have to maintain a profitable volume.” 

William R. Enochs, Enochs Manufacturing Co., Indianapolis, Ind. (manufac- 
turers of doctors’ and hospital furniture): Company does not have a DO rating 
and are not able to get steel. ‘‘EKven though we would properly be classified as a 
‘defense supporting’ industry, we have not vet obtained relief.” NPA tells him 
they can do nothing because they are only issuing ratings for direct defense 
orders. 
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w. A. Ferguson, Standard Electrical Tool Co. (manufacturer of machine tools) : 
Charles Erhart, Chris Erhart Foundry & Machine Co. (iron foundry), both of 
Cincinnati, Ohio: ‘‘We are heavily engaged in production for defense and have a 
large complement of DO ratings, but when we turn them over to the foundries the 
pig and scrap iron and coke suppliers do not honor them.” He suggests that some 
sort of DO system for their supply of coke, pig iron, and scrap would be a great 
help. They are handicapped by the period chosen as a base, the first half of 1950, 
which was a siack period. Part of the difflicuity lies in the overemphasis on pro- 
duction of coke for steel rather than foundry coke. Mr. Erhart is currently 
paying black-market prices for pig iron. 

Stanley M. Rowe, Shepard Elevator Co., Cincinnati, Ohio: Handicapped by a 
lack of steel, he believes that manufacturers of automobiles, refrigerators, and 
other appliances have been securing a disproportionate amount of the limited 
steel capacity of this country. 

Harry Sewartz, Lincoln Metal Products Corp., Brooklyn, N. Y. (manufacturers 
of metal houseware goods): The steel shortage may imminently close down this 
factory. Dealings with military procurement officers in an effort to secure 
Government contracts have been wholly dissatisfying. 

William Z. Taylor, Taylor & Co., Brooklyn, N. Y. (gray iron casting foundry): 
In this area, pig iron is produced solely by the steel companies, who are therefore 
in a position to decide how much iron the foundries shall receive. ‘“‘We are 
receiving less and less; our DO orders count for nothing in securing more pig iron.’’ 
The pig-iron situation throughout this area is not tight, it is acute, and our 
foundries face curtailment if adequate supplies do not become available soon. 
The solution which seems to be called for is the reexamination of the end uses of 
steel with an eye to curtailment. This would lighten the steel mill demand for 
pig iron and leave more for the foundries. 

George W. Simon, treasurer, Oneida Supply Co., Inc., Oneida, N. Y.: Chief 
problem is lack of steel pipe to carry on business as a small wholesale plumbing, 
heating, and industrial supply house. Chief source of supply has been Pittsburgh 
Tube Co., which discontinued manufacturing standard pipe in December. 

Claude B. Ogle, president, Atlas Plow & Engineering Co., Pasedena, Calif.: 
Inability to get material is the chief problem. Base period for steel allotments 
does not work out fairly for this company. Production has been cut back about 
30 percent. 

John L. Carter, New Jersey Foundrymen’s Association, Montelair, N. J.: “A 
serious shortage of foundry pig iron threatens to curtail operations in the ferrous 
foundries in this State and elsewhere. * * * Steel companies, the other big 
users of pig iron besides the foundries, have to all practical effects monopolistic 
control over the blast furnaces which produce pig. So we have to look to our 
competitors for pig iron for our supplies. ‘Those supplies are rapidly diminishing 
at a time when demand for foundry products is rising. * * * The shortage 
of dometie pig has increased our dependence on imports, and this presents special 
problems for the small foundryman because German iron will only be sold in large 
lots and all the imported iron commands premium prices.’” NPA has not under- 
taken allocation of pig iron, leaving it instead to the producers. He requests that 
action be taken by the Government to see that sufficient pig iron is allocated to 
New Jersey foundries to keep them in operation. 

Dwight C. Page, Leon J. Barrett Co., Worcester, Mass. (manufacturers of 
centrifugal machinery): ‘‘We have been handicapped by the suppliers’ practice 
of basing current deliveries on those of first-half, 1950, which happened to be our 
slowest period in many years.’ In trying to get raw materials they have found 
that DO’s mean little, and we are facing serious consequence of their failure to 
get adequate amounts of electrical sheet steel. 

J. Parker, D. M. Dillon Steam Boiler Works, Fitchburg, Mass.: ‘The 
difficulty we have, as a small business, in securing steel is illustrative of the 
principle that regulations applied uniformly to big and little businesses cannot be 
fair.” The inventory practices of the two types are different: as a result, current 
inventory regulations and financial limitations lead small businesses to exceed 
inventory ceilings or to buy from warehouses or on the blackmarket at great 
expense. A good controlled materials plan is necessary to the preservation of 
many small businesses. 

S. 8. Adams, president, 8. G. Adams Co., St. Louis, Mo.: Shortage of steel, 
particularly sheet steel, is especially serious for this company. ‘In the past 
year, five mills discontinued selling sheet steel in the St. Louis market.’? Although 
steel mills are advertising a vast increase in production, and the defense program 
only requires 20 to 25 percent of this production, small companies are being 
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decreased 50 to 75 percent in their steel. Black-market steel at from 15 to 20 
cents a pound is available, but Government price ceilings on end products makes 
its use too costly. 

Robert G. Fournie, secretary, Continental Boiler & Sheet Iron Works, St. Louis, 
Mo.: Lack of large inventories of raw materials often prevents small companies 
from being able to accept defense orders. ‘‘We have lost contracts because 
material has not been available to us in time to permit the delivery that the 
customer requires.” 

Boyd Hammond, vice president, Kelly Ryan Equipment Co., Blair, Nebr.: 
“Along with other small manufacturers, we are unable to buy more than a minute 
and insignificant amount of steel at mill and legitimate warehouse sources. 
Rather we must seek our supplies of this critical material on the gray market, 
where we have paid and are paying prices ranging up to 400 percent above mill 
prices.” 

David Ward, Ward Body Works, Conway, Ark.: Problem is getting sufficient 
steel to fulfill an Army contract. He is able to get DO rating, but that is only a 
“hunting license’ for steel. Requirements with this defense order would be 
substantially above previous amounts used. 

P. H. Hammond, chairman, steel procurement committee, Pacific Coast Gas 
Association, San Francisco, Calif.: West coast manufacturrers of heating equip- 
ment face acute steel shortage. Even though NPA Order M—47 did not cut 
heating equipment, while less essential steel consuming industries were cut 20 
percent, there are nonetheless unbalances in steel distribution that will severely 
limit production of heating equipment unless there is priority assistance. On the 
west coast, the limitation will be at least 40 percent. He recommends (1) that the 
heating industry be given programed steel tonnage through NPA; (2) that all 
phases of the heating industry be included in the program, and (3) that the 
particular problems of the west coast be given special attention because of its 
restricted supply problem. 

Edward Pine, chairman of delegation representing the State of Nevada: Regula- 
tion restricting construction and use of materials such as steel are seriously imped- 
ing the small industries of the States. A number of fabricating businesses and a 
number of lumber mills have been unable to get contracts for defense production. 

Martin Schwamb, steel fabricator, Reno, Nev.: The company is running out of 
material, specifically structural steel, reinforcing steel and wide flanges. Some of 
the steel they are offered is black-market steel. “If big steel supplies don’t like 
you, they don't sell to you.” 

James A. McGuirk, Neale & Carr, Providence, R. I. (boiler manufacturers): 
“Without DO ratings, we are unable to get expeditious shipment of our orders for 
steel and castings. If we cannot obtain these needed materials, our labor force 
must be laid off. Since the total production of our steel and casting suppliers i- 
not completely allocated to defense work, NPA should issue directives to them to 
allocate portions to small business customers.” 

Harry K. Cross, Rhode Island Tool Co., Providence, R. I.: ‘Our problem is 
in securing steel. We have been handicapped by the base period selected by tli 
steel companies for their allocations * * * the first half of 1950 was a slow 
period for us.’’ A factor contributing to materials shortages is Government buy 
ing in excess of needs. CMP seems to be the only solution to the problem of 
materials shortages. 

A. P. Bargman, Houston Specialty Co., Houston, Tex.: Our sources of supply 
of stainless steel have been cut back to about 35 percent. If we could get defens: 
work we might then line up more materials to keep us going; but the Governmen 
purchases seem to be going mostly to the Eastern and far northwestern areas 

Kk. O. Haltom, Dallas Tank Co., Dallas, Tex.: We are unable to obtain the stee! 
to make our products. Apparently DO’s have not yet been issued to the gas and 
oil industries, so we can’t get help from that direction in commanding more stee! 

C. A. Mack, Mack’s Concrete Works, Ferriday, La.: The chief problem is 
shortage of steel mesh. ‘‘What we are appealing for now is a just distribution of 
what products there are available. We do not feel that the large operators should 
get all of the scarce materials and the small operators none, The system as it 
now works forces us to try to furnish nonreenforced pipe in competition wit! 
firms who are in a position to furnish reenforced pipe. It is not possible to survive 
under these circumstances. If there is not enough steel to go around, we urgently 
request that all pipe manufacturers be cut off from steel as we have been and thus 
put us all on equal basis. 

Another thing we urgently recommend is that manufacturers supplying defense 
projects be prohibited from buying huge quantities of scarce materials far exceed- 
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ing their actual needs for the project involved, as this allows them to move their 
products on nonpriority jobs on which their legitimate competitors cannot quote 
because they had no defense contract to help them get a large supply of steel. 
If something on this order can be worked out, we believe it will mean the continued 
existence of lots of small plants such as ours throughout the Nation. Failure to 
do so will close many of us out fast.” 

Frank Carroll, sheet metal contractors of northern Connecticut, Hartford, 
Conn.: An “ineredible’’ shortage exists in Connecticut of the following steel 
products: sheets, hot-rolled, gages 10 to 28; sheets, galvanized gages 16 to 28; 
similar shortage in copper sheets. Only about a sixth of estimated requirements 
of steel sheets are being met. Industry is forced to pay black-market prices for 
steel. A Nation-wide drive on black markets in the scarce metals is essential. 

Jules Loxsom, president, Viscol Co., Bridgeport, Conn. (manufacturer of leather 
preservatives and shoe waterproofing compounds): Shortage of tin cans chief 
difficulty, particularly NPA restriction limiting use to 90 percent of 1950 or 1949. 
Company began operations under present management July 1, 1950. ‘“‘As a 
‘very small’ small business in a special industrial field, we are hoping for the con- 
tinued permission by the Government to operate our normal type of business.”’ 

Charles Scirotino, New Britain Nail & Brass Co., New Britain, Conn.: Witness 
bought nail plant on October 11, 1950, and despite have DO orders, has been 
unable to get steel (low base wire) from any regular supplier, can get steel from 
gray market, but refuses to. 

Fred 8. Dubin, Dubin Heating & Cooling Co., Hartford, Conn.: Sheet metal 
situation in housing in Connecticut is serious. Company has been unable to 
buy galvanized sheet metal for heating ducts. The essentiality of housing and 
construction must receive more recognition. Black market price steel is available. 

Wendell E. Butler, president, Allied Farm Equipment Manufacturers Associa- 
tion, vice president of the Galloway Co., Waterloo, Iowa (small farm equipment 
plant): Witness maintains that the supply of steel is plentiful. “It is just a 
matter of what price you want to pay to get it * * *. While we, as small 
manufacturers, are constantly being refused steel at our normal sources of supply, 
while we are being told by the steel mills and the steel warehouses that they have 
no steel for us, we are daily offered seemingly unlimited quantities of steel of all 
types and kinds by people who call themselves steel brokers, and who ask us to pay 
prices amounting to four and five times the regular mill price for our material.” 

Problem will not be solved by merely limiting the production of so-called non- 
essential items. 

The black market is caused entirely by unscrupulous individuals purposely 
gouging the small-business man and the farmer. 

“Naturally, for as long as it was possible, those of us who found it absolutely 
necessary to purchase such high priced steel in order to live passed the extra cost 
on to the consumer, thus seriously adding to the inflationary spiral and further 
complicating the problems facing the Department of Agriculfure in seeing to it 
that the farmers of this country are sustained. Now we are put under price 
ceilings, making it impossible to pass on at least a large part of these extra costs; 
and while this may be fair enough for the farmer and may have been entirely 
necessary for the equalization of our economy, now the small farm equipment 
manufacturer suffers the full brunt of the excessive costs of steel, and will either 
go bankrupt trying to absorb those costs, or will merely go out of business for lack 
of material with which to produce. 

“Firms who normally purchase from 10 to 20 percent of their entire annual steel 
requirements from sources other than direct mill level are now forced to buy up 
to 80 percent, and sometimes more, from sources other than mill. Most of these 
outside purchases are at outrageously high prices. That, gentlemen, is slow 
death. No small manufacturer can for many more months continue to be bled 
in this way and still exist. 

“His company paid out $65,000 in premiums for the price of steel from July 
1 to December 31, 1950. 

“The small manufacturer who regularly and normally buys even from ware- 
houses has been repeatedly turned down by the warehouses and forced to go to 
the black market. I suppose that might be due to the fact that many of us who 
are mill customers have been shoved back to the warehouse, and the warehouse 
has shoved their customers back to the black market.” 

John W. Shaffield, Nashville, Tenn. (distributors to hardware dealers, indus- 
trial plants, and electrical contractors): No way of checking to know if alloca- 
tion they receive is correct. Steel mill first sets aside 10 to 20 percent for 
Government requirements. Then from the remainder as a total, makes allo- 
eations of 85 percent of base period supply, including DO allocation. 
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Base period started business January 1, 1950. First 9 months of 1950 not 
representative. Supplies in 1948 and 1949 greater than base period. Thinks 
fair base period would be to extend through entire year of 1950 or go back to some 
representative period during 1948 or 1949. 

Invoice date rather than shipment date governs in determining amount received 
in base period. Received two shipments in base period, both of these invoices 
fell just outside. Have appealed case. 

Other factors affecting distribution. Less supply available to small business 
from distributors because large industrial plants who have previously bought 
from the mill are not able to get all requirements from the mill, and buy from 
distributors. 

D. R. Kennedy, Kennedy & Bowden Machine Co., Nashville, Tenn. Former 
bought steel from supply houses having warehouses in various cities and if one 
warehouse could not fill the order they would ship from one of their other ware- 
houses. Now they are not allowed to call on any other warehouse but merely 
cancel the order. Yet it is these past purchases that helped build the allot- 
ment of the other warehouse. 

J. H. MeCann, McCann Steel Co., Nashville, Tenn. (small fabricators of steel 
products, do structural steel work for buildings and bridges): Mills will not accept 
order for material for nondefense work, including nondefense building which 
has a priority. Building priority does not carry a materials priority. On defense 
jobs if vou furnish a rating, mills put it on the schedule for the next 4 to 6 months 
delivery. 

No way of knowing if they are getting amount of steel rightly due them under 
the allocation—are people getting steel without a priority, or is the Government 
taking it all, or is it being used in priorities? 

Black market has had stock lists of materials running anywhere from 100 to 
200 percent over mill price, and is offered for immediate shipment. 

K. Frank Cline, president, Kk. F. Cline Corp., Nashville, Tenn. (manufacturers— 
industrial steel furniture and allied products): With proper DO’s steel can be 
obtained from legitimate warehouses at $6.50 to $7 per hundred, 3 to 9 months 
delivery. Steel from black-market warehouses, any gage or size with quick de- 
livery, $16, $18, to $22 per hundred. Only little business is affected. Big 
business with mill connections not dependent on warehouses. 

Black-market steel used only in nondefense contracts, manufacturers cannot 
afford to pay these prices on competitive bidding. 

Much of black-market steel is foreign steel, and probably channeled by small 
mills beeause big ones would not want to jeopardize their reputation. Knows 
steel coming into New York from Belgium, England, and other countries. Has 
been offered large quantities. It is off grade. It will be laminated or it will 
break in operation, it is off size, and the price is in excess of regular warehouse 
prices. 

> G. Banker, Jr., Mid State Steel Co., Nashville, Tenn. (combination fabrica- 
tors and distributors of steel): NPA Order M-—6. Not getting 85 percent of 
amount used in base period as amendment states. Amounts available to ware- 
houses being constantly reduced because of the increasing percentage going into 
defense orders and Government directed programs. 

Base period——does not represent a fair measure of allocation. Started business 
January 1, 1950, and because of strikes and other causes affecting steel production, 
shipments during base period not sufficient for a break-even operation. 

Other factors affecting distribution: (1) Other combination fabricators and 
distributors using total allocation in their own fabrication and withdrawing from 
distribution market; (2) long-term increase in demand in area out of proportion 
to national increase in demand: (3) supply served only partially in area, rest of 
supply from distant points. Now cut off because of policy of serving home 
customers first, even though they were partial suppliers during base period. 

R. D. Brown, Northfield Iron Co., Northfield, Minn.: Instead of a shortage of 
steel, T think “there is a glaring shortage of thinking and understanding on the 
part of those policy setters in the bureaus in Washington who attempt to contro! 
the material set-up today.’”’ One indication that there is no actual shortage is the 
prevalence of black marketeers in steel. ‘‘Enforcing the inventory control law 
would do much to alleviate this situation. You know, of course, that the law is 
not enforced. The first half of 1950 is a poor base period on which to determine 
today’s allocations.” 

Earl Martin, Jr., Helix Corp., Crown Point, Ind. (farm equipment manu- 
facturer): We were informed in March 1951 by our supplier of steel conveyor belt 
that future deliveries could be made only on DO orders. After an appeal to 
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NPA we secured a DO-—45, and submitted it to our supplier, who passed it on to 
his mill source. We have been informed that delivery cannot be effected earlier 
than 45 days. The prime manufacturer of galvanized strip is deliverying stainless 
steel strip to our supplier at a price five times the galvanized strip; we cannot use 
it. Not since the initiation of our company in 1948 have we ever been able to 
buy steel direct from the mill; we have always had to depend on our subcontractor 
who has a long buying history with the mills. We receive daily offers to buy steel 
on the black market. The regulations of the fortheoming CMP which we have 
seen do not promise to help us. “The problem of the small manufacturer is to 
merely exist at the moment and for the balance of 1951.” 

Clark Walsh, Walsh Manufacturing Co. (manufacturer of farm equipment, etc.), 
Charles City, lowa: Our supplier of wire fabric canceled all our orders for the 
product; we then located another supplier. But on April 30, Inland Steel canceled 
our orders for another component of our corn cribs—rail steel for frames. We 
sometimes have as many as 2 dozen phone calls a week Offering us black-market 
steel. There is a shortage of steel, but it seems to be a matter of having the 
Government decide if essential or nonessential users are to obtain steel. 

H. A. Wendler, Highway Equipment Co. (farm equipment manufacturer), 
Cedar Rapids, Iowa: A law with teeth in it and vigorous enforcement are clearly 
ealled for to rid us of the black market in steel. Once you have discovered where 
the illegitimate brokers obtain their supply, you could shut it off at the source 
and divert the steel back into legitimate channels. Section 3 of NPA regulation 
M-—55 is causing a hardship on many of us by requiring us to place DO—87’s only 
with regular suppliers over the past 2 years. This will make it all the harder for 
us to get steel. An additional cause of the materials shortage is unbalanced 
invertories. If a mechanism could be devised to secure exchange among manu- 
facturers who have unneeded types of steel, the unbalance might partially be 
corrected. ‘“T believe that the steel warehouses and the steel mills many times 
cater to the large users.’”?, Some warehouses have adopted the practice of making 
our deliveries in small lots, which enables them to charge higher prices. Higher 
material costs of course, threaten our profit position. 

B. A. Fuller, Fuller Manufacturing Co. (farm equipment manufacturer), 
Centerville, Iowa: With the draft making drains on farm labor, there is increased 
need today for labor-saving farm machinery to boost the output of farm products 
demanded by the defense effort. The buying power and preferential position 
of the big companies with the steel suppliers are choking off steel supplies of 
small businesses. There is not much left for the little man after a distributor’s 
steel supplies are cut to 60 to 85 percent of last year and further reduced by 30 
percent for DO-rated orders and raids by large manufacturers. CMP will 
eventually help out industry, but not during July when it is supposed to go into 
effect. Therefore DO-87 should be extended for June and July. 

Boyd R. Hammond, Kelly-Ryan Equipment Co., Blair, Nebr. (farm equip- 
ment manufacturer): The economic life of Blair, Nebr., rests largely on the activ- 
ities of our company; just last month we had to lay off 40 percent of our labor 
foree. With needed materials getting short, we endeavored to obtain Govern- 
ment contracts; but it took us a year, and $120,000 to learn that as preducers of 
essential civilian equipment we would not be considered for defense work. To 
get the steel we need for the rest of the vear would probably mean turning to the 
black market and paving $1,165,000 more than legitimate mill prices. With 
big business enjoving the plums of defense work, small business will die and 
monopoly will thrive. To avoid these evils, it would be prudent for the Govern- 
ment to award a just proportion of its contracts to small business even though 
they may enter higher bids than big businesses. 

J. W. Coxon, Mount Hawley Manufacturing Co., Peoria, Ill. (farm equipment 
manufacturer): The only ultimate solution to the small businessman’s materials 
problem is a controlled materials plan to guarantee equitable dividing up of 
available supplies. At present, a disproportionate amount of steel is going to the 
automobile industry. Small businesses are particularly handicapped as a result 
of being small purchasers without long buying histories. Because of the seasonable 
nature of our work, NPA materials allocations should make allocations at the 
proper time of year, enabling us to distribute our products to farmers when they 
need them. 

G. R. Wilber, Blood Bros. Machine Co., Chicago, Ill. (farm equipment manu- 
facturer): We have been cut now about 45 percent in our quotas of the four or 
five types of steel which go into the universal joints and drive lines we manu- 
facture for farm equipment. DO-87, belatedly issued to the farm equipment 
industry, has been of some help in procuring materials, although one of our main 
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suppliers of steel has refused to recognize it for June delivery. If the controlled 
materials plan does not come into being until fall, then a DO-87 rating should be 
issued to cover a definite period of time, should be issued early enough to apply 
to that period, and should be made mandatory upon steel suppliers. 

E. Boyer, Statesville, N. C. (farm equipment manufacturer): Our failure to 
obtain even modest amounts of steel in time for the peanut harvest season 
threatens the crop of many farmers who are depending on us for equipment. 
“We small fellows, lacking cash, storage, and personal contacts, inevitably suffer 
when supplies become tight, unless some system of timely and equitable allo- 
cation is placed into effect.’’ We are currently suffering in the materials shortage 
from our unequal buying position. Suppliers cater to their big customers with 
long buying histories; small-business men can point to neither large orders nor long 
histories. Shortly after NPA order M—6 was issued to assure small manufacturers 
of some steel, DO-—97’s were issued to provide steel for maintenance, repair, and 
operating supplies. The DO—97’s quickly exhausted steel supplies, including those 
supposedly reserved by M-—6. We have received innumerable offers to buy steel 
at exorbitant prices. With so much steel available on the black market it is 
hard to understand why our subsidiary, engaged 60 percent in defense work, 
cannot secure steel even with the necessary priorities. 

J. W. Gotcher, Southern Farm Equipment Manufacturers, Inc.: We have 
utmost confidence in the Agricultural Machinery and Implements Division of 
NPA. NPA Order M-—55 providing aluminum, copper, and steel for farm equip- 
ment for June 1951, had a number of shortcomings; it came too late, should 
be extended for third quarter of this year to span the gap until CMP comes into 
existence, did not succeed in getting steel producers to set aside quantities for 
our needs, should have been based on consumption in the base period (not amounts 
received), and was accompanied by an incomplete list of farm equipment elizible 
for the benefits provided. Advance information of CMP indicates the need for 
harmonizing certain features of that plan with existing regulations. Many 
businesses will be unable to provide the very technical data required by C MP 
Form 4-B by the May 31 deadline. There is a black market in steel operating in 
the South today. 

John Rumicks, American Manufacturing Co. (farm equipment manufacturer), 
Benton Harbor, Mich.: We are idle because we cannot obtain certain required 
types of steel for our cultivators. Apparently a lot of steel is going to nonessential 
uses. 

G. D. Shawver, Innes Co., Bettendorf, lowa: We have been buying steel from 
black market sources since 1947 in order to meet our production needs. DO-97 
should be revised to cover a longer average period and should make allowances 
for inequities arising under the base period chosen. 

W. E. Cornelius, Sunbeam C orp., Chicago, Ill. (farm equipment division): The 
base ‘period prescribed under M-—55 was not typical in our case. A manufacturer 
should be permitted the alternative of using his average sales for a period of 5 
years from 1946 to 1950, inclusive. 

T. C. Solem, Johnson Hydraulic Equipment Co. (farm equipment manu- 
facturer), Minneapolis, Minn.: The steel shortage has prevented our making 
deliveries of haying equipment in time for this spring’s haying season. ‘Today 
there is not a bar of cold rolled steel to be had from any source.’”’ M-—55 has been 
worthless to me; warehouses won’t accept M-—55 orders because they can’t assure 
us they are going to get any steel. 

Material shortag: spauminum 

Herbert Friedman, Pax Metal Corp., Los Angeles, Calif. (extruders of alu- 
minum): In order to overcome the impact of aluminum shortage for small pro- 
ducers during transition period, it is suggested that independent aluminum ex- 
truders should be allowed to fabricate standard items such as rod, bar, tubing, 
and shapes which will later be used for defense requirements; and also to continue 
a larger degree of production of essential civilian items, such as aluminum window 
sash, door thresholds, etc. The large integrated companies are doing more 
fabricating themselves and not making material available to small companies 
as they should, he feels. 

Stanley F. Bell, Strait-Line Products, Costa Mesa, Calif. (tool makers): 
Company requires larger allocation of secondary aluminum alloy of which he 
claims there is an adequate supply. Amount of alloy allowed under regulation 
M-7 is not sufficient to maintain present personnel. 

Frank Gaines, Gaines Co., Los Angeles, Calif. (aluminum casting): Major 
problem is delivery of aluminum ingots. Large companies do not promise delivery 
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until early months of 1952, making it impossible to retain workers and business. 
There is insufficient aluminum apparently to meet the defense orders that have 
been allocated. Operations have been carricd on by borrowing metal from 
customers. 

Samuel Silverberg, Klimat-Master Aluminum Products, Cincinnati, Ohio: 
“The end-use restrictions amount to our death sentence * * * I prefer not 
to close shop, for my own interest, as well as for the interest of my 45 employ- 
ees * * Remove that restriction, place a percentage ceiling on us, and 
then let us scramble for aluminum as best we can. 

B. J. Wagner, Koolvent Aluminum Awning Co., La Fayette, Ind.: Order M-—7 
curtailing use of aluminum is believed to be unfair to present producers and un- 
realistically severe, not taking into sufficient account secondary recovery of scrap 
or imports. 

George D. Reish, Reish Products, Inc., South Bend, Ind. (processors of alu- 
minum foil): He believes orders prohibiting use of foil is discriminatory, allowing 
relatively too much, for example, for milk bottle caps, and for tobacco and 
cigarette packaging. 

W.5S. Benson, B. & W. Enterprises, Houston, Tex. (manufacturer of aluminum 
screens): After considerable expenditure of money and time in getting organized, 
they were ready to begin production in June of 1950 when the Korean War came 
along. “I was chopped off on aluminum and cut down. Sixty-five percent of 
base for the first 6 morths. I did not have any base.” 

Alex Andrews, Consolidated Venetian Blind Co., Houston, Tex.: As largest 
producer of aluminum venetian blinds in the United States, the aluminum shortage 
is of critical concern. ‘Due to the fact that there are four agencies independently 
engaged in allocating the available supply of aluminum without clearing through 
one head or central office, it is our opinion that there is a pyramiding of requests 
and numerous duplications for eseential requirements of this critical metal.”’ 

William T. Brown, Central Cooperative, Inc., Oakland, Calif.: As a farmers’ 
cooperative whose purchasing activities did not start until 1946, this organization 
finds it impossible to purchase the percentage of steel and aluminum products 
that, under regulation M-—6 they are entitled to. Many farmers and farm coopera- 
tives are put in real jeopardy by this situation. Smaller distributors of aluminum 
have not been able to get any out. of the Aluminum Co. of America, even though 
other suppliers in other sections of the country have apparently been provided 
for by ALCOA. In brief, ‘‘the supplier won’t sell it to us.’’ 

Paul VY. Harmon, president, Precision Parts Corp., Nashville, Tenn. (Nash- 
ville nonferrous foundry, machine shop, and woodworking plant): NPA order 

7. Aluminum scrap. Aloys prepared for different types of castings usually 
made from secondary metal, whereas primary metal used to produce aluminum 
sheets. Aluminum used by smal! foundries produced by secondary metai retinery, 
who secure their total supplv of aluminum from the open scrap market, which is 
now practically nonexistent due to Government orders (1) users of aluminum 
sheets must return all scraps to the prime producer, taking it off the open market 
(2) different branches of Government have issued orders to stockpile all Govern- 
ment scrap, also take this off the open market. 

D. R. Kennedy, Kennedy & Bowden Machine Co., Nashville, Tenn.: NPA 
order M-12, NPA order M-7. Custom of job shops has been to save scrap 
ae and brass and have foundries melt it and pour it into castings for them. 

NPA regulations prevent scrap from being melted locally—it must be sold to a 
junk dealer who in turn ships it to large refineries. They supply their regular 
customers, generally large industries. Only alternative for a small plant in 
securing castings when he does not have a DO order, is to try to purchase raw 
material from the refinery, then have local foundry melt it and pour it into castings. 

K. A. Vermer, Vermer Corp., Malvern, Ark.: His firm requires about 250,000 
pounds of aluminum per morith, whereas Reynolds Metals Co., its only source of 
supply, has allocated it 5,000 pounds for the month of May. The balance the 
company must make up from secondary materials or the black market. There 
is ‘‘erying need for another producer in the field (aluminum production), but one 
that is a producer only whose sole purpose is to supply the general trade.” 

Lewis Hamlin, Hamlin Product Co., Little Rock, Ark.: A shortage of primary 
aluminum seems to be combined with an increasing supply of secondary aluminum; 
therefore it is suggested that NPA regulations on secondary aluminum be relaxed. 

T. J. Bottom, president, Aluma Kraft Manufacturing Co., St. Louis, Mo.: The 
company finds itself caught between Government directives prohibiting the use of 
aluminum for awnings and inability to obtain defense contracts despite trained 
personnel. ‘NPA has controlled our vital materials with guesswork methods. 
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They have admitted this and find it necessary to make changes upon changes 
* * * We don’t make any claim for the necessity of aluminum awnings. We 
only want to be allowed to continue in business, to keep our organization together, 
so that we can convert to the business that is using the aluminum, to the business 
that we are capable of doing.”’ 

Fred Venner, president, Southwest Manufacturing Co., Little Rock, Ark.: He 
maintains that aluminum shortage is due in part to excessive requirements of th 
aircraft industry. They are building up inventories, while small businesses are 
unable to obtain enough aluminum to keep in business. The small businesses for 
the most part are unable to obtain enough defense contracts to compensate for the 
cut in civilian production. 

Sigmond Rosenblatt, National Glass Co. and Nateor Store Fronts, Taunton, 
Mass.: ‘Just after starting our store-front line, World War IT hit us; postwar, 
we enjoyed a good rise and decided to relinquish our glass line, concentrati: 
entirely on aluminum store fronts. In March 1950, we moved our factory 
Taunton, Mass., and then a new war effort and aluminum shortage hit us. This 
time we can’t fall back on another line of business * * * We have never 
been able to understand why the United States refused Canada’s offer to sell 400 
million pounds of aluminum * * *, Our efforts to secure defense work have 
to date been unavailing. In order to be able to perform defense work when 
does come our way, we must be able to hold our trained staff together; that will 
require securing just enough aluminum to keep us in business.”’ 

John B. Loveland, Indianapolis, Ind. (distributor of food-packaging materals): 
“Serious shortages of wrapping materials used to protect frozen foods have 
developed which threaten my business * * *, We should recognize the 
importance of family and community food lockers in warding off inflation and the 
black market in foods. But people cannot stock food without proper packaging; 
and we are increasingly less able to supply the materials for food packaging.” 

Charles Grafman, Southeastern Venetian Blind Manufacturers’ Association: 
The M-—7 order restricting aluminum threatens the venetian blind industry. 
Since aluminum venetian blinds make many varied contributions to the economy 
and defense effort, the product should be classified as an essential item, thus 
guaranteeing an adequate supply of our raw materials. 

C. G. Olson, Atlanta Ventilated Awning Co., Atlanta, Ga.: ‘Our death sentence 
was delivered by the NPA order M-7, shutting off our basic raw material, alumi- 
num. Almost every city in the country over 25,090 population has a company 
that manufactures aluminum awnings; it is a nice little business, but now we are 
through.” 

G. B. Collings, chamber of commerce, Newport News, Va.: Aluminum fabriea 
tors are suffering from the metal shortage. The Government’s refusal to accept a 
favorable offer from the Aluminum Co. of Canada did not make sense. 

Stuart E. Hallett, Brown & Grist, Newport News, Va. (aluminum window 
manufacturers): Small businesses have been unable to compete pricewise in 
securing raw materials and have consequently sought Government business 
solely as a means to guarantee a supply of raw materials. Stockpiling by the 
Government, before the needs were accurately determined, has threatened many 
small firms. ‘‘The amounts of aluminum in the stockpiles cannot possibly be 
needed; but we badly need it.” 

L. A. Cushman, Television Associates, Manchester, N. H.: ‘‘We have been 
unable to secure from legitimate sources the amount of aluminum allowed us 
under NPA orders. Consequently we have turned to European and_ black- 
market sourees. I recognize that ‘I am as much guilty of violating the rules and 
regulations as the seller is. I recognize that fact, but it is either do that or go out 
of business, and I eannot afford to go out of business and neither ean I afford to 
go without a job, as I did for a number of years.’ He has had no problem in 
obtaining aluminum from Europe. The price of aluminum that comes back from 
England exceeds the ceiling price here, but they are importing (American) alumi- 
num from Italy for less than the market price here. We also have to obtain other 
items such as cadmium plated nuts and boits from illegitimate sources at premium 
prices. ‘Why should automobile manufacturers have such an ample supply of 
scarce materials when we small-business inen are being choked to death by the 
scarcity?’ ”’ 

Material shortages—copper 

E. C. Phillips, Coast Electrie Co., San Diego, Calif. (supplier of electrical 
equipment): “Commercial and housing construction are curtailed here because 
of inadequate supplies of insulated copper wire. Both copper and the rubber 
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insulation are short. Most of the nonmetallic sheet cable is manufactured in the 
East and under the practice of uniform pricing throughout the country, the 
eastern manufacturers prefer to sell close to home (and thus avoid freight charges), 
therefore there is an element of discrimination against the west coast. Appar- 
ently under the restriction of demand through the DO orders, some manufac- 
turers have surplus wire on their hands; this DO-induced surplus is feeding the 
black market in copper wire.” 

Raymond Betts, Cincinnati, Ohio, manufacturer of bronze burial caskets: 
“Being set up to manufacture only bronze caskets, I am a candidate for one of 
my own products under the NPA restrictions on bronze. * * Unfortu- 
nately the prohibition came just when I had suecessfully concluded the develop- 
ment phase of a new process. Since my molds were completed only a few weeks 
azo, I have no historical base.’ 

Robert Langsenkamp, Langsenkamp-Wheeler Brass Works, Indianapolis, Ind. 
(foundry operations): ‘‘The foundry industry, basic to industrial mobilization 
for defense, is currently handicapped by shortages of raw materials. The stock- 
piles in the hands of small producers are as fully available to the defense effort as 
are the larger stockpiles gathered together by the Government, if not more so, 
Furthermore, producer stockpiles are more widely distributed and accessible to 
the foundry industry. It is our belief that copper is being needlessly stockpiled. 
Foundries are now finding it necessary to import pig iron and to secure pig copper 
from the black market.’’ 

Thomas A. Robertson, Mosler Lock Co., Covington, Ky.: ‘‘Cut-back of 
materials is the chief problem of the company. In the production of locks, it 
has been impossible to find satisfactory substitutes for brass and bronze.” 

Ernest G. Kramm, manager, Northern California chapter, National Electrical 
Contractors Association, Oakland, Calif.: To help electrical contractors get 
needed copper, he recommends that until a controlled materials plan goes into 
effect, the specialty contractor be immediately removed from both the inventory 
control and percentage use of restrictions as now written into the M-—12 order. 

Jack Rawlins, National Electrical Contractors Association, Los Angeles 
chapter: Contractors’ inability to obtain copper wire in many instances is putting 
them out of business. He would like to have “some of the blocks in front of us’ 
eliminated so “we can get some of this material.” 

Edward Strasser, representative of the Fireplace Goods Manufacturers of the 
Pacific coast, Los Angeles, Calif.: Most western fireplace goods manufacturers, 
represented by Mr. Strasser, started up after World War II; now in this period 
of shortages, eastern outfits, where most of the brass comes from, have taken 
over the brass for themselves with very little left for the western market. The 
NPA order of March 1, was unfair to western brass consumers because they had 
very small inventories compared to those of the East. These manufacturers 
1ave also been unable to get defense contracts. 

John Taylor, Taylor Cable Products, Kansas City, Kans. (manufacturer of 
battery cables): Sources of supply come from big business which has cut down 
drastically on shipments, notably of copper. 

Roy W. Beaumont, Beaumont Furnace & Sheet Metal Corp., San Francisco: 
Copper shortage is making it impossible for this corporation to complete con- 
struction projects on which it was the successful bidder. The NPA regulation 
M-—12, with the first quarter of 1950 base is working great hardships on the com- 
pany. The use of galvanized iron instead of copper would not be satisfactory in 
many cases. Contractors that used substantial amounts of copper in the first 6 
months of 1950 are in a much more favorable position than those that used little. 
Favors putting contractor jobs on a priority basis and then allowing the successful 
bidders to obtain what materials are necessary to complete contracts with high 
priorities. 

Edward W. Duff, Universal Monc-Tabular Co., Dallas, Tex.: “We are the sole 
producers of a piece of equipment required in the printing business for turning 
out ruled forms. Since the equipment calls for finely drawn copper wire, we are 
in serious trouble now as a result of the copper shortage.” 

Henry King, of the Naugatuck Valley Industrial Council, Waterbury, Conn.: 
One of the greatest problems for small-business men in this area is the scarcity 
of metals, particularly copper. The basic cause of the present copper shortage 
is continued stockpiling of copper which he believes is both unwise and unwar- 
ranted. As a result there has been a loss of production, layoffs, and productive 
capacity that cannot be quickly regained. Shortages and dislocations such as 
these bear most heavily on the small-business man with his limited resources, 
limited sources of supply, limited diversity of product and limited capacity for 
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adjustment. Does not anticipate any benefits from CMP because this plan wil! 
not give us any more copper and that is our basic problem. 


Material shortages—Chemicals 

F. B. Thomas, Bundy Thomas Co., Covington, Ky. (paint manufacturer): Un- 
certainty in obtaining such raw materials as titanium pigments and white lead the 
main problem of the company. He recommends setting up a Government sub- 
sidized plant for refining titanium and corroding lead to serve some 1,300 paint 
manufacturers who are not among the Big Ten. Temporarily there should be re- 
striction or curtailment of exports of titanium. 

Horatio L. Wilkinson, the Debevoise Co., Brooklyn, N. Y. (paint manufac- 
turer): Titanium pigments have been unavailable. Each of the two main sup- 
pliers, DuPont and Titanium Pigment Corp. (subsidiary of National Lead), have 
been eminently fair in the distribution of their pigment to the industries they serve, 
both of them doing it upon a quota basis of past consumer orders. A contributing 
cause of the titanium and resin shortages is the Armed Forces practice of buving 
ahead of actual need. If they would schedule their deliveries over a period of time 
that more readily coincides with their consumption needs, more paint would be 
available for essential civilian requirements. Government procurement and ex- 
port policies in regard to flaxseed, the source of linseed oil, may also produce a 
shortage of that important paint ingredient. 

Bernard I. Gillman, 8S. L. Gillman Paint Co., Atlanta, Ga. (paint manufacturer) . 
“Our supply of white pigments, crucial in paint production, has been practically 
shut off since their classification as critical raw materials. Without a DO rating, 
we cannot get delivery from the pigment producers. They have taken the atti- 
tude that it is more convenient to sell in larger lots and consequently we little 
fellows are being squeezed out.” 

Alfred Gus Karger, American Printing Ink Co., Cincinnati, Ohio: There are four 
dominant firms in the United States which control the production of titanium 
dioxide, a critical ingredient of printing inks and paint bases. While they could 
not possibly have identical production costs, nevertheless they have regularly 
charged identical prices. And with the development of the emergency, they have 
started to squeeze the little fellows out of business. Each of the four resorted to 
the same strategem of basing point delivery quotas on customer purchases during 
a certain period of time, regardless of whether purchases during that base period 
were normal or not. There is supposed to be a shortage of titanium dioxide, but 
apparently enough is being produced to allow exports to neighboring countries 
which are then reexported back to us at prices four to five times the standard price. 
Many advertisements have been received of the material available at black market 
prices. The allocation of the material should be compulsory upon the manufac- 
turers, to prevent them from arbitrarily deciding who shall remain and who shall 
not remain in business. 

N. A. Backscheider, manufacturer of plastics, Cincinnati, Ohio: Competing with 
the rubber industry for benzol, the plastic industry has been short-changed by the 
notion that plastics are a substituted product. They should be correctly regarded 
as prime products. But the industry cannot make its full contribution (which in- 
cludes replacing aluminum in certain uses) unless adequately supplied with benzol. 

Louis L. Potomac, Alsyntic Co. of America, manufacturers of reinforced plastics, 
San Diego, Calif.: ‘‘The scarcity of such materials as benzene-based chemicals 
and glass-fibers threatens the life of the reinforced plastics industry. All those 
materials are now covered by DO orders, and as yet military contracts with DO 
ratings have not come through in sufficient quantity to replace the curtailed pro- 
duction for civilian uses. Plastics compete with the synthetic rubber industry 
and others for benzene derivatives; the Government should recognize the defense- 
importance of plastics in allocating these critical materials. But in addition, 
NPA should consider allocating enough raw materials to resin manufacturers to 
allow them not only to supply our defense orders, but a reasonable portion of our 
normal civilian business.” 

Jack Burnbaum, Bradford Novelty Co., Cambridge, Mass.: ‘‘We are currently 
receiving amounts of polystyrene that will not even give us 50 percent of our pro- 
duction last year. We have had to drop four-fifths of our employees a year. In 
the past we dealt with subcontractors who secured their own plastics with which 
to make our moldings; but now, when we go direct to the plastic suppliers they re- 
fuse to take orders on the grounds we have never bought from them before. The 
Government, not the polystyrene manufacturers, should allocate the material.” 

Charles J. Dietrich, Absorene Manufacturing Co., St. Louis, Mo.: Next to 
difficulties experienced under price-control regulations, securing of scarce mate- 
rials, particularly soda ash is a chief problem. 
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Leon W. Brower, Sunlight Chemical Corp., Phillipsdale, R. I.: With the help 
of DuPont they developed in 1949 a semipermanent household plastic starch to 
retail in food stores. The base material is polyvinyl acetate. On November 1, 
1950, DuPont advised that the Federal Government had issued DO orders for the 
entire putput of the acetate and consequently they could no longer sell us any. 
We submit that none of the multi-million-dollar corporations of this country have 
been denied all of their requirements of raw materials but that we, as a small com- 
pany, have been denied any of our raw material whatsoever. We ask that we be 
allotted a reasonable percentage of our requirements. Some acetate is available 
on the New York black-market at twice the normal price. 

T. P. McLaughlin, Soproco, Inc., New Orleans, La.: Has been contacted on 
black market sources on chemicals twice regular market prices. 

Thomas Millane, Wright Manufacturing Co., Houston, Tex.: ‘‘Raw materials 
for both lines of our business (rubber tile and plastics) are short: synthetic rubber, 
styrene, refined sulfur, and phenolic resinous plastic powders, paint pigments, etc. 
We have encountered a black market in paint pigments. * * * Since our 
rubber tile is sold nationally through distributors, it takes a long time for DO’s 
held by some of them to filter back to our level.” 

William McLain, Kusan, Inec., Nashville (molders of plastic and semiplastic 
materials: NPA Order M-2. Plastics industry is an expanding indusry. Have 
been cut back to 50 percent of allocation of styrene they were using last fall. Syn- 
thetic rubber uses 23 percent styrene. Thinks percentage can be reduced to 16 or 
17 percent which would provide necessary amount of styrene to maintain both 
programs, 


Material shortages—general problems 

Dewey Anderson, director, Public Affairs Institute, San Francisco, Calif.: 
He maintains that the biggest problem of small manufacturers is shortage of 
materials. When you go into a big program of military production, the manufac- 
ture of some civilian goods has to be cut down. This hurts many small manu- 
facturers and fabricators, and unless they can get military contracts or sub- 
contracts they are ruined. Even when they get military orders they have diffi- 
culty obtaining materials unless they pay premium prices on the so-called gray 
market. 

“The little fellow is the first to be cut off when goods and materials get scarce. 
He is unable to keep a very large inventory, nor can he turn to new sources of 
supply. He doesn’t have the research labs to develop substitute products. His 
capital is limited and he doesn’t find it easy to borrow. He can’t pay an agent 
to represent him in Washington. 

“Allocation and limitation orders have in effect signed the death warrant for 
thousands of small firms using steel, copper, aluminum, brass, zinc, nickel, rubber 
and other materials.” 

He recommends (1) a controlled materials plan, (2) extraordinary financial 
action to save small factories for future use, (3) something like the Smaller War 
Plants Corporation of World War II, (4) expansion of plant capacity for the 
production of essential materials, (5) pooling program to increase the opportuni- 
ties of small companies to participate on a group basis in contracts which would 
be too large for single small firms to handle, (6) a conscious effort on all levels of 
the Federal Government to involve small business in the defense effort to the 
limit of its ability, and (7) greater use of public information media by all Govern- 
ment agencies to eliminate much of the confusion on how to get Government 
contracts. 

Joha M. Karr, Karr Manufacturing Co., Palo Alto, Calif.: Electronic manu- 
facturers in the San Francisco area have been faced with material shortages 
resulting from the defense program and Government controls. ‘In the manu- 
facture of many electronic products more numerous and varied materials of a 
critical nature are needed than is the case with the average less complicated 
manufactured item. When any one of these materials is unobtainable because of 
maldistribution or actual searcity, production is necessarily stopped and the 
materials utilized so far are lost to the industry for a time, thus creating artificial 
shortages in these other materials. The small manufacturers’ production ordi- 
narily is not sufficiently diversified for him to concentrate on some other product 
and his production effort is, therefore, temporarily curtailed. 

“Any efforts which might result in (1) a more equitable distribution of critical 
materials; (2) simplification of the procurement program; and (3) a more direct 
line of authority to such regions as the Bay area, would greatly expedite the pro- 
curement program and materially assist in the continued growth of small business 
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in the West, so necessary to the decentralizing of the more vital manufacturing 
industries.”’ 

Donald V. Doub, chief engineer, Pacific Gas and Electric Co., and member of 
the San Francisco Chamber of Commerce Industrial Advisory Committee: 
“Generally speaking, it has been the experience of small manufacturers in this 
area that the present system of priorities and allocations, within the framework of 
NPA regulations governing inventory control and DO ratings, is discriminatory 
against smali-businessmen. The declaration that certain percentages of basic 
materials would be allocated to defense production has created artificial shortages 
of materials available for normal civilian production by diverting these ta- 
terials far in advance of the actual need for them in defense production, 
For example, it appears that the inability of small manufacturers to obtain sup- 
plies of strategic and critical metals for their normal production purposes has 
been out of all proportion to the demand to date for these metals for purely 
defense purposes. On the other hand, large manufacturers appear to be in a 
generally more favorable position with respect to materials.” 

Richard M. Oddie, in charge of Small Business Advisory Service of the Bank 
of America, San Francisco, Calif.: Favors immediate allocation of raw materials 
in amounts sufficient to permit small business to survive until the conversion period 
is over and the military procurement work starts trickling down to their level. 

Lawrence Kk. Roos, vice president, Mound City Trust Co., St. Louis, Mo.: 
“Almost all small manufacturers and processors complain of their inability to 
secure raw materials, essential to the life of their companies. Chief complaint is 
that larger firms continue to get scarce metals and in some instances neighboring 
small companies have abnormally large metal inventories, while they see their 
own sources dry up.” The inference is that some firms can get scarce metals 
because of friendly connections or by buying in the black market. In the opinion 
of several small manufacturers, raw materials could be secured if they could 
afford to send a man to Washington to arrange priorities and sources. Obviously, 
without access to raw materials, no business can survive. Witness recommends: 
(1) an adjustment in our priority system whereby the essential raw material 
needs of a small business are given some weight along with defense needs, and 
(2) the establishment of a clearing house of small business productive ability. 

John U. Barr, chairman of the New Orleans Chamber of Commerce Defense 
Production Council, New Orleans, La.: He believes that the present operation 
of priorities and allocations, together with the method of procurement may well 
break down the great mass of small manufacturing enterprises. ‘‘As more and 
more civilian production is curtailed because of allocation of materials for the 
military requirements and stockpiling, the industrial structure of America is 
weakened. While it is true that military requirements should have first priority 
on materials, it is also true that valuable materials in short supply are being used 
for facilities which in many cases are duplications of existing facilities. These 
existing facilities are not, of course, located in several concentrated areas, but 
are scattered throughout thousands of plants in the country. If material allo- 
sation and material controls reduce the operations of manufacturers, and _ pro- 
curement policy is such that the facilities and manpower of these manufacturers 
are not utilized, they may well be lost to production forever. It is our firm belief 
that supplies are adequate in a large number of material items unless they ar 
unnecessarily siphoned off in a duplicate supply of items already insufficient 
supply.” 

“The single band priority system has meant that a DO rating is merely a 
‘hunting license.’ The constantly changing M-orders, frequently amended before 
many manufacturers can read the first order have caused much confusion and 
difficulties. 

“Having been told in one order that they could use only a certain percentage of 
a certain product, and in some eases prohibited from using a raw material, manu- 
facturers have scurried around trying to find some way to utilize their facilities, 
only to find that the order has been amended and they are permitted to use the 
material as before. Is there any wonder that manufacturers, large and small, 
are confused? 

“Stockpiling of certain commodities and materials is necessary and desirable, 
but when unnecessary allocation of materials to stockpile will have the effect of 
putting small manufacturers out of business and putting that much of oyr pro- 
ductive capacity into disuse, then the whole question of stockpiling should bé 
carefully revised.” 

Mr. Maury Maverick, former chairman, Smaller War Plants Corporation, now 
of San Antonio, Tex.: After the peak of war production was passed late in 1943 
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it was apparent that additional supplies of raw materials would be available for 
the civilian economy. The problem was how to secure a fair share for small 
businesses. In April of 1944 ‘I proposed the establishment of a reserve of raw 
materials to be set aside for the use of small business in resuming civilian produc- 
tion. The materials would be granted to those small plants which could show 
that they were unable to obtain materials from any other source and whose 
resumption of civilian production would not interfere with war production. After 
a tough fight we finally succeeded in installing the spot authorization plan 
through the issuance of Priorities Regulation 25. 

“This was essentially a bottom-up type of approach. Those small firms which 
had completed their war contracts and were unable to obtain other war or essential 
civilian orders were permitted to come into the War Production Board field offices 
and request a share of the raw materials which had been set aside for their use. 
They had to demonstrate that they were unable to obtain materials from regular 
sources. The regulation itself specifically provided that in no case would materials 
be authorized if production will in any way interfere with either war production 
or the production of essential civilian articles or if the applicant’s proposed use of 
labor would interfere with local and interregional recruitment of labor.” 

In operation for several months, the spot authorization plan saved many small 
businesses from extinction. It was one of the most important accomplishments 
of SWPC. 

Ed Bogue, Niles, Mich.: Uncertainties of Government regulations and confusion 
as to the proper function of manufacturers’ representatives have intensified the 
production problems of this company. Believes there should be a Government 
agency to help get business to us fellows and to help us with our problems. 

Nat Kushner, Retail, Wholesale & Department Store Union, CIO, Providence, 
R. I.: We in the labor movement are greatly concerned over the unemployment 
effects of the defense effort. When searcities of materials hurt the small-business 
man, they hurt the men who work for him. The open-ended CMP may mean 
only more headaches for small-business men; the big operators are likely to come 
out on top in the scramble for free-market materials after the plan goes into effect. 

Patrick W. MeDonough, MeDonouch Steel Co., Oakland, Calif.: He believes 
enactment of Public Law 603, establishing Smaller War Plants Corporation of 
World War II, only helpful thing Congress ever did for small business. He thinks 
most important function was financing small business. 

Chet Cary, Fresno Chamber of Commerce, Fresno, Calif.: He wants immediate 
enactment of H. R. 1600. Machine shops of Fresno in World War II operated as 
a local pool, and enactment of H. R. 1600 would enable them to carry on defense 
work now. Financing was no problem in this pool arrangement. 

Nat Kushner, representing the Rhode Island Industrial Union Council, CIO.: 
He wants a Small Defense Plants Corporation with authority to certify loans. 

Granville B. Fuller, G. Fuller & Son Lumber Co., Brighton, Mass.: He believes 
H. R. 1600 should be enacted. He thinks SWPC provided adequate financing 
for small business in World War II. 

Howard D. Williams, Washington Mills Abrasive Co., North Grafton, Mass.: 
He favors creation of a Small Defense Plants Corporation, and believes it should 
have power to aid smaller business financially. He does not think creation of a 
vast number of offices of small business will do the job. 

D. R. Kennedy, general manager, Kennedy & Bowden Machine Co., Nashville 
(machine shop and ferrous and nonferrous foundry): If a subcontractor has a 
DO contract and requires a certain piece of equipment but otherwise has full 
equipment and ability to perform, he has to have a special priority covering 
machine tool purchases. Only a prime contractor can obtain such a priority, and 
the subcontractor cannot obtain the equipment unless the prime contractor makes 
the purchase for him. 

Henry D. Jamison, Jr., president and general manager, Jamison Bedding, Inc., 
Nashville (manufacturers of mattresses, dual sleeping equipment and furniture): 
NPA Order M47. Base period. Company did 42 percent of its business during 
base period rather than the implied 50 percent. The intention of the order was 
to cut his regular capacity to 80 percent. Actual effect of order is to cut his regular 
capacity to 67 percent. : 

Sidney J. Newman, Newman Bros., Inec., manufacturers of architectural and 
ornamental metalwork, Cincinnati, Ohio: ‘Our flow of aluminum, bronze, nickel, 
silver, and stainless steel has been shut off since our products are restricted on 
their end use. Since the completion of contracts for metal doors, frames, grilles, 
etc., often takes about a year, we have already expended considerable funds on 
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orders which we cannot complete because of the intervening NPA restrictions, 
It will be devastating if we have to bear these costs.’ 

~» F. M. Cooley, Cooley Heating & Equipment Co., Indianapolis, Ind.: ‘We are 
unable to keep up with our contracts to supply heating and ventilating equipment 
in defense-housing projects because of the shortage of aluminum and steel sheets.” 

C. L. Witham, Indiana Condensed Milk Co., Indianapolis, Ind.: ‘‘The shortages 
of steel and copper are preventing us from getting adequate replacement parts to 
keep our condensed-milk operations going. The $750 expenditure on repair and 
maintenance allowed us under DO-97 has been made inadequate by inflation. 
Either we will have to have an over-all allotment plan, or Army and European 
needs must be refigured, in order to protect essential civilian production.” 

Henry Mandolf, Langley Corp., San Diego, Calif. (machine shop and chemical 
laboratory): When it becomes necessary to curtail certain uses of scarce raw mate- 
rials, such as copper, brass, and aluminum, special consideration should be given 
to those manufacturers who produce a single product. The burden of curtailing 
production rests particularly heavy upon such companies, for they are forced to 
go out of business, when their only product is starved by restrictions. 

Brice P. Beard, Taylor Manufacturing Co., Salisbury, N. C.: His company has 
been unable to get needed supplies of brass and stainless steel, while largest com- 
petitor, RCA stockpiles large inventories and threatens to put his company out of 
business. 

Roger Schoerner, Southwire Co., Carrollton, Ga.: ‘‘Because of our inability to 
secure adequate supplies of aluminum, copper, and steel, our Carrollton operation 
had to close the 28th of March. Part of our trouble stems from the fact, that as 
a new company, we have no historical base. We have to rely on suppliers for 
voluntary allocations from their production. There is a void existing between 
NPA regulations and the ability of small producers to obtain materials. Until 
this gap is closed there can exist nothing but hardship for new small companies, 
regardless of the end use to which their product is to be put.” 

G. K. Linkous, Danville, Va. (jobber and retailer): Serious cut-backs have 
occurred since fall 1950, in deliveries of consumer durables, copper tubing, anti- 
freezes, welding rods, ete. ‘‘Doing most of our sales in the fall, we have been 
particularly hard hit by manufacturers allocating deliveries on the basis of jobber 
purchases in the first half of 1950.” Part of the difficulty stems from hoarding 
by some concerns; a black market in well-drilling supplies is already in existence, 
with asked prices 50 to 100 percent above regular prices. Some manufacturers 
are showing favoritism toward the larger concerns because of lower costs in 
handling large orders. The situation is growing so serious as to call for allocations 
and priorities for the well-digging industry. 

L. 8. Hollins, Signal-Stat Corp., Brooklyn, N. Y.: 37 States and the District of 
Columbia require trucks and trailers to be equipped with signaling devices of a 
type the company manufactures. The shortages of materials which go into the 
products may cause widespread violation of those laws as production falls behind 
demand, “Despite NPA allotments of aluminum to us, we have been able to 
secure less than 50 percent of our normal requirements, about 67 percent of our 
steel requirements, and only 25 percent of our rivet and eyelet needs. Even with 
DO-97 to command additional steel we cannot get steel at all soon.” 

Frederick A. Smith, F. 8. Payne Co., elevator manufacturers, Cambridge, 
Mass.: They are having great difficulty in securing steel, copper products, motors 
and generator sets, ball bearings, ete., DO orders have been of little help in pro- 
curing materials. In view of the failure of the present allocations system, he 
urges the adoption of a controlled-materials plan which will give due consideration 
to small business. 

Louis A. Kisch, Strainer Products Corp., Paterson, N. J.: ‘The NPA nickel 
order has completely cut me off from my basic raw material. Even though I sell 
sizable amounts of my pot scourers to hospitals who have DO-97’s, I still cannot 
obtain nickel, which seems to be going to holders of the DO-40’s.”’ 

R. J. Lynch, Eleectropiaters Association of Northern California: Shortage of 
nickel is principal problem, due in part to lack of clarification on DO’s. 

Charles Lewis Rosenberg, Simmons Plating Works, Atlanta, Ga.: ‘‘Due to the 
extreme shortage of nickel at reasonable prices and order M-14 restricting further 
nickel plating, we are faced with the necessity of letting half of our 90 emplovees 
go. Nickel has been offered us on the gray market at $4.50 per pound, whereas 
the regular price is 79 cents per pound. Where is the gray-market nickel coming 
from?” 

Ben King, Bush Metal Products, Brooklyn, N. Y. (manufacturers of metal 
novelties): Our primary metal is zine alloy, but even though NPA has permitted 
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up to 80 percent of our base-period use, we cannot secure the material. We have 
contaeted innumerable Government agencies in an effort to secure defense work, 
but so far not one invitation to bid has been received. 

C. A. Benoit, Jr., Permatex Co., Brooklyn, N. Y.: “Our production has been 
greatly hampered by shortages of steel drums, isopropyl! alcohol, tin cans, and 
aluminum for collapsible tubes. We have had many offers to buy black-market 
isopropyl alcohol at almost twice the normal price. The Department of Agricul- 
ture Defense Food Order No. 1 discriminated unjustly against us in restricting 
the usage of castor oil. While allowing manufacturers of hydraulic fluids 100 
percent of their past castor-oil usage, we manufacturers of sealing compounds 
were allowed only: 20 percent of past usage. This is manifestly ‘unfair because 
both products are essential to vehicular transportation. If the 20 percent restric- 
tion is not lifted, we may have to lay off up to 80 percent of our employees.”’ 

Alfred A. Saltus, newspaper publisher, Worcester, Mass.: The small newspaper 
is threatened by the shortage of newsprint. A black market is flourishing in 
New York City, where you can buy newsprint for over 100 percent of the legiti- 
mate price of $115 per ton. i 

Allison James, president, Yerkes Chemical Co., Inc., Winston-Salem, N. C.: 
Vanillin, from which vanilla is made, has practically been withdrawn from the 
market overnight, and other items, such as castor oil, grain alcohol, glycerin, and 
DDT have been raised excessively in price. The manufacturer often indicates 
that he is doing a great favor to the small-business man by letting him buy the 
product, even at high prices. 

Edwin Winter, Charles Taylor Sons Co., Cincinnati, Ohio (manufacturers of 
refractories): The 50 percent embargo placed by India on all exports of raw 
materials has drastically curtailed shipments of kyanite from the company’s 
principal supplier. They have developed a synthetic that will lessen their de- 
pendence on foreign sources, but to use that synthetic now would require new 
equipment and machinery. They have not been able to secure enough kyanite 
to fulfill a contract with the Government stockpiling the material. 

Robert Coler, Arco Paper Products Co., Los Angeles, Calif.: As a new producer, 
he finds it impossible to get needed paper, even though he finds large competitors 
with huge inventories of paper. He feels that NPA orders prohibiting hoarding 
of searce materials should include paper and paperboard. Black-market price for 
paperboard was also cited. 

i. G. Toler, Sr., Post Office Box 168, Asheboro, N. C.: Paper shortage and 
high price of kraft paper are seriously affecting his operations. He recommends 
curtailing production of milk containers. 

Lee Soesbe, Appalachian Tanning Co., Tullahoma, Tenn.: Government Order 
M-29 restricting the tanning of horsehide fronts for military use, and order M—35 
limiting sale of cattle hides to a historical allocation basis. Without a free alloca- 
tion on horsehides or an allocation on cowhide, the plant will have to be closed 
in 15-20 days. 

Ernest Abeles, Elfskin Corp., Cherry Valley, Mass. (manufacturers of shoe 
linings): The Government controls the production and distribution of both natural 
and synthetic rubber. While the regulations are equitable, the administration is 
very poor. RFC, which administers the rubber program, is so far behind in both 
production and in processing allocated orders that they do not deliver synthetic 
rubber in time to permit blending of natural with the synthetic as prescribed in 
order to obtain best all-around results. The smaller manufacturer is severely 
handicapped because he does not receive his allocation of synthetic rubber until 
late in the month in which he must use it. In consequence he has to curtail or 
shut down some of his operations several days each month. The large rubber 
companies, on the other hand, seem to be receiving their total monthly allocations 
in one consignment. # 

John P. Cleaver, Worcester Chamber of Commerce, Worcester, Mass.: A 
businessman reports that people in the cotton-goods industry regard NPA Order 
M-—53, which reserves 80 percent of all duck and twill produced in the United 
States for Government use, as unreasonable and unnecessary. Such an amount 
cannot be used by the Government, and its reservation is crippling private 
industry. 

John C. Fontan, Thermal Engineering Corp., Houston, Tex. (manufacturers of 
air-conditioning equipment): ‘‘We have a very large order to supply air-con- 
ditioning equipment for the Anderson Cancer Research Hospital, to be the most 
modern in the country, but shortages of copper and aluminum particularly, and 
steel to a lesser degree are crimping production.” 
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Guy Goodman, Jr., Robertson Construction Co., Houston, Tex.: A major 
supply problem is obtaining sheet rock, a scarce material which is supposed to 
have a ceiling price, but which is only available at nearly double market price. 
“The legitimate supplier does not get it in work like this.” 

J. G. Cullen, Beebe Rubber Co., Nashua, N. H.: The company recently 
installed $25,000 worth of new machinery (representing an expansion in produc- 
tive capacity), purchased prior to August 25, 1950. An appeal for additional 
rubber, required if the machinery is to be utilized, has been denied by NPA, 
“We are greatly confused by current regulations.””. On April 17, NPA authorized 
us to purchase 77,000 pounds of synthetic rubber; a week later RFC issued us a 
purchase permit for only 46,000 pounds.” 

D. FE, Fisher, president, Hartford Element Co., Hartford, Conn. (manufacturers 
of electrical heating elements, used primarily for maintenance and repair of 
equipment already in service): Chief problem is curtailment of nickel chrome, 
eooper, and steel. Nickel was cut down 70 percent; since 90 percent of business 
is based on nickel chrome alloy, the result was a cut-back of total business by 70 
percent. Curtailing production of repair parts means that more new equipment 
is being bought, and consequently more critical materials used than would ly 
otherwise. 

R. W. Wheeler, president, Chromium Process Co., Shelton, Conn.: Problem is 
shortage of critical metals, such as nickel and copper and restrictions on their use. 
Copper anodes most critical shortage; prohibition on the use of nickel will curtail 
production at least 35 percent. Black-market dealers have written to this 
company but their offers disregarded. 

Ernest J. Kunz, business manager, Sheet Metal Workers International Asso- 
ciation, Hartford, Conn.: Material shortages are seriously affecting the skilled 
mechanics and apprentices dependent on supplies of these goods for a livelihood. 

tecommends more subcontracting by major plants having defense contracts. 
Black market in galvanized iron is cited. 

Horace Whittier, president, Cooper Oven Thermometer Co., Pequabuck, 
Conn.: Witness believes that if company were allowed to use the little nicke! 
required for the thermometers, they could buy sufficient scrap material from other 
manufacturers to carry on. 

kK. G. Anderson and Donald Tragler, president and acting vice president of 
Tires, Inc., Waterbury, Conn.: During last 8 or 9 months difficulty is getting 
repair material and tire-treading stock. The great stockpile of rubber in America 
is on rolling wheels. If we can get proper materials in time and of good quality 
we can conserve that stockpile. Tires are being run too far, because material 
does not come in in time. Quality is not up to previous standard. Rubber could 
be bought on gray market at 5 or 10 or 20 cents a pound extra; this company 
cannot afford to do that. 

Ramondetta Brothers, Wood Products, Hartford, Conn., makers of portable 
sewing-machine cases: Company has been greatly hampered in obtaining supplies 
since suppliers have asked them for DO numbers in order to obtain scarce items. 

George R. Frankovich, H. Leon Laycock, and Henry Husserl, Providence, 
N. J. Gewelry manufacturers): Defense-production orders and restrictions have 
practically choked off their supplies of lead, steel, aluminum, zine, nickel, tin, 
and cadmium. The jewelry industry occupies a strategic position in the life of 
this area and this community; it provides employment for 33,000 people within 
20 miles of here. Mass unemployment incident to closing down for lack of 
materials would wreak economic havoc in this community. While they did 
obtain war work during World War IJ, that has not been the case to date. We 
have received offers to buy steel on the black market at over twice the legitimate 
price. ‘‘What we need are several strata of priorities—for defense work, for 
essential civilian industry, and for other civilian production. Special account 
should be taken of individual hardship cases.” 

George 8. Nalle, Jr., Nalle Plasties, Inc., Austin, Tex.: “The unavailability of 
spring steel wire and polystyrene has foreed a 70 percent cut-back in our pro- 
duction. The suppliers of styrene monomer have been fair in their allocations 
to the plasties and synthetic rubber industries who compete for its use, but the 
steel companies have cold-shouldered our pleas. I can’t believe there is a stee! 
shortage when the big auto manufacturers have turned out more ears in the last 
6 months than in any comparable period in their history.” 


FINANCING PROBLEMS 


The difficulties encountered by the small-business man in obtaining financing 
show that present provisions are not realistic. They do not take account of 
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changes in his credit needs in a defense economy, and do not make it possible for 
him to take part in defense production to the extent of his capability. 

The sources of credit available for all business: 

Peacetime lending authority—still a major source. 
Private banks, 
RFC (see. 4A, RFC Act, Dee. 2, 1950). 
Authority under First War Powers Act (amended January 1951) 
E. O. 10210. ; 
Authority provided by the Defense Production Act. 
For working capital. Section 301 V-loan program. 
For expansion of capacity. Section 302 authority of President delegated 
to DPA by E. O. 10200, to authorize and direct RFC to make a loan. 

These provisions would be adequate if the smail-business man carried out his 
defense contracts under somewhat the same conditions as he carried on peacetime 
production, or under slightly modified conditions as is the case with the large- 
business man, 

Some of the radical changes in the conditions under which he must operate which 
have changed his credit needs have been described in the testimony as follows: 

To carry out defense contracts he may be required to operate at many 
times the peacetime volume. 
must get materials in greater amounts. 
must buy materials when he can get them. 
Must carry employees who are hard to replace on payrolls while waiting 
for materials. 
Eneounters many stoppages in production, and although his money is tied 
up, completion of a product is necessary for payment. 
He does not have staff to seek out contracts, or to seek out materials and 
expedite delivery; therefore has long drawn-out and fitful production. 
It is generally necessary to make expenditures for change-over or expansion 
on defense contracts. 
Venture capital is not available today to the small-business man. He must 
put up substantial collateral. 
Government extends to large contractors a letter of intent. Subcontractor 
does not have such a letter and cannot make any promises to hold labor. 
Excess profits tax makes it impossible for him to finance expansion out of 
earnings, whereas big concerns can make stock or bond issue, and also can 
get certificates of necessity more readily. 

Under such conditions the small-business man, if he is to be integrated into the 
defense economy, needs to obtain loans on a long-term basis, and in larger amounts 
than is customary in normal times. Although it has been recognized by the Con- 
gress that the peacetime loan machinery will not fill new eredit requirements, the 
law does not make equitable provision for all—big- and little-business men do 
not have the same credit needs. Controls of materials and procurement policies 
and practices have not affected the big-business man in the same way or to the 
same extent because he has always maintained big inventories and has normally 
operated with long-term eredit. One does not hear of a big-business man going 
out of business because of inability to get a loan. His needs are served by the 
loan provisions of our credit structure. The needs of the small-business man are 
not. 

Limitations of present loan provisions: 

V-loan program, Section 301, working capital. 

Banks. 

|Procedure: businessman applies to local bank. Must have defense order before 
making application. Contracting officer of the Government agency concerned 
issues a certificate of guaranty for the loan. Federal Reserve acts as fiscal agent 
for Government departments authorized to make V-loans (Although Federal 
teserve has authority to execute guarantee agreements and notify the appropriate 
Government department it has not availed itself of that authority). If the loan 
is approved, Federal Reserve supplies the money, the bank services the loan, and 
the Government agency guarantees 90 percent of the loan.] 

Banks were reluctant to make loans under this provision of the law. The main 
argument given was that under the Assignment of Claims Act of 1940, banks 
making such loans were liable for any claims arising out of renegotiation, income 
taxes or unpaid social security contributions. Comptroller General’s ruling in 
this respect made banks reluctant to grant V-loans. The Renegotiation Act of 
1951 cleared up the contingent against subcontracts. Public Law 30 (amending 
the Assignment of Claims Act) cleared up the remaining difficulty pertaining to 
prime contracts. 


« 
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Although the objections raised by the banks to making loans under this program 
have now been removed, it remains to be seen whether they will cooperate fully 
in the V-loan program. . 

RFC: The Defense Production Act states that V-loans may be made by private 
or public financial institutions, and the RFC, as a public banking institution, begay 
making these loans early in the spring of 1951, regardless of the Comptroller 
General s ruling mentioned above. If a bank is unable or unwilling to make a 
loan with a certificate of guaranty from the contracting officer, then RFC will do so. 

While the V-loan program does provide financial aid that is needed, small- 
business men brought out again and again in the testimony that even after eor- 
rective legislation removed the objection of the banks, the V-loan provisions do 
not relieve the predicament a good many of them are in. In order to qualify he 
has to show that he has been awarded a defense contract. Conversely, he can’t 
get a defense contract unless he can show that he has sufficient financial resources 
to carry out the contract. 

E. O. 10210: 

{Provisions: Department of Defense can make advance, progress and other 
payments on defense contracts. Advance payments are made at an interest rate 
of 4 percent, and are similar to aloan. Restrictions on these payments are neces- 
sarily more rigid than on progress and other payments.] 

In cases where financing is necessary to get into production, restrictions on 
advance payments do not make them readily available even for essential produc- 
tion. As one of the witnesses said, if he eould start producing without any money, 
then he could get some money under the V-loan program. Testimony did not 
bring out the reasons for turn-down on advance payments by the contracting 
officer. ; 

Loans under section 302 for expansion of capacity. 

[Procedure: Originally NSRB set up rules and regulations for loans for new 
construction. E. L. 10200 transferred power to DPA. The businessman applies 
to any regional office of RFC or to any regional office of the Department of 
Commerce. RFC surveys and makes credit checks, but has no jurisdiction in 
granting loan. Loan application processed by Facilities and Construction Bureau 
of NPA. Sent to DPA where it is approved and then sent to RFC whieh carries 
out the terms of the loan. RFCis the fiscal agent only. The businessman may 
also apply direct to NPA or to one of the other delegate agencies, i. e. Department 
of Agriculture, Department of Defense Transport or Department of Interior, who 
process the application and send it to DPA for approval and forwarding to RFC. | 

{Norr.—Applications for amortization for new plant facilities are also processed 
by the Facilities and Construction Bureau of NPA, and approved by DPA. 
Under section 142A of the Revenue Act of 1950, expansion of defense industry is 
encouraged by giving business permission to write off the cost of new emergency 
facilities for tax purposes in 5 years. Some of these applications for amortization 
cover facilities financed by loans under section 302, but most of them are for 
facilities financed by other means.] 

Requirements under section 302 are fairly rigid, and witnesses brought out re- 
peatedly that they encountered interminable delay and excessive and great|) 
duplicated paper work, only to find that they were ineligible. It certainly could 
not be considered a ready source of credit for the small-business man, although 
it undoubtedly has a place in the defense loan structure. 

Peacetime lending authority. 

Businesses which were fairly large and whose requirements had formerly been 
met through peacetime lending authority of the banks now found this channe! 
closed. Restrictions placed on the banks by many recent regulations had change 
the requirements for collateral. 

Besides having to cope with inadequate loan provisions, the small-business man 
is surrounded with other limitations in trying to finance his operations: 

He is not in a position to float a stock or bond issue as is a larger company. 

Excess profits tax makes it impossible for him to build up a reserve for 
expanding the business. 

He has to compete with larger businesses which can get a loan for expansion 
and can fully amortize in a 5-year period. 

The testimony did not show that witnesses in general had a clear idea of the 
different provisions under which loans could be obtained. Witnesses many times 
confused the different aspects of the loan program. Someone would speak of an 
RFC joan, for instance, when it was actually a loan under section 302 of the 
Defense Production Act he was talking about. Peacetime lending authority of 
RFC was confused with the V-loan program. Applications were made for ex- 
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pansion capital under the V-loan program which provides only for working capital. 
In general it was a story of frustration, red tape, and run-around. Many felt if 
there were one central place to apply which had final and adequate authority, the 
small-business man’s financial problems would be solved. In this connection they 
referred to the Smaller War Plants Corporation of World War IT. 

Although there was a slight amount of criticism of RFC, there was almost 
general agreement that RFC had done a good job, and that it should not be 
abolished unless or until some better provision for the small-business man is made. 
It does not have the lending authority it had in World War II. Its present 
limited scope had disappointed some of the witnesses who have been unable to keep 
up with changing policies and procedures in Government lending. There is now 
pending in the Bureau of the Budget an amendment to Executive Order 10161 
which would make it possible for RFC to make loans without the certificate of 
guaranty by the contracting officer. This would give the small-business man the 
needed long-term credit on the only collateral he can furnish, his ability to produce, 
and therefore relieve his predicament. 

Even though this amended Executive order may be signed by the President, the 
weight of opinion was that the needs of small business could only be served by a 
special agency created for that purpose and that a Small Defense Plants Corpora- 
tion would be the most practicable device. 


SUMMARY OF TESTIMONY 


C. R. Hudgins, Lynchburg, Va. (small gold and silver plant): Can’t get materials 
for civilian production and doesn’t have sufficient capital to finance DO contracts. 
Thought RFC set up to finance small business men without requiring much col- 
lateral. Informed by RFC his collateral not sufficient. 

D. G. Myers, Mvers Chemical Corp., Lynchburg, Va., (producers of manganese 
ore): Applied to RFC for loan to open up mining property containing manganese 
ore. Was refused loan on basis of Bureau of Mines report, and because manganese 
situation not considered critical. Wants Bureau of Mines report investigated, 
and feels there is great need for manganese ore. 

Complete report of Bureau of Mines engineer in hearings before House of 
Representatives Subommittee on Mines, and Mining of the Committee on Public 
Lands, February 4, part 1. Geological Survey laid out work, Bureau of Mines 
did not follow instructions in drilling and therefore drew map improperly, and made 
incorrect report. 

Defense Minerals Act provides for developing manganese ore. Defense 
Minerals Administration interested in exploring in Middle West rather than in 
this terrisory. Has received letter from DMA stating they will consider re- 
opening the case and provide financial assistance. 

William McLain, Kusan, Inc., Nashville, Tenn., (molders of plastic materials) : 
Finaneing becomes more and more difficult with increasing scarcity of materials. 

C. L. Riegel, Tennessee Aircraft, Ine., Nashville, Tenn.: Small business cannot 
do subeontracting on their own resources. Equity money not available through 
anv media because the excess profits tax makes such investments unattractive. 

Banks will not cooperate in making V-loans because of Comptroller General’s 
recent finding. 

During World War IT, according to annual statements of large corporations, 
V-loans were made to large businesses who found it unnecessary to use them. 
Wants to see that funds are not tied up that could go to subcontractors who could 
not otherwise get equity capital. 

Wants Congress to take action necessary to assure continuance of the present 
lending activities of the RFC for necessary civilian operation, and further, to 
authorize it to make loans in the defense program. 

P. D. Houston, Jr., First National Bank, Nashville, Tenn.: Suggests simplifica- 
tion of V-loan procedure by centralizing authority to guarantee loans in one Gov- 
ernment agency. Any simplication which would speed things up would be 
beneficial. - 

Contractor must have obtained a defense order or orders before making appli- 
cation for V-loan credit, and the small-business man must have obtained the 
defense order before being able to qualify for the eredit. It is a vicious circle. 

Effect of renegotiation of contracts: little fellow does a job for which he got a 
loan from a bank, and got the money due him, spent it and in some eases went out 
of business. A number of vears later, the Government contract is renegotiated, 
and it is found that he has been overpaid a substantial amount. The money is 
recaptured from the banks. Renegotiation Act of 1951 will help that partially. 
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Assignment of Claims Act, H. R. 2947 (provisions embodied in 8. 998, signed 
May 15, 1950, Public Law 30) would pretty well obviate problems. 

Thomas W. Sumpter, Nashville, Tenn. (contractor): Applied to NPA for Joan 
about the middle of December. Investigation was made by RFC; statement }, 
(contracting officer) that he could not finance contract was furnished; statements 
as to ability to produce were furnished. Was informed only distress cases were 
being financed because funds were low. Still does not know status of the loan, 

If you have produced on a contract and have invoices, RFC can make you a 
V-loan on the invoice. If you can produce on the contracts without any money, 
then they will let you have some money. 

Recommendation: Reestablish set-up in last war for RFC loans. Once a com- 
pany established itself as to ability and facilities to produce, could get a commit- 
ment on a loan from RFC within 3 to 5 days. 

T. T. Tucker, Sr., Metalcraft Engineering Corp., Atlanta, Ga.: Performing on 
Government contracts means slow pay, delays caused by inspection, indecision 
and red tape. Small business cannot finance this time. In performing Govern- 
ment contracts, large advance payments must be made in order to get materials: 
cash must be on hand before production starts. 

Comptroller General’s ruling making the assignee of a Government contract 
liable in the event of renegotiation has shut the doors of commercial banks.  Dis- 
cussions with the Federal Reserve bank showed that V-loans were not designed 
for small business without adequate working capital. 

RFC could only advance against fixed assets. Said they had no authority to 
use Government contracts as collateral. Filed a loan application with NPA on 
December 11, 1950. Has had no action on application. Recommends that loans 
be limited to $1 million for any one borrower. 

T. A. Mott, Jr., Dennison Machine Tool Co., Inec., Hickory, N. C.: Has diffi- 
culty obtaining contracts without financing and financing without contracts. You 
can get certain contracts if you have got certain equipment; if you want to get 
the money to get the equipment, you have got to have the contract. 

Lawrence Michaels, Michaels Art Bronze Co., Covington, Ky.: Small business 
cannot expand through its savings, derived through profits. Believes controls 
and restrictions are operating so that private business cannot do the job and the 
Federal Government will have to doit. Thinks high taxes are paying for bureau- 
cratic subsidies. Small business cannot finance itself in this trend away from a 
free enterprise economy. Objects to Government, planning which changes funda- 
mental economie theory of free-enterprise system. 

Edwin Winter, Charles Taylor Sons Co., Cincinnati, Ohio (manufacturers 
refractories): Imports Indian kyanite for Government stockpiling at request of 
General Services Administration. Also has defense contracts. Must expand in 
order to meet the requirements of the war effort. Has encountered difficulty in 
financing operations. 

Edward DeLong, Cincinnati, Ohio (fabricator of steel and aluminum products): 
Thinks full amortization deduction for tax purposes should be available to con- 
tractors who have secured certificates of necessity. Statement of cost principle 
proposed by the Munitions Board includes a provision that would deny to con 
tractors a full deduction of amortization of emergency facilities allowable for tax 
purposes under the provisions of section. 124A of the Internal Revenue Code. 
According to section 124A the Government wishes to encourage businesses to 
invest in plants and facilities that are of value to the Government in producing 
war material or other products necessary to the national defense. 

Contractors are unable to recover 100 percent amortization as an element of 
contract cost, and cannot recover the full outlay of funds covered by certificates 
of necessity. 

Wants Munitions Board position changed and recommends that amortization 
be extended over the life of the contract, or a long period of time. 

Concerning advance payments on defense contracts: He wants partial pay- 
ments plans revised. Believes present method prohibits full utilization of plant's 
facilities and requires those with defense contracts to finance part of the defens 
program. Because fulfillment of contracts extends over a considerable time, 
partial payment plans require contractor to carry a considerable portion of the 
financial burden and he is unable to participate in contracts up to the limit of 
his spending capacity because funds are tied up for so long. 

Recommendation: That partial payment plans be revised to allow at least 95 
percent advance payments for completed work on a monthly basis. Thinks 5 
percent is adequate to cover contingencies. 

& Frank Jackson, Nelsonville Foundry & Machine Co., Nelsonville, Ohio: Bid on 
contract under the impression that RFC, in cooperation with local banks, would 
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guarantee loan. Local bank unwilling to make V-loan because of renegotiation 
provisions of law. 

Suppliers will not furnish small business the much larger amounts of material 
than its normal financial condition alone warrants until they are assured of pay- 
ment. Large suppliers with adequate markets for their products won’t even put 
the small business on their production schedule until financial details are worked 
out. This results in delays and increased financial problems: it takes more 
money to carry the business until final production is finally achieved. Credit, 
in a sum sufficient to finance a large contract, simply cannot be obtained from 
normal channels in many instances, unless the company, which may be a good 
producer and entirely capable of performing the contract, is strong financially. 

Dick W. Whittington, Whittington Pump & Engineering Corp., Indianapolis, 
Ind.: Financing of business becoming increasingly diffieult. Materials from 
different suppliers do not reach him at the same time and, until all material re- 
ceived to complete units being manufactured, he cannot pay invoices of first 
suppliers. Needs greater working capital to handle situation. Has filed for 
RFC loan. 

A. R. Van Wyngarden, Color Craft Co., Indianapolis, Ind. (metal spinning): 
Thinks small business should be extended financial assistance to expand plant 
facilities in order to accept complete prime contracts in competition with larger 
companies, 

Herbert Friedman, Pax Metal Corp., Los Angeles, Calif. (aluminum fabri- 
eators): Government is sponsoring by rapid write-offs and financing arrange- 
ments the expansion of basic aluminum producing facilities. At the end of the 
emergency there will be a surplus aluminum productive capacity which small 
industry will absorb. Small business filled this gap after World War II. Be- 
cause big companies are getting the benefit of such financing arrangements, they 
should be directed in CMP to give material to little business who would be in 
no position to accept orders and stay in business otherwise. 

John L. Davies and Jack Davies, Avalon Products, Ine., Los Angeles, Calif. 
(wood products): Average small business needs financing to perform Government 
contracts. Banks are not interested in making loans because of renegotiation 
provisions of the law, red tape, and paper work involved. Went to RFC. They 
referred him to NSRB. NSRB loans are primarily for capital expansion, which 
was not the case with him, and loan refused. NSRB referred him to Federal 
Reserve and Hollywood State Bank for a V-loan. Bank reluctant to make loan, 
despite fact Government guaranteed 90 percent of loan. It required 30 to 60 
days to get answer on whether loan granted, and 30 to 60 days delivery was 
required on the contract. Therefore he went to Chicago procurement office and 
turned down half the award. Finally got an application in for a V-loan through 
a bank who agreed to participate on a smaller loan. Still doesn’t know whether 
that will be approved. 

(Testimony was later.given that he had received word loan would be com- 
pleted within a week.) 

J. O. McReynolds, Mission Electric Manufacturing Co., Inc., Pasadena, Calif.: 
Needs financing to perform on Government contracts. Shortage of operating 
sapital is made doubly acute by the same condition troubling the majority of 
customers, aggravated by slow Government payments to prime contractors. 

Capacity without additional plant area is at least 3 times the present output. 
Could operate at full capacity within 60 days with adequate financing. For 
lack of a loan of approximately the amount of money required to produce one 
bomber landing gear, he is holding up production of several hundred million 
dollars worth of aireraft and radar units. 

Applied for V-loan; refused. Applied for RFC loan, did not qualify under 
existing rules because of insufficient collateral. Applied for loan December 4, 
from NPA through Department of Commerce. RIC investigation completed, 
filled out all forms and furnished all information requested, on repeated occasions. 
As of March 30, no action. 

Thinks loeal agencies should handle loans, rather than having them handled 
in Washington. Is paying 12-percent interest for financing by attorney, most 
favorable rate available. 

Informed that the procurement officers in Washington are looking for the 
Government agency that is interested in his production. The company 
primarily a subcontractor. Seems to be a toss-up whether the Army, Air Force; 
or the Navy is going to sponsor his production, and loan is therefore held up. 

Max Fiengold, Hotcan Corp., Los Angeles, Calif. (producers of food rations 
in self-heating can for Navy and Air Force): Applied for V-loan through local 
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bank. Turned down on ground that firm did not have sufficient net worth to 
support the size of the loan requested, which was the amount necessary to com- 
plete and produce orders. From a banking point of view, it was not a good loan 

Made application under section 302 of Defense Production Act to the Depart- 
ment of Commerce for a working capital loan, a revolving loan for buying new 
materials. RFC cheek-up not completed. 

Thinks there should be some definite place where applications could be approved, 
Too much “back and forth business,”’ in present procedure of having it come to 
a local office, then sending it to Washington where it is checked and then sending 
it back to the local RFC office. Thinks these loans should be taken eare of in 
definite place that has authority to act. 

Under new regulations on advance payments on defense contracts which wen; 
into effect two or three weeks ago, procedure is not yet organized, and procure- 
ment officers don’t know how far they can go or what they can do. Thinks the 
local officer at Wright Field or San Diego or Washington should have authorit\ 
so that the contractor could go to one place and get action. 

C. L. Wurdeman, Rezolin, Inc., Los Angeles, Calif. (tool-plastic material for 
aircraft industry): Has attempted to obtain loan for plant expansion and for 
working capital through the banks, through RFC, and finally made application 
under section 302 through the Commerce Department. This application now 
being considered by NPA in Washington. Application filed in January, and he 
has been unable to get reply on whether or not it is being accepted. From 
inquiries he understands that it is impossible to get working capital part of the 
loan. Wants red tape cut. 

Mrs. Hamilton R. Bowen, Association of Private Recreation Clubs of Southern 
California for Boys and Girls, Studio City, Calif.: Under blanket order M-4, 
recreation facilities for children are placed in same category with gambling 
establishments and bars and everything that covers adult recreation. Applied 
to RFC for loan to expand facilities. Loan rejected because of M-4. 

Bert Schireson, Inet, Inc., Los Angeles, Calif. (electrical power supplies): Had 
two large subcontracts from Atomic Energy Commission. Could not get V- 
loan from bank, they hesitate to lend money when accounts receivable are a 
factor, and Pacific coast banks seldom lend money on purchase orders. 

Applied for RFC loan. Had insufficient capital assets to get a loan there. 

Made application on December 21 through the Department of Commerce for 
NSRB loan. RFC investigated it, and on January 18 he was informed he was 
recommended for a loan on the basis of necessity under the Defense Production 
Act. He has been in touch with the local Department of Commerce people and 
nothing has come through. 

Only other source of ‘financing is advance payment through the Atomie Energy 
Commission. These payments received through the prime contractor on the 
basis of what he has spent. Amount is not sufficient to cover outlays necessary. 

Wants to be able to get Government financing more readily, possibly through 
some local organization with authority to act. 

J. R. Brigham, Wheel Craft Corp., Azusa, Calif. (metal products): Can’ 
finance big contracts. Had 10 days to bid on a half-million dollar contract. To 
get money, he was required to set up a half-million dollar bid bond. The insur- 
ance company said it was like giving him credit for a half-million dollars, plus the 
fact that if he gets in trouble they will have to come in an bail him out. Because 
his company has limited capital, it can’t get that big a bond. 

Walter C. Roberts, Glenwood Manufacturing Co., Burbank, Calif.: Applied for 
RFC loan for $25,000 for plant expansion. Loan refused on grounds of insufficient 
profit during development years. 

Applied to banks and RFC for loans to build tooling and purchase materials 
for defense contracts. In all cases refused. Applied to Department of Com- 
merce under section 302, and found he could not get operating capital leans. 

On Marine Corps contract could not get advance payments. Progress pay- 
ments mean nothing. After a contractor is in production almost anybody wil! 
take the paper on a military contract. Needs funds to get in production, to get 
material and complete the tooling. 

Needed $15,000 for materials and labor to perform on Marine Corps contract, 
and had to pay $7,000 for the use of an individual’s money. If contract is rene- 
gotiated he will not have much left. 

Richard M. Oddie, Bank of America, San Francisco, Calif.: Believes small 
business should be financed in order to maintain free enterprise system. If 
bansk don’t do the job there is a continued demand for new and special financing 
facilities for these small enterprises. The several types of credit necessary to 
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accommodate manufacturers, wholesalers, and retailers vary considerably. Small 
retail and service business represent numerically the largest section of small 
business and in most need of attention. Usually have to be treated on character- 
joan basis. Manufacturers and wholesalers generally taken care of by accounts 
receivable financing or commodity loans. Character loans generally considered 
too risky and too expensive to handle. Need to find way to accommodate this 
large segment of the business economy safely and profitably. Thinks solution 
can be found by private banking, and wants to give the insured business loan 
proposal a trial. Won’t work unless all banks get behind it. 

Believes banks must do their part in the defense economy to maintain free 
enterprise system. Whatever tools in the form of new plans or devices are neces- 
sary must be provided and then used by the banks. Banks must provide for all 
the legitimate credit needs of small business, no matter how small or how special- 
ized. Failure to do this can result only in more direct Government lending. 
Free enterprise can do the job, but bankers must make it work. 

Described packaged loan program—term loans to small business. These are 
capital loans for commercial, industrial, or professional purposes, to individuals, 
partnerships, or corporations, for a maximum of $10,000, with maturities presently 
running from 1 to 3 years. They are secured or unsecured, depending on the 
type of business, and each is supported by a modified form of business loan agree- 
ment very similar to the agreements used for larger term loans in the corporate 
field. Each term loan calls for a definite program of payments—monthly, 
quarterly, or semiannually—from expected profits of operation. 

S. McKee Mhoon, Transocean Air Lines, Oakland, Calif.: Thinks section 301 
of Defense Production Act not working. Is engaged in two types of Government 
operations, (1) flies Skymasters on Korean Airlift, and (2) has overhaul and main- 
tenance operation at Oakland Municipal Airport. These operations have made 
heavy demands on operating capital. 

Applied to every bank in Bay area for a V-loan. All were unwilling or unable 
because of renegotiation provisions of Assignment of Claims Act to make the loan 
Also banks stated 24 percent was inadequate for servicing the loan. Under the 
terms of the Act, interest is 5 percent, but 2's percent goes to Federal Reserve for 
guaranteeing the loan. Is able and willing to borrow money at a higher inter- 
est rate than 5 percent. Can afford all the loans he needs if payment of invoices is 
speeded up. 

Did not know he would qualify under section 302 for a loan. 

Thomas K. Hillard, Swan Hill Manufacturing Co., Pleasanton, Calif. (toys): 
Looked into sources of defense work, and found none. Expects to close up plant 
Can’t get assurance of financial assistance from RFC in time to make an effective 
bid. Can’t get contract without loan, can’t get loan without contract. 

John H. Engel, Engel Manufacturing Co., Fscondido, Calif.: Made application 
to Department of Commerce for financial assistance. Company specializes in 
aircraft field, dropped out at the end of World War II, and wants to step in again 
Plant inactive at present. Has plenty of assets, has the plants and equipment all 
clear and ready to go. Has requests for orders. Needs working capital. Filed 
application in December but has not received loan, and has not received complete 
answer on whether he will get it. 

Harold Gray, Gray-Syracuse, Syracuse, N. Y. (small metal parts, precision 
castings of ferrous and nonferrous alloys): Small business cannot get capital funds 
from earnings to pay for expansion. On the first $25,000 profit, a maximum of 
$17,000 is left per year for increased working capital. On earnings over $25,000 
the excess profits tax takes 80 percent up to point where net earnings reach 
$88,000. One might normally expect to get a return of 10 to 15 percent or $5,000 
to $15,000 per year on a plant addition, such as he would make. 

Effect of law is that 80 percent of these additional earnings are taken in taxes, 
leaving retained earnings somewhere between $1,000 to $3,000 per year. Cannot 
get a $50,000 to $100,000 expansion loan on such small earnings. 

Big business can get expansion funds, can sell stock or bond issue; can also get 
a letter of intent for Government contracts with accelerated 5-year depreciation 
on plant additions. He has not applied for a certificate of necessity. 

R. M. Siegel, Syracuse, N. Y. (owner of a radio shop): Wants to borrow several 
thousand dollars to make an alteration to build his business up. Doesn’t know 
where to get it. 

Irving Ball, Syracuse, N. Y. (building supplies): Can’t get big jobs because of 
lack of financial backing. Can’t get financing from bank. 

Norman Brassler, The Paterson Savings & Trust Co., Paterson, N. J.: Comp- 
troller General’s ruling on Assignment of Claims Act of 1950 has made V-loans 
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impracticable from a banking point of view. Renegotiation Act of 1951 has 
clarified the situation as far as subcontracts are concerned. §S. 998 will rectify 
the remaining difficulty, and he wants to expedite S. 998. 

Robert F. Le Vine, Uncle Sam’s Shoe Stores, Paterson, N. J.: No credit provi- 
sion for small retailer. The small manufacturer has the RFC, but the smal! 
retailer has only the banks of his community, and he represents a great risk to the 
banker. 

Where big business can get long-term loans for expansion, the small business 
“an get only short-term loans—and at interest rates much higher than would be 
charged the so-called “better risk.’’ Average small retailer does not have same 
opportunity for expansion as big competitors. 

Thinks credit is the very foundation of our American business system, and it 
would seem that it is Government’s responsibility to reopen this field when it has 
been closed by those in control. The opportunity to live, through proper credit 
devices, should be given the small retail business. 

Alvin L. Trumbull, Trumbull Bearings, Ine., Hartford, Conn.: Present condi- 
tions make great demands on working capital. Forced to stock more than 10 
times normal amount of raw steel because he must buy it when available and in 
large quantities. Finds it hard to compete in purchase of machinery further in 
advance than he dares order because of uncertainty of working capital which may 
be available at time of delivery. 

Must compete in production costs with firms who are amortizing new plants 
and machinery during a 5-year period. 

Thomas A. Monahan, Governor’s Committee on Small Business in Rhode 
Island: Adequate financing not available to small-business man to expand his 
facilities and thereby be in a position to produce for the defense effort. Believes 
a Government agency should be set up to help small business and have power to 
make loans. 

James A, McGuirk, attorney, Neal & Carr, Inc., Providence, R. I.: Believes 
a Government agency should be set up for meeting financial problems of small- 
business man. Present provisions, for RFC loans and advance payments by 
contracting officer only partially solve the problem. 

Edwin C. Brown, secretary-treasurer, Rhode Island State Federation of Labor, 
Providence, R. I.: Wants abolition of the RFC prevented. Believes question- 
able practices should be eliminated by reorganization. The small-business man 
needs this agency for financing plant expansion and conversion. 

Arthur Jorjorian, Eagle Electroplating Co., Worcester, Mass.: Adequate 
financing not available through local banks, Thinks RFC should not be abolished, 
was able to obtain loan from them, and in spite of criticism of the agency it has 
a good record. 

Walter F. Matson, Hobbs Manufacturing Co., Worcester, Mass.: Has been 
able to get short-term financing from banks, but would not have been able to carry 
on without long-term financing of RFC. Believes RFC should be continued for 
the help it can give to small business. 

A. Dudley Bach, New England Metallurgical Corp., South Boston, Mass.: 
Has had application in for a certificate of necessity since December and has had 
no action. Believes small business subcontractors should have same opportunity 
for accelerated depreciation as prime contractors. 

3elieves banking regulations should be liberalized to provide for long-term 
financing for small industries. If that is not possible, then some other method of 
obtaining financing should be available. Thinks Smaller Defense Plant Corpora- 
tion would be invaluable in this connection. 

Howard D. Williams, Smaller Business Association of New England, Inc., 
Boston, Mass.: Does not believe RFC lending powers should be limited or re- 
moved until a better solution is found than RFC. However, believes direc‘ 
loaning of taxpayers funds by a Government agency is unsound, and that no 
matter how well it is operated it will eventually be subject to corrupt practices. 
3elieves capital bank plan, as originally suggested by the Committee for Economic 
Development, is the long-range answer, and it is sponsored by his association. 
Urges Capital Bank Act, which would set up regional capital banks. Plan would 
make venture capital available. 

James F. Kennedy, Jr., Standard Yarn Co., Worcester, Mass.: Believes tax 
laws should be modified to make it possible for the small manufacturer to expand 
without calling for outside financial assistance. Many companies have periods 
of very good business, followed by very slack periods. Tax burden is so great in 
the good business vears that the company is in poor position to stand the slack 
periods of any length. 
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John Beck, F. I. Blake Co., Worcester, Mass.: Risk capital not readily obtain- 
able for investment in the business. Thinks small business should be given pre=- 
ferential treatment on depreciation for tax deductions. 

Mark K. Forman, Charles T. Gates, Co., Worcester, Mass.: Plant moderniza- 
tion and replacement of equipment has become considerably more expensive with 
the rising costs of capital equipment. Capital for reinvestment not available 
from profits. Recommends the first 25 percent of net profit be excluded from all 
income taxes if this sum is reinvested in capital goods for modernization or ex- 
pansion of the business, and at the same time allow no tax deduction for deprecia- 
tion of the equipment for 5 years. 

James S. Tronic, Hy-Gee Manufacturing Co., Worcester, Mass.: Applied for 
REC loan in 1948 and was turned down because he did not have sufficient security 
to warrant a@loan. ‘Thinks it is necessary to have outside help to obtain loan from 
RFC. 

Al Evans, New Hampshire Planning and Development Commission, Manches- 
ter, N. H.: Cited case of large textile firm in Rochester who had a prime contract 
of over $1,000,000 for army blankets. Had been assured by procurement agency 
in Boston they would get an advance payment. Needed $250,000 as a down pay- 
ment in order to secure wool to begin production. Did not get payment from 
Quartermaster. Had to turn to RFC. 

Lawrence K. Roos, Mound City Trust Co., St. Louis, Mo.: Many small manu- 
facturers in area apply to his bank for money to increase their capital structure or 
to purchase raw materials necessary to do defense work. They are ineligible for 
a direct bank loan because capital structure small due to limited peacetime opera- 
tions, although they do have productive capacity. Small producers are dis- 
couraged from obtaining V-loans because of red tape involved. 

Believes Government guaranties of defense financing necessary, but thinks pro- 
cedure for obtaining such financing should be simplified. 

Robert G. Fournie, Continental Boiler & Sheet Iron Works, St. Louis, Mo.: 
Believes a small-business man must have financial assistance for expansion. 
Believes that while a large expansion of facilities is justified during a defense- 
inflated economy, but that such expansion would not be justified in a peacetime 
economy. Present taxing policy makes it virtually impossible to pay for any 
expansion that may be written off within the 5-vear period which the Government 
may allow at this time. Smaill-business man wants to meet the needs of his 
Government and at the same time not jeopardize his future well-being. Small 
business needs some official assurance if it is to do its part in defense work. 

John Schindler, farmer, Sturgeon, Mo.: The Government loans money to 
farmers through FHA, FSA, PCA, Federal land bank, and by several different 
means through the Federal intermediate credit banks; there are at least 15 differ- 
ent agencies loaning money to farmers. The worse off the farmer is, the better his 
credit is. 

The farmer who is productive and has to deal with a commercial bank is limited 
by banking rules of Federal Reserve System, Comptroller General, Treasury 
Department, FDIC, ete. On the other hand, the poor fellow who hasn’t got 
anything and couldn’t secure a loan from a commercial bank, can go to FHA 
and borrow 100 percent or more than 100 percent. Thinks Congress has given 
away our liberties, and is opposed to Government controls. 

R. O. Boggs, Sanitary Equipment Manufacturing Co., Inec., St. Louis, Mo.: 
Problem which concerns him most is obtaining financial assitance to produce 
the volume of Government business his plant and personnel are capable of handling 

Most Government contracts call for a performance bond on contracts of a stipu- 
lated amount. When such a bond is furnished by the prime contractor, he is 
told the banks will not make a loan because it gives the bonding company prior 
lien. The RFC will not consider making a loan to any company who is currently 
indebted to a bank; he is currently indebted to a bank for $4,000 or $5,000 and 
could not get loan. 

Leo House, Southern Wood Products Co., Conway, Kans.: He objects to delay 
in processing RFC loans. 

Maury Maverick, San Antonio, Tex.: Thinks RFC does too little. Instead of 
abolishing RFC, it should be made to help the free-enterprise system. Thinks 
a corporation should be created without delay to help small business. 

Concentration of big business is furthered by granting certificates of necessity 
which allow them to expand facilities under amortization provisions. Smail 
business needs a Defense Plants Corporation to enable it to compete against 
companies receiving this kind of indirect financial aid. 
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J. E. Hannon, Industrial Sheet Metal Works, Dallas, Tex.: Applied for loan 
under section 302 of Defense Production Act. Made repeated efforts to deter- 
mine status of loan, and finally learned it was denied. Approached five banks 
for a V-loan. Denied. Finally approached Federal Reserve Bank in Dallas. 
After 30-day wait learned loan had been denied. Appealed to contracting officer, 
and found he had refused to issue a certificate of guaranty. Made telephone 
calls and trip to Washington and Philadelphia and finally succeeded in getting a 
certificate of guaranty to obtain loan. However, he was required to mortgage 
all his assets and assign all his insurance. Now confronted with delay in securing 
materials. Delay will be so costly he believes he is facing bankruptcy. 

Dick Connally, Garland, Tex. (representing several contractors): Small com- 
panies cannot put up 100 percent bid or performance bonds as Government 
requires. Because bonding company would only accept cash in instance he 
cites, company put in position of being able to do only one job at a time because 
all cash used for the bond. Believes credit rating of company should have a 
great deal of weight. Government agencies have it in their discretion to deter- 
mine bond requirements. 

George M. Rozzell, E. A. Stewart Lumber Co., Inc., Texarkana, Tex.: Financing 
important to manufacturers of hardwood lumber. It must be stored from 90 
days to 2 years before it can be used. Cost of manufacturing l-inch oak lumber 
now approximately $65 per thousand feet. Therefore $65,000 of capital financing 
required for each million feet of lumber stored. 

Formerly warehouse receipt served as collateral for loans from local banks. 
This in excess of 10 percent loan limitation. Present regulations make this kind 
of financing impossible. Big out-of-town banks say they are not interested in 
out-of-town financing. Thinks study should be made of this situation. 

RFC has been only available source for long-term loans for financing of fixed 
assets such as machinery and buildings. Does not want RFC abolished, or if 
it is, some other means of furnishing this financial assistance should be established. 

Wants thought given to recent ruling of RFC that in event of new financing 
of any kind, a higher interest rate would be charged ont only on a new loan, but 
but on a loan previously in existence. Appears to him that this is forcing a change 
in an existing contract. - 

Joseph 8. Finger, Corrulux Corp., Houston, Tex.: Objects to excess-profits 
tax. Urges that small new businesses whose assets are less than $1 million and 
who are less than 5 years old be given tax relief by allowing a certain portion of 
their capital expenditures to be deducted from profits before arriving at their 
taxable income. 

Frank G. Atlee, Jr., Delta Electronics, Inc., New Orleans, La.: Received invita- 
tion to bid on electronic device which required considerable research and develop- 
ment. Necessary for financial status to be equivalent to amount of bid. Could 
not get loan from normal banking channels or from RFC. 

Applied through Department of Commerce for loan under section 302, they 
agreed to finance if he could get letter of intent. Applied again to procurement 
officer, who could not give letter of intent unless he had secured the loan. Wants 
to break this vicious cycle. 

Herman A. Abry, National Blow Pipe & Manufacturing Co., Ltd., New 
Orleans, La.: Can’t get V-loan from local bank because of renegotiation provisions. 

John M. Walton, Jr., John M. Walton, Inc., New Orleans, La.: Small business 
needs to retain reserve funds in order to expand. Excess-profits tax removes 
this possibility. 

Donald M. Halley, chamber of commerce, New Orleans, La.: Believes some 
Government agencies not aware of the importance of banks having copies of 
the defense contract before working out the details of aloan. A contract cannot 
be assigned as collateral unless the firm has the contract. However, believes 
contract should not be let with such a lack of investigation as to the ability of 
the firm to either produce or obtain any financial help whatsoever due to past 
record and present condition, that no loan funds are forthcoming from any 
cource. 

J. Samuel Butler, New Orleans, La. (manufacturer of boxes and crating): 
His bank will no longer finance Government contracts. Applied for RFC loan. 
Was turned down because it was not for essential work in the defense program. 
It was brought out that what he was talking about was a loan under section 302 
of the Defense Production Act, and that DPA gave the authorization, not RFC, 
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Price AND WaGrE CONTROLS 


The complaints made by the witnesses with respect to the wage and price 
stabilization program can be grouped under one or more of five general headings: 

1. The failure of OPS to control certain raw materials and agricultural products.— 
This grievance is voiced particularly by the meat packers and textile producers, 
The packers take the position that price control at the wholesale and retail level 
is impracticable so long as the primary source is free from the restrictions of 
ceilings. They contend that a ceiling on the live animal cannot be established 
indirectly by limiting the price that the packers is permitted to pay to the producer. 
In order to prevent livestock prices from spiralling upward to a point where they 
squeeze the wholesale and retail margins it is necessary that ceiling prices be 
placed at the producing level. This is necessary to prevent the slaughter and 
distribution of meat through black market channels. A necessary supplement to 
such action would be the institution of a system grading at the point where the 
livestock is turned over to the slaughterer. 

Concerns in the textile industry have been particularly affected by the uncon- 
trolled rise in the cost of wool. Inasmuch as the consumers of the raw material in 
this country depend heavily upon foreign sources of supply to meet their require- 
ments, they are unable to meet the high price on the foreign market while their 
ceiling prices are based upon production at lower raw material costs. Since the 
hearings were held, the ceiling prices of wool products have been adjusted to 
reflect the price of raw materials. 

Small steel fabricators also are facing a price squeeze. Unable to obtain stee} 
from normal markets in many instances, they have been forced to buy from 
brokers who charge several times the normal price. OPS will not allow the 
manufacturer to include these abnormal prices in figuring the price for his product. 
Present OPS regulations have proved inadequate to prevent steel being sold at 
premium prices. In many instances, the brokers were charging extremely high 
prices during the base period, and so long as they are controlled only by the 
General Price Regulation they can continue to charge these prices without violat- 
ing the law. OPS now is preparing a regulation which will provide stricter control 
by prohibiting brokers from selling steel at more than specified mark-ups above 
mill prices. 

2. The average small-business man is not able to understand the regulations being 
promulgated by OPS.— Consequently he does not know whether he is in violation 
or whether he is obtaining full advantage of the allowances given him. This 
condition is accentuated by the fact that these orders are constantly being revised, 
amended and supplemented. Little or no assistance can be secured from the 
local offices since they, in turn, must await official interpretations from the central 
office in Washington. The excess verbiage and complicated pricing formulae 
contained in these regulations are too much for these concerns to cope with. 

A further problem, closely related to the one above, exists in the record-keeping 
requirements and reporting provisions which are common to such orders. It 
was a frequent complaint that the small operator has neither the staff nor the 
time to comply with these unduly burdensome provisions. 

Since the hearings were held, OPS has given its local offices authority to interpret 
regulations. It also has relieved small business concerns from the burden of 
preparing prices charts under CPR 7, 22, 30, and 37. 

3. Applications for adjustments on a hardship basis are not handled expeditiously.— 
The time consumed in applving for and receiving an adjustment to solve an 
abnorma! situation is entirely too lengthy. The need for adjustments is imme- 
diate if they are to have any utility. A business would be forced to liquidate 
if it were required to await final action on a request or application. Witnesses 
stressed the need for a delegation of authority to local levels to handle these 
functions so that cases can be given timely consideration. 

4. The institution of the price control program has distorted traditional trade dis- 
count rates, commission rates and profit margins.—Automobile dealers cite as an 
example the increases permitted to manufacturers. Here the increased cost in 
the automobile has resulted in higher overhead, insurance and commission rates 
to the dealer which are not allowed to be passed through to the buyer. Other 
manufacturers complain of the fact that under existing pricing formulae they 
are not permitted to reflect in their ceiling prices the increases in indirect costs 
which have occurred since Korea. This is alleged to be a disruption of normal 
industry practice inasmuch as selling prices have, historically, been computed on 
a basis of total cost rather than total direct cost. 
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5. The inactivity of the Wage Stabilization Roard has aggravated the crippling 
affect which the Wage Regulations have had in particular cases.—Certain concerns 
are losing their labor force due to the fact they have been unable to obtain 4 
ruling from the Board permitting them to meet the level of wage inducements 
offered by larger companies. This migration of labor from small to large eoy- 
cerns is detrimental to the defense program as it further concentrates our produc- 
tion potential and limits our war production capacity by eliminating the smal! 
business. 

SUMMARY OF TESTIMONY 


John U. Barr, Chamber of Commerce, New Orleans, La.: The price and wag: 
control programs are breaking down. In their present state, they tend to hamper 
production of military and domestic goods, supplies and equipment. 

The public is utterly confused by the complicated and wordy regulations being 
issued. They are unable to keep pace with amendments and supplements to 
these orders, 

The reporting requirements are unduly burdensome. Under CPR 22 manu- 
facturers are not given sufficient time to compile and submit their reports. 

Present price regulations fail to take into effect wage cost increases since 
March 15, 1951. In addition, the limiting of allowable costs (under CPR 22 
which may be added to the base period price imposes a penalty on the large 
segment of workers not classed as “direct labor’. The cost for their services 
must be absorbed by the employer. 

Clyde De la Houssaye, attorney, New Orleans, La.: The provisions of CPR 
14, 15 and 16, requiring grocery stores to post their group classification, operates 
to the benefit of the chain grocers because it gives them the opportunity to draw 
trade away from smaller concerns by advertising the fact that the smaller grocer 
has a higher mark-up. 

Frederick DyRhuizen, Meat Packers Association, New Orleans, La.: The 
smaller meat packers a e at a disadvantage under present controls due to the fact 
they are not in a position to sell to the Government. Since Government. pur- 
chases are exempt from price control, those packers who have Federal inspection 
in their plants are the privileged few who can enjoy this benefit. The Federal 
inspections are so stringent ‘‘that it is impossible to have Federal inspection 
without the building of an entirely new plant * * * whereas where inspec- 
tion already exists in a lot of the larger packing plants, the plant itself is not in 
anywhere near as good sanitary condition.” 

Sherman Lippman, Latin American Trading Co., New Orleans, La.: Those in 
the export business face a unique problem under the price control program. 
United States manufacturers respond to the increased demand of their products 
by favoring the domestic market “‘at the neglect of export markets.’’ The effect 
of such action by suppliers is to limit appreciably the activity of the exporter. 

Dwight C. Page, executive vice president, Leon J. Barrett Co., Worcester, Mass.: 
In an industry such as metal working where job descriptions and labor grades have 
been reasonably well standardized, it would seem more practical to permit adjust- 
ments within standard labor grades to the extent necessary to eliminate inequities 
in a given locality or community, and yet maintain such regulations as may be 
necessary through the control of labor grade rate levels. This plan would assure 
employees and employers & fair and equitable consideration with due regard to 
the rights and positions of both within industries where such a formula might be 
applied. 

W. T. Harris, Charlotte, N. C.: There are some independent grocers with a 
volume of more than $375,000 a year which offer delivery service, charge accounts 
and are not self-service. These stores are restricted to the same margin as the chain 
stores by OPS regulations, although their costs of doing business are higher than 
that of the chains. Grocers’ meat prices are based on whole cattle purchases. 
Packers, however, are refusing to sell whole cattle, but are selling front and hind 
quarters. This brings average price up about 5 percent. A ceiling should be 
placed on livestock as it comes into the stockvards, and the price should be con- 
trolled at every level thereafter. Ceilings for live cattle should be based on grading 
state of the cattle. 

Thompson Greenwood, executive secretary, North Carolina Merchants Associ- 
ation: OPS should acquaint merchants with order several weeks before they are 
placed in effect. ‘‘My estimate is that not half the merchants covered by CPR 7 
have vet had an opportunity to read it. Only a small percentage of those who have 
been fortunate enough to read it are able to understand it. The OPS offices in 
North Carolina are not yet fully staffed. For a month we have been trying in 
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vain to obtain the services of a price expert to explain in conferences about the 
state of the regulations. 

William L. Mallon, secretary, New Jersey Automotive Trade Association, 
Newark, N. J.: OPS has issued regulations pertaining to the automobile industry 
without prior consultation with representatives of the industry. No advisory com- 
mittee has been appointed for the Automotive Branch of OPS. OPS will not 
answer questions propounded by an association, but only questions asked of them 
directly by individual dealers, so it is difficult for the association to guide its 
members. OPS granted manufacturers an increase of 3.5 percent, but required 
dealers to pass such an increase onto the retail trade. This reduced the dealers 
discount, in percentage terms, although dealer costs have gone up. 

Larry Stage, retail automobile dealer, LaFayette, Ind.: A survey among 
Indiana automobile dealers in January 1951 showed an increase in fixed overhead 
expenses averaging more than 28 percent above the same period of 1950. The 
increase in manufacturers’ price actually resulted in decreased dealer margins. 
Deaiers cannot stay in business if margins are reduced. Present OPS ceilings 
have created a condition in our business that borders on being absurd. 

David E. Castles, president, Castles, Wilson Buick Co., St. Louis, Mo.: The 
granting of an increase in prices to automobile manufacturers without granting 
a corresponding increase in margins to dealers in effect requires dealers to collect 
from purchasers money to be passed onto manufacturers, and to collect additional 
excise tax to be passed onto the Federal Government without even a handling 
charge for the dealers’ services. It should be recognized that dealers’ costs have 
increased along with those of all other businesses, and the necessity for maintaining 
a normal margin between cost and selling price applies to the automobile dealer 
as it dces to other merchants. 

Herbert Speckart, Retail Druggists Association of Greater St. Louis, Mo.: 
OPS statements on mark-up, margins, and profits are confusing. For example, 
a 32 percent mark-up is not a 32 percent margin because increased overhead and 
other costs leave a net loss rather than profit, since there are no ceilings on rents, 
utilities and other service charges. Retailers are in a squeeze. 

Chris Finkbeiner, meat packer, Little Rock, Mo.: If the MeKellarand Maybank 
amendment were put into the order as applied to the meat industry, it would be 
very helpful to the small packers because this amendment provides for a fair 
return on each species slaughtered. The law as it now reads provides that the 
packing industry shall be guaranteed a fair over-all return. Many packers kill 
only hogs all the year and they would be eliminated. The only thing small packers 
want is an assurance that they will not have a recurrence of what we had during 
OPA days, when certain parts of our industry were forced to operate at a loss and 
other parts operated profitably to a certain extent where it offset the loss on other 
parts of the operation. 

George E. Duffy, president and treasurer, The George E. Duffy Manufacturing Co., 
Worcester, Mass.: The amount of price increase provided for in CPR 18 does not 
permit an increase sufficient to cover the increase in costs of materials and labor 
which have occurred to date since the base-period date in 1950. The same relative 
costs apply to other fabries than cloth and yarn. CPR 18 makes no provision for 
the heavy increase of raw materials—wool clips and rags—sinece January 1, 1951 
As a result the mills must absorb a loss of $0.325 per yard. Unless prompt. relief 
from this regulation is given, the mill will shut down on completion of its present 
contracts and 225 employees will be laid off, 

Dwight C. Page, executive vice president, Lem J. Barrett Co., Worcester, 
Mass.: A large percentage of our equipment is to some extent special for the 
customer’s particular requirements. All cost records used to guide our estimates 
include manufacturing burden as well as direct labor and materials charges. To 
revise the thousands of records which have guided our estimating and pricing for 
many years, and develop new records and mark-up procedures in line with the 
requirements of present pricing regulations would completely disrupt our oper- 
ations for a considerable period of time. 

Clarence Oke, president & treasurer, Eastern Fence & Wire Co., Worcester, 
Mass.: There seems to be some lack of control of price regulations in Washington 
when suppliers of zinc can advertise zine at 46 cents per pound when the price 
quoted in East 8S. Louis is 17 cents per pound. 

Clarence Rice, C. Rice Packing Co., Covington, Ky.: Under CPR No. 2, the 
smaller meat packers are placed at a disadvantage because of the differential in 
price, for handling and shipping hides in less than earload lots. He is unable 
to accumulate a ecarlot, due the danger of spoilage. Unless he is given the 
opportunity to avoid this loss he will not be able to compete with the larger 
packers. 
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“Ceilings must be placed on livestock, if the meat-control program is to succed.”’ 
It is impossible to try to have a ceiling on the dressed product without a ceiling 
at the source.” 

Thomas A. Robertson, the Mosler Lock Co., Covington, Ky.: There is a need for 
prompt action by the Wage Stabilization Board, to prevent the movements of 
labor from one industry to another, because of the more attractive wage rates 
obtainable in the latter. This shift is taking place without regard to the essen- 
tiality of the production of the industry losing its labor force. 

Arthur Vivian, vice president of Automobile Dealers’ Association of Indiana: 
“A recent survey among Indiana automobile dealers shows that their fixed over- 
heads for January and February of this year have increased an average of 28.5 
percent above the same period of 1950. 

Indiana has a gross income tax. When the price of new cars was increased 
by OPS, this meant that dealers will have to pay more in gross income taxes, 
without receiving an increase in dealer margin, Dealers also will have to pay 
salesmen a higher dollar commission. Adding these together, the OPS increase 
in manufacturers’ prices adds four percent to dealers’ selling expenses. 

Orville R. Harrod, president, Kentucky Automobile Dealers Association: 
By ‘‘telegraphing its punches,’’ Government has contributed to inflation in the 
automobile field. In other words, announcements that taxes will go up, etc., 
stimulate scarce buving. 

Car! E. Fribley, Pontiac dealer, Norwich, N. Y.: “Anyone with a minimum work- 
ing knowledge of small business knows that the fixed overhead on dealer's es- 
tablishments has consistently increased since 1946, due to greatly increased wages, 
supplies and utility costs and fixed investments in new buildings, renovation of 
old buildings, replacement and additions of equipment, the majority of these 
changes dictated by automobile manufacturers. It is fair to reimburse a few 
big business corporations for additional costs and refuse to help thousands of 
small-business men at the ‘grass roots’ level?” 

John P. Hughes Motors, Lynchburg, Va.: ‘‘In January we had a 10 percent in- 
crease in wage and now a manufacturers’ increase in cost, with no mark-up to 
cover it. It is just simple arithmetic. If vou cut volume 20 percent, that el- 
iminates profit; and if you increase wages 10 percent, that takes some of profit. 
If you then inerease costs of product with no mark-up, then you take it awav 
again. If we are to preserve our traditional discount which has been considered 
reasonable at 25 percent, we must have a 33% percent mark-up on all costs 
as a minimum. 

Fred Clarkson, vice president, Whitescarver Engineering Co., Lynchburg, Va.: 
“The roll-back of prices did not go far enough back as the large manufacturers 
had anticipated the price freeze, and had put through many unwerranted increases 
in order to provide a protective cushion when the price freeze did come.” 

Jap Lueas, hardware retailer, Athens, Tex.: It is an absolute impossibility for 
the small hardware retailer to comply with the requirement of filing pricing 
charts under CPR No. 7. The vast number of items handled in this business 
cannot feasibly be invoiced and priced as directed by the regulation. The only 
practicable method of establishing ceilings would be: (1) allow the industry its 
historical mark-up; (2) fix the ceiling for each individual item by permitting a 
dollars and cents addenum to cost, or (3) allow a retailer to make a fixed percent- 
age mark-up on the cost of each item. 

Alfred J. Knapp, Napko Paint and Varnish Works, Houston, Tex.: If ceiling 
prices are placed on business it is only fair that they should also be placed on the 
farmer, this is especially so where a business must use a product of agricultural 
origin in production or processing. To have the agricultural product free of 
control is to place a ‘“‘squeeze’’ upon the businessman. 

Thomas Cloud, Houston Retail Grocers Association, Houston, Tex.: Some 
provision should be made whereby, the small grocer could price and sell his 
merchandise under one regulation, rather than three or four. These small con- 
cerns are not equipped with a staff sufficient to handle the paper work required 
of the several orders presently in effect. 

An additional complaint lies in the fact that adjustments under current regula- 
tions are not handled expeditiously. Frequently, before relef is fortheoming 
the damage has been done. 

J. C. Downing, vice president, National Used Car Dealers Association: Ceiling 
prices on used cars are impracticable. ‘‘No two used cars are actually worth 
the same because they do not contain the same amount of unused transportation.” 

William L. Mallon, secretary, New Jersey Automotive Trade Association, 
Paterson, N. J.: OPS issued regulations pertaining to the automotive industry 
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without consultations with representatives of the industry, consequently the 
regulations contain provisions of a highly conflicting nature and members of the 
industry do not understand what they are expected todo. No advisory committee 
has been appointed. The regulations are impractical and impossible to carry out. 

OPS granted manufacturers an increase of 3% percent, but required the dealer 
to pass such increase on the retail trade in exact dollars and cents amount charged 
to the dealer by the manufacturer, thus reducing dealer discount. 

Richard Pinck, American Veterans Committee: Regulation No. 7 issued by 
OPS, containing 36,000 words, is so long and complex that a retailer cannot digest 
it in time to comply with its provisions. Such regulations unconsciously diserim- 
inate against small business which does not have legal and financial consultants 
to interpret the regulations. 

Robert F. LeVine, vice president, Uncle Sam’s Shoe Store, Paterson, N. J.: 
The various media of distribution of information concerning regulations are not 
sufficient for the small retailer, ‘‘It takes me an average of 12 days to peruse the 
information in the final form that they submit. It is a hopeless thing trying to get 
compliance with CPR 7. In addition, if the regulation should be changed, we 
have to prepare five reports, and it is a loss of 10 full-time days, which is a great 
expense for small business.”’ 

G. Donald Louden, secretary, Central Virginia Industries, Lynchburg, Va.: 
Where there are inequities created because of the operation of the 10 percent 
formula, where a general across the board wage increase has been granted, there is 
no recourse for increasing the lower paid personnel. They are without an estab- 
lished and written merit rating plan. They are frozen. 

John E. Raine, executive vice president, Automotive Trade Association, 
Association of Virginia, Lynchburg, Va.: ‘‘Automobile manufacturers who 
reported earnings of from 15 to 20 percent, and who paid out millions of dollars 
in dividends, were granted an increase in the price of their product, yet auto- 
mobile dealers, who average a net profit of four and seven-tenths percent, are 
forced to reduce their discount on the sale of vehicles and, at the same time, as a 
result of increased prices on the products they sell, have to pay higher State and 
city taxes.” 

H. H. Rutroagh, Packard dealer, Lynchburg, Va.: ‘‘ Automobile manufacturers 
have never needed any protection or help from the Government, yet it has allowed 
these manufacturers an increased price to help them offset increased cost of 
operation and at the same time they deprive us of our fair share of that increase to 
offset our increased cost of operation.” 

Dean Gallagher, Retail Merchants Bureau, New Orleans, La.: The small 
retailer is not a factor in price setting. Consequently, it would not affect the 
control program adversely if all small retailers doing less than $50,000 worth of 
business were to be exempt from price regulations until such time as rationing is 
put into effect. Competition with the larger concerns would maintain the normal 
price differentials existent at present. 

Daniel O. Mansfield, Louisiana Retail Hardware Association: Hardware dealers 
are unable to complv with the reporting and pricing requirements of amendment 2 
to CPR 7. 

William J. Daly, representing Holsum Cafeteria, Inc., New Orleans, La.: The 
price regulation affecting restaurant operators imposes a burden on concerns whose 
base period is not a normal criterion of operations. There is no provision in the 
regulation which would permit an owner to apply for an adjustment to rectify such 
a hardship. The authority to make adjustments in cases such as this should be 
delegated to local offices in the interests of expeditious processing. 

Charles J. Dietrich, Absorene Manufacturing Co., St. Louis, Mo.: Due to our 
manufacturing seasonal merchandise, we run into considerable difficulty in seeur- 
ing orders at our present-day selling prices. A customer who stocked up during 
the early spring of 1950 at the 1949-50 price said that he could not place an order 
at our prevailing prices because he had not made a purchase at the higher prices 
prior to the freeze, and therefore must resell at the prices he published during the 
base period. He had not made a purchase which would enable him to raise his 
prices, so we lost the order. 

Robert G. Fournis, Continental Boiler & Sheet Iron Works, St. Louis, Mo.: It 
is difficult to guarantee the price of products because the prices of labor and 
materials entering them are not guaranteed to us. We cannot obtain elarification 
of the wage-freeze order from an official source. 

True D. Morse, Doane Agricultural Service, Inc., St. Louis, Mo.: The confusion 
and disruption of normal flow of goods by price controls creates serious bottlenecks 
that hinder production. Costly hay balers may be idle at harvest time because of 
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the lack of wire or twine. There are not enough sacks for potatoes now being 
harvested in California. 

Alton Farris, president, Atlanta Automobile Dealers Association, Atlanta, (a.: 
OPS regulations are the ‘‘most serious threat of all’ to automobile indusiry. 
Dealer’s discount has been reduced 5 percent. Net profits of automobile dealers 
average 4.7 percent after taxes. Seventy-five percent of Georgia dealers sel! Jess 
than 100 new cars per year, so this profit is not exorbitant. 

O. C. MeAllister, Studebaker dealer, Albuquerque, N. Mex.: The recent OPS 
action which restrained the aubomobile dealer from passing on the 3.5-percent 
increase in new cars allowed to manufacturers disrupts the traditional discount 
structure of this industry. Furthermore, regulations issued this far are ambiguous 
and confusing. The situation is aggravated by the fact that the agency refuses 
to issue interpretation which might clarify their orders. 

Tom Blundell, Tom Blundell Motor Co., Dallas, Tex.: Present OPS regulation 
as applied to used cars entirely impracticable in principle since no two cars are 
actually worth the same because they do not contain the same amount of unused 
transportation. The unenforceability of these ceilings is evident when it js 
realized that ‘90 percent of all automobiles are in the hands of individuals, and 
only 10 percent in the hands of dealers.”’ 

William J. Cleveland, Ford automobile dealer, Crowley, La.: The issuance of 
supplementary regulation 5 to the General Ceiling Price Regulation eliminates 
the historie servicing and conditioning charge traditionally included in the 
sales price of an automobile. 

David FE. Castles, Castles, Wilson Buick Co., St. Louis, Mo.: The recent in- 
crease allowed to automobile manufacturers ignores the necessity for dealers to 
maintain their normal margins between cost and selling price. At the present 
time most dealers will suffer a loss in passing through to the buyer this 3.5-percent 
increase. Many items of expense increase in direct proportion to the retail selling 
price of the automobile (i. e. commissions, insurance, interest, taxes, merchant's 
license fees, etc). 

Dan Coppin, Dan Coppin Ince., Jefferson City, Mo.: Increase in the manu- 
facturer’s price of automobiles has lowered the margin of profit for the dealer, 
If such discrimination is continued it will force many dealers out of business. 

Walter Tufford, DeSoto-Plymouth dealer, San Diego, Calif.: The issuance of 
supplementary regulation 5 to GCPR has upset the traditional discount structure 
of the automotive trade. 

H. H. Rutrough, Rutrough Motors, Roanoke and Lynchburg, Va.: Partiality 
is shown to the large manufacturers in the allowance of the 3.5-percent increase 
in automobiles at the point of production. Increases should be granted to 
dealers to help them offset their increased costs of operation as a result of the 
increase. 

T. A. Williams, president, North Carolina Automobile Dealers Association, 
Raleigh, N. C.: No two automobile dealers agree on what regulations are or when 
they are effective. No dealer in North Carolina is deliberately violating these 
regulations, for most of us are still deliberating on what they are. 

V. A. Williams, North Carolina Automobile Dealers Association, Greensboro, 
N. C.: The freeze order issued by the Wage Stabilization Board is not understood 
by the average small-business man. The employees of such concerns are bearing 
the brunt of this burden because the employers are uncertain as to when and under 
what conditions a wage increase is permitted. Regulations issued by OPS are 
not being properly disseminated. The public must depend upon the press for 
information. 

Otis W. Dresslar, Nashville Automobile Trade Association, Nashville, Tenn.: 
Government interference in the historic discount structure of automotive dealers 
has threatened the existence of many dealers, particularly in view of the decreas 
in production and increase in costs. Regulations are written in undertain language 
and the ageney does nothing to clarify the picture through the issuance of inter- 
pretations. 

James C. Little, Jr., North Carolina Oil Jobbers Association, Raleigh, N. C.: 
The margin allowed the independent jobber by the major oil companies has been 
static over a period of years, while the cost of doing business has continued to rise. 
Wages paid by oil jobbers have increased 100 percent since 1941. Cost of equip- 
ment has risen approximately 100 percent. The jobbers margin has remained 
2.5 cents per gallon for past 10 years. This has been set by OPS as the ceiling. 
He recommends that OPS allow an increase in the margin of at least half a cent a 
gallon. 
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Cc. O. Butler, General Foundry & Machine Co., Sanford, N. C.: It is difficult 
for small-business men to understand and interpret OPS regulations. They 
<hould be briefed for the small-business man. ? 

Wesley Williams, secretary, Raleigh Merchants Bureau, Raleigh, N. C.: OPS 
regulations are wirtten in “typical Government lingo’ and could be simplified. 
“The small-business man does not have the legal staff, neither does he have the 
‘ime to interpret these complicated pricing formulas.’’ When order is issued in 
Washington, district offices do not have sufficient information to be able to inter- 
pret the regulations and to tell businessmen what they must do in order to comply. 
District offices are trying to do a good job, but they do not get information quickly 
enough from Washington. ‘‘Controls should be put on at all levels, and not just 
on the last link in the distribution path—the retail level. 

Allison James, president, Yerkes Chemical Co., Winston-Salem. N. C.: ‘The 
principal thing which small manufacturing business does not understand about 
price control is that it was held strictly to price control but the ingredients and 
raw materials that had to be purchased had no stability of price. Price control 
should begin with raw materials and come up the line to the finished product. 

T. A. Williams, president, North Carolina Dealers Association, Raleigh, N. C.: 
Do not understand regulations. ‘‘We have been told that the safest thing to do 
is to grant no wage increases until the order is amended. This suits most of us, 
but it is hard on our employees.”’ 

S. C. Hartman, Victoria Paper Mills Co., Fulton, N. Y.: Eighty percent of the 
available raw material supply utilized in the paper mills is free from control due 
to the fact it is imported. If the OPS is unable to stabilize the prices of raw 
materials in the paper industry it is unreasonable to attempt to establish fixed 
ceilings on the paper producers. The net effect of these regulations will be the 
liquidation of many small paper producers in the country. 

Palmer W. Cately, Onondaga Supply Co., Ine., Syracuse, N. Y.: Wholesalers, 
who during the base period of the general freeze failed to raise their prices to 
reflect the increases passed on to them by the manufacturers, must have immediate 
relief if they are to continue in operation. Their operating margins are becoming 
smaller and smaller as the prices of the manufacturers’ products rise. 

Oscar L. Hausner, New York Accountants Association, Brooklyn, N. Y.: 
Under Distribution Order No. 1, applicable to meat packers, the base period of 
1950 is not a normal criterion of the operations of the average small slaughterer. 
During this base period many packers were producing only a small proportion of 
their normal output and the effect of limiting these packers to the amount of 
production put forth in this period is to keep from the consuming public the large 
quantity of meat that would otherwise be slaughtered. 

Leon L. Sylvestre, Bonin Spinning Co., Woonsocket, R. I.: CPR 18 should be 
amended to eliminate the necessity of filing full information on blend content 
since this is confidential information in the trade. 

The base period of this regulation was a notably poor period for the textile 
industry. In addition the pricing formula gives no eonsideration to the rising 
cost of administration and selling expenses. Under this formula the industry is 
unable to book business for future deliveries. 

August Meyer, Cincinnati Grocers and Meat Dealers Association, Cincinnati, 
Ohio: The independent food retailers are not able to sustain any further cuts in 
their gross-profit margins, because of the fact that in order to meet competition 
they are now operating on the barest margins possible. 

Ralph Dunlop, Krause Plow Corp., Hutchinson, Kans.: Ceiling Price Regulation 
No. 30—finds it difficult to interpret. 

John Rumicks, Benton Harbor, Mich.: Does not have sufficiently large staff 
to send someone to price ceiling meetings. Cannot afford to hire a CPA to break 
down costs to keep records required. 

Mr. E. A. MeCardell, Winpower Manufacturing Co., Newton, lowa: Started 
producing a new product a year and a half ago. Wants to know what a small 
manufacturer is going to do when he has had no background of experience and the 
price is going to be much higher than contemplated when he started taking orders. 
No historical price level to base price on. 

G. D. Shawver, Innes Co., Bettendorf, Iowa: Believes CPR 22 should provide a 
wider latitude in its interpretation of price levels. One is not allowed to take into 
consideration materials at more than ordinary price levels in order to arrive at 
ceilings, while he has to purchase steel at fantastic prices. Manufacturer is 
squeezed. His cost is based on previous experience—which is no longer applicable, 

In normal times secured 30 percent of material from warehouses at warehouse 
prices, and 70 percent of material from mills at lower mill prices. At present time 
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this pattern is reversed, because material is obtainable only on this basis. Wants 
to know if this can be taken into account. 

W. E. Cornelius, Sunbeam Corp., Chicago, Ill.: Price regulations do not permi: 
increase in selling or administration costs. If a modification were made on the 
point, he believes it would eliminate 90 percent of the opposition manufacturers 
have to this order. 

No set amount of time is allowed to compute ceiling prices. He has had five 
certified public accountants working on this since he received the order and 
they have not finished it yet. He does not think he will be able to meet the dead. 
line. 

Distributors and dealers have a heavy inventory because manufacturers went 
ahead and produced large quantities of merchandise to beat the effective date 
of the orders and used up their inventories. Those inventories are now in the 
hands of distributors and dealers. Wants OPS to extend effective date of order 
for 30 days from present effective date in order that the high cost inventories now 
in the hands of distributors and dealers can be liquidated in a more orderly manner 

Wendell E. Butler, Allied Farm Equipment Manufacturers Associatioy. 
Chicago, Ill.; Machinery manufacturers regulation (CPR 30) has created a great 
deal of confusion in that it has given rise to a number of instances where the 
distributors and dealers of the manufacturers are unable to handle the particular 
product because of the fact that their ceiling prices are frozen at a level which wil 
not permit a reflection of the increased cost passed on by the manufacturer. There 
is a great need for interpretation and clarification by OPS to provide some means 
of relief in these cases. 

The issuance of CPR 30 has created a great deal of confusion among smal! 
manufacturers. Few of these concerns have sufficient staffs to make necessary 
computations of ceiling prices. ‘Costs, at best, in many small plants are carefull) 
made estimates.”” The small manufacturers must be given some definite assur- 
ances of what their position is now and what it will be in future months so as to 
permit them to program their schedules of production, without fear of violation 
of current regulations. 

G. R. Wilber, Blood Bros. Machine Co., Chicago, Ill.: If the roll-back, antici- 
pated under CPR 30, is to be effectuated it is necessary that the small manufac- 
turers receive some sort of guaranty that they can secure materials at more norma! 
prices than those paid over the past 10 or 12 months. Unless material costs are 
reduced there will be a cut in production schedules, which is certainly detrimental! 
to the defense effort. 

B. A. Fuller, Fuller Manufacturing Co., Chicago, Ill.: Many small manufac- 
turers have a basis for special consideration in the fact that they have no detailed 
cost data which would permit them to obtain the pass, through provisions of 
CPR 30. The recommendation is made that a special report ‘‘of comparative 
costs of labor and material’’ be the only requirement for inclusion under this 
regulation. 

R. D. Brown, Northfield Iron Co., Northfield, Minn.: The OPS fails to give 
consideration to the terriffic increases occasioned by the emergency situation in 
overhead and other indirect costs of production. The limitation of cost pass- 
through provisions to materials and direct labor have the effect of reducing thie 
margin of profit as indirect costs spiral upward. 


Crepit ContTROLS 


The bulk of the testimony of this subject was presented by new and used-car 
dealers, who stated that regulation W is having an extremely serious effect upon 
their industry and upon the ability of consumers to purchase needed transpor- 
tation. 

The following points were stressed in the testimony: 

1. There are no inflationary pressures in the automobile industry at present 
The inventory of used cars is the largest in history, and used cars are selling at 
about 25 percent below ceiling prices. There is no shortage of new cars. Unde 
these circumstances, there is no necessity for drastic credit controls in the industry) 

2. The present terms of regulation W make automobile transportation a luxury, 
whereas it actually is a necessity for most families in the United States. Defense 
and essential civilian workers must have automobiles to carry them to and from 
work. 

3. The placing of credit restrictions upon certain articles, while leaving many 
others uncontrolled, is an ineffective method of controlling inflation. There is no 
bar to consumers spending their money on many nonessential items, thereby 
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increasing inflationary pressures. On the other hand, many of the articles under 
credit control are necessities. As a result, one of the effects of regulation W is 
that of diverting spending into nonessential channels, rather than curtailing it. 

The witnesses generally agreed that some restrictions on credit are necessary. 
They recommended that regulation W be liberalized rather than removed. 


SUMMARY OF TESTIMONY——-REGULATION W 


Sperry W. Miner, Buffalo Automobile Dealers Association, Buffalo, N. Y. 
(representing 160 dealers’: Buffalo dealers serve large industrial area, ineluding 
240 manufacturing concerns. Employment is increasing rapidiy, and public 
transportation cannot handle defense workers. 

William W. Welton, Syracuse Automobile Dealers Association, Syracuse, N. Y.: 
Industrial employment has increased so greatly that workers are commuting as 
much as 50 miles. Families in suburban areas also need automobiles for shopping 
purposes, 

W. McKinnon, Elmira Automobile Merchants Association, Elmira, N. Y.: 
The present 15-month limitation under regulation W has already created a 
great hardship on many many people whose need is greatest and who are deter- 
mined to have that good car regardless of consequence or what financial sacrifices 
it may entail. When the need and desire is great, the result is, insuTicient food 
for the family, cashing in war bonds, spending life savings or mortgaging the house. 
If regulation W succeeds in reducing automobile purchases by 30 percent, it will 
have a restricting effect on only four-tenths of the 1 percent of total purchasing 
power. The only people that are really curbed in buying cars are the people who 
most need them. 

George Gardner, New York State Automobile Dealers Association, Binghamton, 
NX. Y. (representing 2,100 new-car dealers). The average new-car dealer ranks 
thirty-eighth in net profits among 40 trade groups surveyed by the Accounting 
Corporation of America. 

Tracy Terry, Terry Bros., Patchozue (Brooklyn), N. Y.: People in our area drive 
70 miles to and from their place of employment. The nearest hospital is 15 miles 
and it is 2 miles to any food stores, so the automobile is certainly a necessity. 
This regulation had this effect on our sales: when they cut the financing term to 
15 months, within 1 week we had 20 cancellations. <A lot of these people cannot 
finance the $1,000 used-car today. It seems the Governinent has forgotten those 
low-income people and small dealers. 

Daniel Rosen, New York Used Car Dealers Association, Inc., Brooklyn, N. Y.: 
The enactment of regulation W has as of this date gone beyond its original con- 
templated purpose and virtually destroved one of the major industries in the 
United States, composed entirely of small-business men. It has not only at- 
tempted to curb inflation, but its far-reaching effect has been to virtually wipe out 
the entire used-car industry. 

There are in this country approximately 60,000 small-business men in the 
business of buying and selling used automobiles exclusively, and 40,000 dealers 
engaged in the business of buying and selling both new and used automobiles. 
The destructive effect of this regulation has brought to a complete standstill sales 
in the used-car industry. The chaos created by this regulation finds the industry 
in a position where, despite the greatest surplus of automobiles in histcry and a 
demand on the part of the public for an article that is a necessity in its daily life, 
the vendor is unable to sell and the buyer is unable to buy because of the prohibi- 
tive measures of regulation W. 

Carl FE. Fribley, Pontiac, GMC truck dealer, Norwieh, N. Y.: Our records 
prove that since the Federal Reserve Board arbitrarily placed a 15-month limit 
on the time sales last fall, many workers in war plants—10 to 25 miles from their 
homes—have been unable to buy necessary transportation. Many small-town 
doctors, ministers, teachers, and other car users have been unable to buy cars 
under these harsh, stringent, and unnecessary credit terms. 

William L. Mallon, New Jersey Antomotive Trade Association, Newark, N. J. 
(representing 1,000 members): ‘“‘The stringent terms of regulation W prevent 
many millions of defense and civilian workers from purchasing essential trans- 
portation they so vitally need. The situation outlined here is really worse today 
than during the period 1941-45. * * * 

‘Most all of our dealers have customers who, year after vear or every 2 years 
come in and trade, let us say, a 1948 car in for a 1950 car, and they have been able 
to do it. They have steady jobs, a good credit standing, but not much capital, 
so they have been able to make that deal, which they needed. If these people 
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are given the privilege of buving on longer terms, they will have more relia! 
transportation at their command to carry on their work, and I don’t believe 
will tend to any inflation. 

‘We also find many of our purchasers selling Government bonds in order to me: 
the down payment required under the stringent terms, and that does not se: 
just right. I think we would all be better off if the money remains in the bo: 
and the purehaser be accorded a little longer time to pay ont.” 

Louis FE. Baker, Kaker Auto Co., and also treasurer, National Used Car Dealey 
\ssociation, Providence, R. 1.: Stringent requirements of regulation W have slow 
down used-car sales. The rearmament program made this ‘disaster area” a gros 
production area. Workers need automobiles for transportation to work, als 
naval personnel need cars to go to and return from Quonset and Newport. 

William Plunkett, secretary, Massachusetts State Auto Dealers Associatio 
Worcester, Mass.: ‘‘With reference to regulation W, which was set up to lim 
sales, it is more than limiting sales—it is killing an industry. Further, it is limiti 
strictly the workingman to driving around in a jalopy, when apparently in ¢} 
foreseeable future he is going to need dependable transportation to do the 
he will have to do. 

Philip 8. Dunlap, president, New Hampshire Auto Dealers Association, Co 
cord, N. H. (representing 300 dealers): The expected shortage of new cars has no 
materialized, so that there is no danger of an inflationary situation arising in ¢! 
automobile industry. 

“It is our contention that the regulation should be geared closely to the situatio: 
at any given moment. We think that the terms of regulation W_ should 
elastic enough so that, when you get a tremendous inventory situation of us: 
automobiles which are standing idle in dealers stocks.”’ 

“A total of 123 New Hampshire dealers reported to the association that tl 
have more than $1,500,000 of used-car stocks. This would mean an inventor 
of about $5,000,000 for the 300 members of the association, which is greatly 
excess of normal. ° 

“We believe that so long as new cars continue to be available in reasonab): 
quantities and so long as there is absolutely no evidence of any overselling the 
is no point to continuing to restrict the terms to the point where the used-ca 
buyer who needs essential transportation should have to continue to run a vehic 
which is not safe.”” Removal of regulation W would not cause an increase 
prices because of competition in the industry. 

James P. Mayo, Pontiac Dealer, Nashua, N. H.: “If regulation W is to cont: 
the use of metal in automobiles and restrict production of automobiles, then it 
just as sound at 15 months as it possibly could be, but there is no evidence tha 
there is any reduction in the production of new automobiles.” 

James R. Johnson, president, Connecticut Automotive Trades Associatio 
Hartford, Conn.: We must have relief from the stringent regulations imposed | 
the Federal Reserve Board, and increase the maturity payments. The aw 
retailer is caught between the squeeze of high new-car production and the 
ability of the public to buy our products at present prices without extended tin 
payments. We cannot sell our share in a 5,000,000-car year at present prices 
under restrictive controls. 

Larry Stage, Retail Automobile Dealer, LaFayette, Ind.: A survey amony 
Indiana automobile dealers in January 1951, showed an increase in fixed overhea: 
expenses averaging more than 28 percent above the same period of 1950. 

As result of regulation W, ‘‘dealer inventories of used cars are the highest in tl: 
history of the industry, and unless this condition improves dealers will be fore: 
to discontinue accepting used cars in trade.’’ It is requiring the used-car bu) 
to continue to drive an old, unsafe, unsatisfactory automobile, because he cann 
afford to make the payments on a later-model used car. 

Arthur Vivian, vice president, Automobile Dealer’s Association of Indiana 
Indianapolis, Ind. (composed of 1,142 new ear dealers): ‘‘One disastrous resu 
(of regulation W) is that a high percentage of families which were used-car buyer= 
and many of whom are essential factory workers can no longer buy dependa)b 
used cars. As a consequence, dealers have the highest used-car inventories 
their history and unless this condition improves it will be necessary for dealers ‘ 
discontinue taking used cars in trade.’’ Regulation W has decreased used-car 
sales by 30 percent. 

Orville R. Harrod, president, Kentucky Automobile Dealers Association, Frank- 
fort, Ky.: Legitimate dealers want to finance sales on a sound basis. However 
the 15 months’ limit on payments is not flexible enough to meet reasonable de- 
mands. There should have been some difference made in the term of payme! 
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on late model cars and older cars. This would have been equitable and fair. 
Credit restrictions as they stand now are unfair to a lot of purchasers. Some 
sensible changes should be made in regulation W. 

James L. Paddock, Pontiac Dealer, Louisville, Ky.: Regulation W has hurt 
used-car sales ‘‘tremendously.” ‘Regulation W is going to eventually cripple the 
man who is going to work.” 

F. O. Rice, president, Arkansas Automobile Dealers Association, Pine Bluff, 
Ark.: As a low-income, agricultural State, Arkansas is dependent upon automobile 
transportation. Arkansas is forty-seventh State in per capita income, so credit 
controls affect it more seriously than other States. 

Alton Farris, president, Atlanta Automobile Dealers Association, Atlanta, Ga. 
(representing 520 dealers in Georgia Automobile Dealers Association): Most 
dealers derive the major portion of their profits from the top 10 or 15 pereent of 
their sales, so a decline of that amount in sales affects them drastically. Essential 
workers are finding it difficult to purchase cars needed for transportation. 

J. C. Downing, vice president, National Used Car Dealers Association, Atlanta, 
Ga.: “During recent weeks the used-car business has been almost completely 
fenced in by Federal price and credit controls. By October 16, 1950, the date on 
which the 15 month rule was announced, used-automobile prices had already 
dropped 9 percent below the August 1950 level. Yet that regulation was tightened 
while prices were declining and without consulting the industry as intended by 
Congress.”” Regulation W, “penalized most of the men who contributes least to 
inflation—namely, the wage earner who must buy his transportation on a pay-as- 
you-go plan.’”’ Credit and price controls over the industry are unnecessary 
“because of the unprecedented rate of new-car production and because of the small 
proportion of the consumer’s dollar accounted for by automobile purchases.” 

O. C. McAllister, Studebaker dealer, Albuquerque, N. Mex.: The essentiality 
of the automobile as a means of transportation is accentuated in sparsely settled 
areas. In such communities the defense worker must rely chiefly on the auto- 
mobile to bring him to his work. ‘Regulation W must be amended to permit 
longer credit terms,’ in order that essential workers can secure transportation to 
defense plants. ji 

Tom Blundell, Tom Blundell Motor Co., Dallas, Tex.: The operation of 
present credit controls is felt primarily by the low-wage earner. Because of these 
restrictions the old prewar cars have taken an advance in price, since they can 
more easily be purchased on the 15-month basis. As a result, the average wage 
earner is obtaining less value for his money. He should be permitted to buy 
more up-to-date transportation commensurate with his income. ‘Instead of 
helping the defense effort loss of time and manpower is caused, by faulty and 
dangerous transportation; to and from work. 

R. J. Price, new car dealer, Dallas, Tex.; Prior to the imposition of regulation 
W, the average monthly income of the automobile term buyer was from $280 to 
$310 a month. Since the 15-month restriction this same transportation is being 
purchased by individuals with an average income of $480 to $490 per month. 
“What we have done is to cut out the man who was making a below $450 or $400 
a month from buying necessary transportation.” 

Carl Cox, new car dealer, McKinney, Tex.: The 15-month payment plan is not 
within the reach of the average wage earner. “Regulation W is discriminating 
against these people * * *.’’ A recent survey points out that the auto- 
mobile is more essential to the wage-earning class than to any other group. These 
figures show that, 27 percent of all new cars were purchased by skilled and 
unskilled workers (and) 68 percent of all used cars were purchased by this same 
class of buyers. 

William J. Cleveland, Ford automobile dealer, Crowley, La.: The restricted- 
credit provisions of regulation W preclude the sale of a motor vehicle to those of 
moderate means. Since the adoption of this order, “the volume of new-car sales 
in Louisiana has been reduced by more than 15 percent and the volume of used- 
car sales has been reduced by some 50 percent.” 

\. Stoessel, Moore-Stoessel Motor Co., Crowley, La.: Inventories of new cars 
are increasing because of the limited number of buyers who are able to meet the 
financing under regulation W. This constitutes an extreme hardship on dealers, 
many of whom are suffering actual losses. 

David E. Castles, Castels-Wilson Buick Co., St. Louis, Mo.: Current restrictions 
are more drastic than the situation demands. The objective of the Federal 
Reserve Board could be met with more lenient terms of down payment and 
length of time for payment. Such a plan of action would eliminate the hardship 
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presently imposed on the vast majority of car purchasers as well as the auto- 
mobile dealers. 

Dan Coppin, Dan Coppin, Inc., Jefferson City, Mo.: Dealers in a precarious 
financial position as they do not have capital surpluses to safeguard their businesses 
against hardships confronting them. Personnel are being released, because of 
the dealers inability to keep sales up under present restrictions. 

Walter Tufford, DeSoto-Plymouth dealer, San Diego, Calif.: The freight 
differential problem for west coast dealers has not been taken into consideratio; 
in the issuance of regulation W. The same type of car sells on the west coast 
for $260 to $300 more than it costs in an eastern city. This works a very defini 
hardship on individuals who need low-cost transportation. 

The action of the Federal Reserve Board in promulgating this order without 
first conferring with members of the industry emphasizes the arbitrariness of 
their decision. 

John E. Raine, Automotive Trade Association of Virginia, Lynchburg, Va.: 
The individual who is presently operating a car 10 to 15 vears of age is unable 
to replace such a vehicle with a newer model under regulation W. This order 
“forces monthly payments on the lowest priced new ears above a hundred dollars a 
month” which is substantially above what the person of average income is able 
to pay. 

W. T. Robey, Jr., automobile dealer, Buena Vista, Va.: Regulation W would 
be acceptable if it fell with equality on all dealers alike. However, no considera- 
tion is given to the size of the unpaid balance on a term-purchase plan, with the 
result that the higher priced cars are in an unfavored sales position in comparison 
to those in the low-price ranges. 

H. H. Rutrough, Rutrough Motors, Roanoke, and Lynchburg, Va.: Dealers 
in the higher priced cars are particularly handicapped by credit-control restric- 
tions. Dealers are going into debt in order to carry trade-ins they are unable 
to sell. Unless relief is granted soon many will be forced to liquidate. 

T. A. Williams, North Carolina Automobile Dealers Association, Greensboro, 
N. C.: The restrictions of regulation W have done little to halt inflation. On 
the contrary they. have forced the public to dissipate their savings in order to 
provide themselves with essential items, such as the automobile. 

Sales of higher priced cars have been substantially curtailed by the regulation. 

Mr. Parman. I would like to present any member of our com- 
mittee who would like to make a statement on the bill at this time. 

Mr. Multer is here. Mr. McKinnon, Mr. Curtis, of Missouri, is 
here. 

Mr. Curtis, would you like to make a statement? 

Mr. Curtis. No, I think the statements have been very satis- 
factory. 

Mr. Patrman. Does any other member of the committee want to 
make any statement? 

Mr. McKinnon. One thing that should be borne in mind, I think, 
Mr. Patman, by this committee, is this: While the NPA has tried 
everything possible, and while the military procurement services 
have subscribed to very fine ideals as to what should be done for 
small business, we find that often they don’t have the real power to 
implement that, and this bill transfers good intentions into real 
legislation, that can make possible a valuable tangible help to small 
business. That is why legislation is necessary, rather than a preamble 
of good intentions. 

Mr. Nicnouson. Mr. Chairman. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicuotson. Has it come to your attention, Mr. Patman, that 
the Department of Defense or other departments, negotiate contracts 
without putting out bids? 

Mr. Parman. Yes, sir, that has grown worse. It has grown worse, 
the negotiated contracts situation. 
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Mr. Nicuo.son. Is there something that could be done about 
that? 

Mr. Patman. That is what we hope to correct with this amend- 
ment. It is a long step in that direction. For a while, the small 
concerns were asked every day for bids. But at once that not only 
diminished, but they were almost entirely cut off, and all contracts 
were being made by negotiation as the gentleman suggested. 

Mr. Hauiecx. Might I supplement that by saving also that apart 
from this proposed legislation, one of the functions of the Small 
Business Committee is to bring things like that to the attention of 
the procurement agencies and exert such influence as we can to try 
to break it down. 

Now, obviously, if you are dealing with secret data, or secret 
weapons, secret airplanes, probably you can’t advertise all those 
detailed specifications, and there you would need to negotiate. 

But there have been too many negotiated contracts with respect 
to shoes, bed springs, and all manner of articles about which there 
could be no danger as a matter of security at all, and it is in respect 
particularly to those things that we had hoped that we could have 
more of the published bids, that would give the little fellow a chance 
to come in and get some of the work. 

The CHarrMANn. We are very glad to have your views. There cer- 
tainly can be no contrarity of opinion as to the objectives vou seek, 
and I hope something can be done that will make it possible. 

Mr. Hatueckx. Mr. Chairman, could I make just one further 
suggestion? 

The CuHarrman. Mr. Halleck. 

Mr. Hauiecx. Of course, the NPA expires June 30. 1 don’t know 
how much longer your hearings are going to go. I read in the paper, 
in a few places, that maybe we will have a 6 months, or a year, or a 
vear and a half extension of the situation as it is. I don’t know. I 
have been around here long enough to know that sometimes things 
happen. 

Now, I would just make this suggestion: In the event that the 
committee not consider only that we made these presentations for 
this proposal as an amendment to the Defense Production Act, but if 
there isn’t an extension of the DPA that would open the door to the 
consideration of this as amendment, then I would like to have your 
committee give consideration to reporting this as an independent 
measure, which might be done, and upon which the House could act. 

Mr. Mutter. You have been saying “NPA.’’ You mean the 
Defense Production Act? 

Mr. Hauueck. That is correct. 

Mr. Parman. Of course, we are not anticipating an interim bill or 
a continuing resolution. I know the chairman of this committee 
would like to see this bill passed on June 30 and I join him in his wishes 
and wiil work to that end, but in the event it is impossible to have a 
definite extension by June 30, I join with Mr. Halleck in expressing 
the hope that the committee will report this bill out favorably, 
independently of anything else, if we are compelled to have a con- 
tinuing resolution. 

Mr. Rarns. You don’t want the present situation with reference to 
small business continue as is? 
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Mr. Parman. That is right. We would like this done anyway. 

Again we want to thank the committee for the careful attention. 
and the sympathetic consideration that you have given to our testi- 
mony and to our views. 

Mr. Mutter. Mr. Chairman, of course I am very frankly preju- 
diced in favor of both Mr. Patman and Mr. Halleck, and their very 
fine statements. I think they are so good that they ought to be put 
in the Congressional Record now so that all of the Members of Con- 
gress may have these matters called to their attention at once, 

If you gentlemen have no objection, I will undertake to do that. 

Mr. Parman. It will please me very much and I know it will please 
Mr. Halleck. 

The CuarrmMan. Call the next witness, Mr. Clerk. 

Mr. Hatitanan. The next witness is Congressman Hays, of 
Arkansas. 

The CHatrMan. We are glad to have the gentleman appear, who 
was always recognized in this committee as an able and conscientious 
member of this committee for several years. 


STATEMENT OF HON. BROOKS HAYS, A REPRESENTATIVE IN THE 
CONGRESS OF THE UNITED STATES FROM THE STATE OF 
ARKANSAS 


Mr. Hays. Thank you, Mr. Chairman, it is a pleasure for me to be 
before my committee. The 8 years that I spent here were very happy 
vears, and I feel that the committee contributed a great deal to me, 
and I am grateful to you for letting me come today. 

The Cuarrman. We have missed you, Mr. Hays. 

Mr. Hays. I want to talk about the dispersal of industry and the 
relationship of this problem to the pending bill, with the hope that if 
the bill should be reported with a provision authorizing the Govern. 
ment to construct defense plants, it will include a mandate that certain 
criteria be used in determining the location, with particular reference 
to the security of the Nation and the balancing of our economy. 

On the first appearance which Mr. Wilson made before the Joint 
Defense Production Committee—at which time I was a member 
since that time Mr. Rains has succeeded me—I asked about this very 
problem. I was encouraged by what he said because he promised 
the committee that weight would be given to these factors in the 
location of plants under the rather limited power that the agency has, 
and he pointed to the fact that in this situation we are in much better 
shape to disperse industry than we were in the early part of World 
War II. 

Without being critical of him, because I feel that on the whole 
Mr. Wilson has done a magnificent job, and that he is an ideal person 
to head this program, I must say I am terribly disappointed in the 
results, and while the failure to disperse industry is probably attribut- 
able to the fact that he and his staff have been busy with other matters, 
and to the fact that the law in its present form may not be clea: 
enough, I feel that Congress is entitled to take a look at the situation 
and to insist upon these criteria being used. 

Mr. Rains brought out, in later examination of Mr. Wilson, that 
80 percent of the plants that have been authorized, have been located 
in the congested areas 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2111 


Mr. Wilson has indicated and conceivably it is correct, that about 
all that can be done under existing law is to leave to the National 
Security Resources Board the determination of the location of Govern- 
ment-owned plants. 

The National Security Resources Board has a clear mandate in 
the 1947 act directing the Defense Department to consider such 
factors as security, availability of labor, markets, transportation 
facilities, and other things. 

In other words, it was the decision of the Congress that defense 
plants should be dispersed throughout the country. 

I would like to say in that connection, Mr. Chairman, something 
that I am sure every Member of Congress doubtless would agree with, 
namely, that we never want to come to the point of giving to any 
bureau, or to any individual officer of the Government, the power 
arbitrarily to say, ‘‘This area or that area will be favored in the loca- 
tion of industries.”’ 

We certainly want as much free play of economic forces in the deter- 
mination of those matters as it is possible for us to have, and yet, to 
consider primarily the Nation's security. 

It is only as security considerations enter the discussions, and only 
as budgetary items, such as the expense involved in the building of 
housing for defense workers, where there is already congestion, it is 
only as those factors enter the equation that we have any right to 
say, as a legislative matter, that geography shall be considered. 

Mr. Rains. Of course, the prime reason, I assume, would be 
security, wouldn’t it? 

Mr. Hays. Exactly. And I don’t want to depart very much from 
that. In other words, where you regard such sociological factors as 
the movement of labor from one area to the other, with housing— 
and J would regard that as a sociological item—it is only as it affects 
security of the Nation that we are entitled to weigh those influences. 

I am pleased by this: that the National Security Resources Board 
is doing an excellent job. It is exploratory, but if I am correctly 
informed, those who are charged with this responsibility are not 
undertaking to favor one general area over another, and I wouldn’t 
want anything I say to be interpreted as urging the power of the 
Congress to favor Arkansas, for example, over any other State. 

I mention Arkansas only as it is typical of a disadvantaged area. 

Four States in the Union lost population between 1940 and 1950, 
although we had a tremendous growth in the Nation’s total popula- 
tion. Those four States were Oklahoma, Arkansas, and Mississippi 
in the South, and North Dakota, the only State outside the South 
has lost population. 

Every State in the Union gained in population in its urban areas— 
‘very one of them. 

But only a few States had any growth at all in the rural sections. 

Now, that is important, because something is taking place in 
America that, if not arrested, will pile up problems for a later genera- 
tion to solve. 

You can see what has happened to our own institution, the Con- 
gress of the United States. Arkansas loses a Congressman. Some 
people wouldn’t regard that as a misfortune. But California gains 
seven. And I believe that when you consider that at one time a 
thousand people every day were going into California, you create a 





2112 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


problem that is too much even for a State of its vast facilities and its 
capacity to grow. 

I believe even a Californian with the greatest pride would admit 
that we have created severe problems in the State of California, by 
taking no notice, officially, of that kind of situation. 

And if we are interested in economy, Mr. Chairman, we have got 
to consider it, because it was the State of California—its officials 
charged by the State government with responsibility for absorbing 
that population—that put it on the doorstep of the National Govern- 
ment and said, “Help us. We can’t provide homes for these people.” 

So, to the extent that these problems are too much for State govern- 
ments, where congestion exists, it becomes a national problem. That 
is the reason I call it to the attention of the committee. 

Now, another thing that I want to say in tribute to the National 
Security Resources Board is that they are not thinking in terms of 
areas. They are thinking in terms of location of plants, even within 
heavily populated regions, if it is outside a carefully defined city area. 

In other words, to be specific, it would be better, from the stand- 
point of the Nation’s security, to have a plant, perhaps, located in 
New England, if it is outside of a congested Boston area, than to have 
it located, we will say, in the city of Little Rock, and I would agree, 
when you consider the potential dangers from bombing attack upon 
any portion of America, you can see that those things would have to 
be considered, and therefore New England would have no fears, 
from a properly worded mandate on this question, because there are 
still wide areas in New England where security considerations would 
lead to plant locations, and where New England might be favored 
over Little Rock or St. Louis, or Kansas City. 

Under present conditions, however, I think it is true that the 
interior is not getting a fair break, and that it would be to the Nation’s 
total interest to consider a directive to the executive agencies, that 
would lead to a dispersal of industry into the interior. New plants 
should go there, rather than to coast locations. 

The areas that lost population were the Great Plains and the rural 
South. Only two States in the Old South, Virginia, and Florida, both 
coast States, gained population in excess of the national average 

The Great Plains was the area that suffered most. 

Now, it is possible for us—— 

Mr. Rarns. Could I interrupt you, Mr. Hays? 

Mr. Hays. Yes, sir, indeed. 

Mr. Ratns. Wasn’t there some report put out by the National 
Resources Planning Board, bringing out the fact that from a security 
standpoint, a great circle centering around Kansas, was the safest 
place in the country for the erection of plants? Do you have any 
information on that? 

Mr. Hays. IT am not sure that I can identify that with an official 
release. 

Mr. Patman. May I make a suggestion there. J think Mr. Rains 
refers to what was called the magic circle. 

Mr. Rarns. That is right. 

Mr. Parma. It is quite an interesting chart. 

The CuatrmMan. What power would the Federal Government have 
to amend the situation with respect to dispersal of industries. How 
far would it go? I think it is highly desirable, but I am wondering 
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how far the Federal Government could go in giving a mandate to 
industry to operate in certain areas. 

Mr. Mutter. We might not be able to do it by mandate but 
certainly we could do it by direct persuasion. These companies 
wanting to expand facilities are getting certificates of necessity. 
We could say, ‘“‘Well, the Government is going to help you to create 
additional installations, and this is where you go if you want these 
benefits.” 

The CHarrMan. If they are Government-owned, of course, that is 
different. Suppose there is a plant now in existence in a certain area, 
and the plant bids on a contract and gets it. I don’t think you 
could by mandate order an existing plant or an existing corporation 
to establish a plant elsewhere. 

I think it is highly desirable to do what you want to do, and I am 
for it, but I was wondering how far the Government could go. 

Mr. Rains. Mr. Hays apparently has reference to those plants 
that might be provided under this act, to be built by the Government. 

The CHAIRMAN. | see. 

Mr. Rains. I can see no reason why the Congress, with respect to 
security, could not have that mandate. 

The CuarrMan. Oh, yes, sir: if the plants are Government-owned, 
there would be no doubt about it. 

Mr. Hays. I am grateful to Mr. Rains for clearing that up, because, 
Mr. Chairman, I am referring to the experience with your tax 
amortization procedure, to show you that without criteria, you get 
further congestion. 

The Cuarrman. I have no doubt about that. 

Mr. Hays. If vou are going to have Government determination of 
plant locations, in other words, if you are going to direct the agency 
to do as we did in the early part of World War II, to build Govern- 
ment plants, then you should have criteria, and as I understand it, 
the Joint Committee on the Economic Report, will propose, or will 
recommend, that the committee embrace such a provision in this bill. 

And that was what I wanted to endorse, and that is why I am here. 

The CuatrMan. I was merely asking for information. I am not 
at all opposed to what you desire. It is highly desirable. 

Mr. Hays. I am glad the chairman brings that out. My statement 
probably was not clear on that point. 

Now, as to the magic circle, or the Babson circle, as we sometimes 
call it, I think Mr. Babson has done a great deal of good in dramatizing 
that problem, and just to show you that the problem still exists, a 
study shows that of the 2,000 tax amortizations, certificates of neces- 
sity, that have been issued, only 20 of them are within that Babson 
circle. Although it includes such populous states as Missouri, part 
of Iowa, South Dakota, Kansas, Oklahoma, and a part of Louisiana, 
and a part of Texas. 

So it is obvious that something needs to be done, particularly if 
Government money is to be poured into plant locations. 

Again, to help make out the case for the National Security Re- 
sources Board, 1 would like to point out—— 

Mr. Burrert. Mr. Hays, do you have a chart of the magic circle? 

Mr. Hays. I can prepare one. 

Mr. Burrertt. I think we ought to have it in the record at this 
point. I think it would be helpful. 
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Mr. Hays. Well, I called it the Babson circle, because it was his 
suggestion, and it was based obviously on security considerations. 
not anything else, because Mr. Babson would have no reason, fro: 
the standpoint of chamber of commerce affiliations, to be favoriny 
that area. 

Mr. Parman. I hope Mr. Buffett’s request is granted, because tha‘ 
is a thought-provoking instrument of Mr. Babson. 

Mr. Hays. And if I am wrong about the 20 plants, I will correct it, 
but my information is, from a private source, that 20 out of the 2,00) 
are within the Babson circle. 

Mr. Ratns. Mr. Hays, there are some other considerations which | 
think you ought to give thought to, which I think ought to be cor- 
rected in some way. 

Mr. Wilson, in testifying before this committee, in his first appear- 
ance, when I questioned him with reference to these facts, stated that 
the real reason for it up to that date, that he concurred in our idea 
that there should be a dispersal of industry for security and the other 
reasons you mentioned, but he stated the real reason was, that thes: 
present plants being built for defense, were being built by private 
industry and that it was natural that they would want to concentrate 
them around other plants they had, and in locations where ther 
were other plants making certain articles which they would use. 

In other words, transportation enters into it, freight rates enter 
into it, and so forth. 

So one of the things that strangles the so-called magie circle, i 
that section, as well as the South, are the freight rates, which have 
been cutting us out for all these years, isn’t that a fact? 

Mr. Hays. Yes, sir; that certainly is important. 

Now, I am referring at some length, and I don’t want to impose on 
the committee, to the National Security Resources Board because | 
believe it would reassure the country to know that political influences 
have been discounted, and are at a minimum. I think it might sur- 
prise many people, who think of political influences as tremendous 
to know how little they have had to do with policy, and that is good 

For example, the location of the huge bomb plant in South Carolina 
near the home of the gentleman from Georgia, was certainly a sur- 
prise to many people, and it was completely free from any influence by 
the South Carolina delegation, for example. 

Mr. Rains. I understand it was a total surprise to the Congress- 
man in whose district 1é was located, and he had not heard about 1 
until they put the announcement on his desk. 

Mr. Hays. Mr. Riley has already stated publicly that he did not 
know about it until the day it was announced. 

Arkansas was disappointed because we thought it would be located 
in our area, and [ think we took our defeat there in a sportsmanlike 
way, because it was revealed that it was the factor of water, chemi- 
cally pure water, in South Carolina, that determined it. 

Mr. Brown. Until 3 hours before it was announced, no one knew 
where it was going to be. That was due to the analysis of the wate: 
of the Savannah River. 

Mr. Wotcorr. Possibly the reason they didn’t announce it before 
the time they made up their mind to do it was because they feared 
there might be objections raised. 
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Mr. Hays. Another illustration, Mr. Chairman, would be the loca- 
tion of the sand plants in Idaho. That was discussed on the floor of 
the House the other day. It is the natural advantage of having 
these rare earths located there which would take processing plants 
to Idaho. 

I mention this because I certainly want to fortify the point that 
political considerations must not enter into matters of location. 
Those are things to be determined for security reasons. I have 
mentioned the population angle, because I feel that these trends in 
population need to be considered from the standpoint of the Nation’s 
over-all interest, that congestion piles up problems for the country. 

And among the things that I see the National Resources Board 
considers, in this splendid publication issued in 1948 called National 
Security Factors in Industrial Locations, an excellent statement, 
among other factors that they consider are, location of production 
materials, labor, sites, industrial fuel, transportation facilities, 
market, distribution facilities, power and water, living conditions, 
laws and regulations, tax structure, and climate. 

I should think that something like that could be carried over into 
the new bill. 

Mr. Rains. Who put that out? 

Mr. Hays. The National Security Resources Board. It was issued 
in September 1948, and I was referred to it by Mr. Wilson, himself, 
who felt that we in the Congress should have some knowledge of that 
they are doing. It is a sound nonpolitical, nonpartisan evaluation 
of this problem. 

They bring out, for example, that the destruction of life at Nagasaki 
was only one-half as great as at Hiroshima, although the population® 
of Nagasaki is greater than Hiroshima, and the difference is explained 
by terrain. And why shouldn’t our Government agencies consider 
a factor like that in locating plants? Here is a set of statisties that 
would certainly be a guide in location decisions. 

Mr. Rains. Does the gentleman have in mind a suggestion as to 
the type of amendment he would like to suggest? 

Mr. Hays. If I am correctly informed, the Joint Committee on 
the Economic Report has a staff that has been exploring the matter, 
and I would suggest that it follow pretty much the statement in 
the 1947 act on Defense Department operations. 

Mr. Rarns. You would suggest that Mr. Patman check into that? 

Mr. Parman. Along with the gentlemen from Alabama. 

Mr. Hays. If they have the staff to doit. I hope the committee will 
not regard me as derelict in not having some specific amendment to 
suggest. I am speaking generally. 

Mr. Wo.corr. The Joint Committee on the Economic Report 
has a very active staff. And they have started receiving letters from 
my veterans’ groups back home denouncing me for being in favor 
of reduction of veterans’ benefits. 

Also, as most of us did, they received newspapers protesting against 
the control of advertising fees. We tried to find out where it came 
from, and finally we found out that the staff of the Joint Committee 
on the Economic Report had issued a staff report, in which we all got 
the credit for it. 

Mr. Hays. Mr. Chairman, I have presented this picture to the 
committee solely for the purpose of urging that the bill include a 
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provision regarding dispersal in case Government construction js 
authorized. If the committee is not to get into this other field, then 
I hardly see how we could do more than leave that to private industry, 
to make its own determinations, but the general objectives mig) 
be clarified. 

But if they are to be financed at Government expense, then these 
criteria should be required. 

Mr. Mvuurer. Have you formulated a proposed amendment? 

Mr. Hays. I had anticipated that the Joint Committee on the 
Economic Report would do that. 

Mr. Brown. That might be very difficult todo. You might reach 
the problem by incorporating your suggestion in the committee report. 

Mr. Hays. You might consider the same language in the 1947 act, 
Mr. Brown, with reference to Defense Department construction. It 
is a reassertion of that same policy. 

Mr. Brown. I feel that most of the members are in accord with 
your idea, but it is a question as to whether or not we can incorporate 
it in the bill. 

The CuatrMan. The purpose is meritorious and I am sure the 
committee will consider it. 

Mr. Bouurna. I think it is appropriate to bring out the fact that 
in a report recently put out by the Committee on Expenditures in the 
Executive Departments, in connection with Government plant expan- 
sion loans, a certain amount of evidence was brought out to the effect 
that, although required by law, the certificate of necessity aspect of it 
of course comes under the jurisdiction of the Committee on Ways and 
Means, and implemented by the regulations of the National Security 
Resources Board, no weight has been given in the granting of cer- 
tificates of necessity, with particular reference to the percentage 
amount, to dispersal, although that is required, or certainly heavily 
implied, by law, and extant in NSRB regulations. 

We have a specific case, and I only cite it by reference, on page 14 
of House Report 504. It is brought out that more could be done, 
under the certificate of necessity program, and it is implied that 
perhaps more could be done for dispersal under the guaranteed loan 
programs coming under the Defense Production Act. 

Mr. Hays. I am glad to have that comment inserted, because any 
failures to secure dispersal can hardly be said to be due to a lack of 
someting in the law. Is that correct? 

Mr. Botirne. That is my understanding. And also, they cannot 
be said to be due to a lack of something in the regulations of NSRB, 
which for some time had the responsibility for the administration of 
the certificate of necessity and guaranty loan program. It was 
a failure, let us say, at the administrative level. 

Mr. Hays. Therefore, Mr. Chairman, if | might make this sugges- 
tion, it seems to me that reference should be made in the report to 
the situation Mr. Bolling mentions, and if the committee thinks well 
of the idea of a directive on Government plants, then, of course, you 
could have a specific provision in the bill itself. 

Mr. Chairman, you have been very kind to let me speak at this 
length. May I say in closing, that I have wanted to approach this 
from the broad national viewpoint, and mention the Interior, of the 
Babson Circle, has come in incidentally, of course, to point out the 
low areas, and the necessity for taking note of the neglected regions 
of the Nation. It is altogether in the national interest that I would 
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direct attention to it, and not to project a governmental or political 
factor into population movement. I want to make that very clear, 
and I appreciate your hearing me on it. 

Mr. Brown. Thank you very much, Congressman, for your excel- 
lent statement. 

We will now hear from Congressman Toby Morris. 

Mr. Morris. Mr. Chairman and members of the committee, I 
shall read my statement, with your permission, so as to be as brief as 
possible, and to be as clear as possible, and then I shall attempt to 
answer any questions that any of you might wish to ask. 

Mr. Parman. I assume, Mr. Morris, that you are against the 
roll-back on beef prices? 

Mr. Morris. Your assumption is correct. 

Mr. Patan. It is just like trying to unscramble eggs to me. We 
tried it in World War IT, and I am going to have to be convinced of it 
before I go along with it. 


STATEMENT OF HON. TOBY MORRIS, A REPESENTATIVE IN 
CONGRESS FROM THE STATE OF OKLAHOMA 


Mr. Morais. Mr. Chairman, at the outset I wish to express my 
appreciation to the committee for extending to me this opportunity 
to file this statement for its record in considering the recent beef price 
orders of the Office of Price Stabilization. 

The district which I represent is an agricultural district in which 
beef cattle production is an important source of agricultural income. 
Not only are there ranchers who run hundreds of cattle over many 
acres, but there are also numerous farmers who raise or feed a few 
head of cattle on smaller pastures. Moreover, there are hundreds of 
boys and girls who are engaged in this enterprise through their farm 
clubs, such as 4-H and Future Farmers of America. I am proud of 
the boys and girls in my district who have brought back national and 
international prize ribbons with the beef cattle they have raised and 
exhibited. I give you this information to show that a great many 
me than a few so-called cattle barons are affected by the beef price 
orders. 

In the case of railroads and other public service corporations, it 
has been a long-established principle that a rate order which does not 
take fair return on the investment amounts to an unlawful confisca- 
tion of property in violation of the United States Constitution. It 
occurs to me that the same considerations of cost and fair return should 
be applied to other commodities upon which the Government under- 
takes to fix prices, since the Government, in my opinion, has no more 
right to confiscate the property of the cattle producer than it has to 
confiscate the property of the railroad or the public utility. 

Accordingly, I have asked the many who have written and tele- 
graphed me to give me the specific figures on cost and investment, so 
that the committee would have definite evidence on which to base a 
decision. I shall not burden the committee with a mass of detail, 
but shall attach a few examples which are not extreme, but reasonable, 
pointing out the problems of different types of beef operations. And 
I shall not read all of these examples. These are exhibits that I have 
attached to the statement. The statement itself will be very brief. 

The CuHarrMAN. Your exhibits may be inserted in the record. 

(The information referred to is as follows:) 

83473—51—pt. 3——45 
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Exuisit I 


BLEepsor & NIcKuas, 
Lawton, Okla., May 24, 1951. 
Hon. Tosy Morris, 
Congressman of the Sixth District, 
Washington, D. C. 

Dear JupGe: It is my understanding that you have requested information 
relative to the cost of producing beef in this locality. I have in my office at this 
time no less authorities than James H. Tracy of Carnegie, and Wayne Rowe of 
Meers, just beyond the Easter Pageant sight, who have presented for my informa- 
tion, and I trust for yours, some very interesting and informative information iy 
reference to this problem. I need not dwell upon the reputations of these two 
gentlemen for truth and veracity, and shall merely state that we have represented 
both of them for the last several years and know of some of the transactions 
herein set forth; and in giving you this information, we should like to start with 
the concrete example that they have presented to us. 

First, in January 1950, Mr. Tracy purchased SW sec. 21, T.5 N., R. 13 W., at 
a cost of $12,000, which is the going price for good pasture land in this country; 
and that is the type of land that he purchased. In other words, an original 
outlay of $12,000. 

He and Wayne estimate that the average quarter-section of land in this country 
will pasture successfully from 10 to 20 head of cattle with their calves. They, 
therefore, have used the average of 16 head, or 1 cow and calf per 10 acres in 
their problem, and their effort is to arrive at the cost of producing a 450-pound 
calf for market by taking the costs of buying and maintaining the mothers of 
these calves. 

Therefore, in addition to the cost of land, they estimate a $775 cost for fencing 
the land, and the cost of the 16 calves at $325 per head, the market value would 
be $5,200. In addition to the pasturage they estimate that in order to carry the 
cattle through the winter months of 133 days, it will take 3 pounds of cake per 
day, or 400 pounds per cow, at the going cost of $5 per hundred, or $320 for the 
16 cows; and in addition to that 1,080 pounds of hay at $32 per ton, $17.54 per 
cow, or $280.64 for the 16 cows. That breeding fees would average $5 per cow, 
or $80, or it would be necessary to spend a minimum of $500 for a bull, whose 
service would be good for about 3 years. 

That the veterinary expenses would average $2 per cow, or $32 for the 16 head. 
That the death loss would average 14 percent or $72 per year. That the taxes 
would average $3 a head, or $48 a year, and that the taxes on the land were 
actually $55.08 this past year. 

Now if we take the expenses as indicated herein of $320 for cake, $280.64 for 
hay, $80 for breeding fees, $32 for veterinary expenses, $72 for death loss, $55 
ad valorem taxes, and $48 on the cattle, and add to that 5 percent of their land and 
fencing investment of $638.75, and 10 percent of the original investment of cattle 
of $520 per vear, you will find that the total cost of producing the 16 calves ready 
for market would be $2,046.47, or $127.90 per calf; and this amount divided by 
450 pounds would give you a cost of producing of $0.284 per pound. 

We believe after carefully going over these figures and comparing them with 
prices within our knowledge as a result of our probate work throughout the county 
that the figures are fairly arrived at and accurate. We direct your attention to 
the fact, however, that the costs herein stated do not include any labor costs or 
supervisory expense, or selling expense; and I can assure you that this item, 
judging from my experience in handling tax matters, is an item that cannot be 
overlooked and long remain in business. Also I question very seriously the low 
figure indicated for veterinary expenses. becuase this usually entails a veterinary 
making a trip to the farm, and one or two trips would far exceed the amount 
allowed, to-say nothing of the cost of disinfectants and serums, ete.; and this is 
also based upon the proposition that every calf would be saved, which i think is 
probably a very optimistic assumption. 

As a matter of comparison Mr. Tracy in 1935, or 15 years ago, bought E4SW- 
WXSE sec. 18, T. 5 N., R. 13 W., for $2,500, or roughly one-fifth of the purchase 
price of the quarter hereinabove set forth. You are as familiar with other costs 
in 1935 as we are, but just discussing it here and comparing prices for hay and 
cake and other items of 1935 against those of today, it would appear that the ratio 
of the other items would be about the same as the ratio of the costs of land, but 
since you are as familiar with that as we, we leave that to your good judgment 
and discretion. 

Trusting that this is the information that you desire, and that it will be helpful 
to you, we are glad to submit it, as well as any additional information which 
we may have, or be able to obtain for you in connection with this. 
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Enclosed also for your information is a release of the United States Department 
of Agriculture, as reprinted by the American Cattle Producer, volume 32, No. 12, 
May 1951, showing the relative purchasing power of the dollar as between 1929 
and 1951 of various commodities, including beef. I think you will find, as I found, 
this is a very interesting, if now surprising article. I presume that you will be 
back in the neighborhood before too much longer, and we shall have an opportunity 
of seeing you, and discussing these and other problems at that time. In the mean- 
time, if we can be of further assistance, please do not hesitate to call upon us. 

Sincerely yours, 
BLEDSOE & NICKLAS, 
T. D. Nickuas. 


Exuisir II 


SouTHWEsST OKLAHOMA CATTLEMEN’S AssocIATION, INC., 
Lawton, Okla., May 23, 1961. 
Tony Morris, M. C., 
House Office Building, Washington, D. C. 


Dear Tosy: Replying to your letter, I am giving you what information I can. 
I do not handle any cows or cows and calves. Steers are bought in the open 
market at Fort Worth, Tex., in November or December, try to get the best 
Hereford steers on the market, and runing even in weight and confermation. 

They are all well wintered and fed some cake meal, cottonseed, and alfalfa hay 
in bad weather. Try to have choice feeders—I do not full-feed, sell to finishers 
in the Corn Belt. I count on a gain of not less than 200 pounds; if they do extra 
well, it is possible to get 300—that is an exceptional gain. 

I do not have a labor bill on the cattle, that is charged against the land. Iama 
small dealer, no farming, just grass. The pasture will handle 45 to 50 yearlings or 
coming 2-year-old steers. No charge is made for myself or gas. 

Harvey Byrd Route 3, Lawton, a 16-year-old FFA boy, he looks after the fence. 
I furnish material, feed sprays for flees, etc. Farm repairs are not charged against 
the cattle. _If the steers make money, Harvey gets 25 percent of the net cash gain, 
ifaloss takeit. In all the years I have handled cattle, I never had but one bunch 
of steers to lose money; 1951 may lose money. 

I do have two or three plain steers that can’t make any money the way the 
market looks, the top steers I think will hold the money together. One item of 
expense not in the statement is 6 percent interest on $7,200; the pasiure will sell 
for around $10,000. So our investment runs over $18,000. The following is the 
local market: 


Shelled corn per bushel___-_-__- ied Ceoue Riso _ 1§$1.90 
Ground corh) per 1002: 2.2 el ; : ‘ 18. 90 
Ground maize, per 100 ue rere _ bee ais hs Os i 12. 90 
Cottonseed cake per ton ree 2 # 3 _ 195. 00, 
Soybean cake, per ton_______- bs igh ey SS a aso _.. 193.00 
Oats, per bushel ~ page. ee Ba ky pl peak : it Zo 
Alfalfa hay, per ton_____. : : ; ojoristhcas mera 
Parrie hay, per ton___. a sndiawis tie seen | OOS 


Material for fence repair____._____-_- ‘ oe Saar a8 10. 35 
Grass seed Sacer abit ig Stara taste ine z 9. 00 
Repairing dam _____ 

Staples______- 


Total __ she SS lea LENS 294. 65 

Cost of cattle, 43 head, average weight, 570 pounds, at 29% cents per 
pound Pee eae MUS a RN eT TRE ge ao ae an eae 7, 194. 75 
Pen eeee Mie ee ce 723. 89 
Expense to Fort Worth to buy__--_-- ane 16. 60 
Drugs_____ obser ee eS ; 5 re 8. 90 
Dehorning a : oe ; on 3. 00 
Truck hire 24. 50 


' Add 2 percent tax. 
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Grass leases are from $2 to $3 per acre. There is 166700 acres in this pastwre 

The cost of selling including trucks, commissions, yarding, hay, ete., will be 
not less than $4 per head. 

If I can give you additional information I will be glad to do so. The above 
statement hereto attached are true and correct to the best of my knowledge and 
belief, so help me God. - 

C, D. CampsBE t. 

Subscribed and sworn to before me a notary public, this 23d day of May 1951, 

Lonnie L. Latruam., 


P. S. If I sold the steers on today’s market, I would lose a nice sum. I hope 
the gain in weight on grass will save me. 
Gn®..C. 


Exarsit III 


KINGFISHER, OxLa., May 24, 1951. 
Hon. Topy Morris, 
Congress of the United States: 

I am writing you in regard to the roll-back on cattle. One year ago I was buy- 
ing cottonseed hulls for $8 per ton and now they are $27 per ton. I also was buy- 
ing blackstrap molasses for $40 per ton. Now they are $80 perton. I was buying 
cottonseed meal at $69 per ton and now it’s $96 per ton. his is certainly killing 
the cattelman in the Wheat Belt. I am sending you a sheet with proof of what 
I am saying and if you would like I can sure furnish proof of what it is now. 

Sincerely yours, 
B. E. Youna. 


P. S. Farm labor is higher too than a year ago. 
Invoice No. 3357 


Wiuurams Grain & FEED Co.,, 
Sold to Earl Young El Reno, Okla., 5-6 1950. 
14950 
5860 


9090 





Quantity, item Weight i Amount 





11, 480 
5, 860 


c/s hulls Jeft...........- ata NOD Fo 2 
Inv. #25173—c/s hulls-. ~~. __- 5, 690 

c/s meal___- FERRE BE 900 
Ear corn chops___- ek ne <3 1, 350 
Salt_...... ‘ 100 
Limestone Bares 100 
RS i oo ected se 1,315 
c/s hulls Skis pwel a dosent bis cutictdeeeu Sa 5, 325 


365# c/s hulls left . Be a ge aaa 
CS , (sit ogen vais caedaee 9, 090 
Ne igh ais BIRLA AN EE ERS 


c/s Cake_- 
. 














Received above in good order. 


Purchaser. ; Trucker. 
Mr. Morris. An example of the cattlemen who breeds his own 


cattle is given in the letter attached as exhibit 1, written by Mr. 
Thurston D. Nickles, of Lawton, Okla., on behalf of Mr. Wayne Rowe, 





ure 


| be 


Ove 
and 
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of Meers, Okla., and Mr. James Tracy, of Carnegie, Okla. In short, 
this letter gives ‘the following information: 
Land investment (actual cost) of 160 acres__...__________________ $12, 000. 00 


775. 00 
16 heifers for production GOWN die oa a; cl Se 


Total investment . 17, 975. 00 


Expenses: 

Taxes (ad valorem on cattle and land) 103. 08 

‘ ? 600. 64 
ese aplN: Ga Gi Sou iga aa a i BOS 80. 00 
Death loss (1% percent average) 4 : ; 72. 00 
Veterinary and spraying 32. 00 
Depreciation on cattle 520. 00 
Depreciation on fence 38. 75 


1, 446, 47 


Iam advised that such grass-fed cattle grade Good and Commercial. 
Under orders 23 and 24, applying the differential in order No. 23 to 
the carcass ceiling in order 24, the ceiling for Good animals is 29.23 
cents per pound, and for Commercial 25.01 cents per pound. I also 
note from the introduction to order No. 23 that it is the purpose of the 
order to roll back prices to the January 1951 levels on May 20, and 
lower in subsequent roll-backs, and that the average of all payments 
in January 1951 amounted to 97 cents per pound. Since this is also 
the average between opienacdal and Good animals, I have applied 
that price to these examples. 

The 16 calves averaging 450 pounds would bring $1,944, which 
would leave $497.53 return on the 17,975 investment, or 2.8 percent, 
whereas these men must pay 5 percent and 6 percent interest on the 
money borrowed by them. Under the first roll-back, even before 
applying the July and September roll-backs, these cattle producers 
do not make enough to pay interest on the investment, and have noth- 
ing left for labor or to pay for their own management for the year. 
It is noted that no cost of marketing these calves have been included, 
and the death loss is indeed low. 

An example of the operator who feeds a few head of cattle on grass 
is shown in exhibit 2, letter from Mr. Charles D. Campbell, of Lawton, 
Okla., who feeds a few calves on grass and supplements this with 
cake and hay. A summary of his letter gives the following operating 
statement: 


Land investment 


43 calves, average weight 800 pounds, at 27 cents ceiling : 
Cost of 43 calv es, average 570 pounds, at 29% cents cost__ $7, 194. 75 
Feed, hay, salt 723. 89 
Travel expense and transportation 41. 10 
Drugs, dehorning, ete 11. 90 

ces 60. 40 
Repairs to property .---_- -- 234. 25 
Selling and marketing expense at $4 per head 

8, 438. 29 


Operating profit, less labor 749. 7 1 
Labor amounts to 25 percent of operating margin, or $187.41, leav- 


ing the sum of $562.30 to pay interest on the $7,200 borrowed to pay 
for the calves, the return on the $10,000 investment, and payment for 
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the owner’s management. This is based on a 230-pound average gain 
instead of the 200-pound gain which the operator anticipates, ‘and 
includes nothing whatever for death loss. 

It is noted that while the general price freeze at prices generally at 
January 1951 levels, the order (Ceiling Price Regulation No. 23) 
shows that after the subsequent roll- backs’ of July and September, 
beef will be rolled back to lower than June 1950 levels. This is the 
effect of the order, regardless of the fact that prices the cattleman pays 
increased materially from June 1950 to January 1951. I call the com- 
mittee’s attention to exhibit 3, a letter from Mr. B. E. Young, of 
Kingfisher, Okla., with enc ‘losure, in which it is seen that cottonseed 
hulls have advanced from $8 per ton to $27 per ton; blackstrap 
molasses from $40 per ton to $80 per ton, and cottonseed meal from 
$69 to $96 per ton. It appears that the cattleman is being discrimi- 
nated against in having his selling prices rolled back to June 1950 and 
having to buy his feed, supplies, and materials, and pay his interest, 
at current rates. 

In conclusion, the figures sent to me by my constituents would indi- 
cate that the cattleman has a just complaint against this order; that 
it is not a question of going on a “beef strike’’ but is a question of 
whether they can make a living under these orders. These cattle 
producers, large and small, are as patriotic as any other citizens, but 
they cannot be asked to keep producing without a return on their 
investment. I respectfully recommend to the committee that this 
matter of fair return be included in considerations of extending con- 
trols, if any, which may be found necessary during this emergency. 

The Cuarrman. Thank you, Mr. Morris. 

Mr. Mutter. Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Mutrer. Mr. Morris, may I say to you that I sat through 
most of the hearings, if not all of them, at which the representatives of 
the livestock producers, and the feeders, and the packers, came in to 
testify, and, without exception, I asked everyone and not one answered 
in the affirmative, when I asked the question “Did you present your 
facts and figures to the Office of Price Stabilization?” 

I think you can assure them that if they present their facts and 
figures to the Office of Price Stabilization, and they sustain the facts 
as you presented them here, they will get relief. I think this com- 
mittee has made it amply clear to everybody that the Office of Price 
Stabilization understands the intent of Congress, and that is that 
everybody is to be permitted to make a fair profit, and no one is to be 
put out of business because they fix a ceiling that is going to make 
them take a loss. 

Mr. Morris. I am glad to hear you make that statement and I 
agree with you that as ‘far as I am personally concerned I do not fee! 
that the Price Stabilization Agency, nor this committee, nor anyone 

else, willfully and purposely wants to injure anyone. I feel certain 
of that, and I think it is a matter of lack of information. 

I think when these facts and figures are brought to their attention 
at least I am hopeful of that—that they will make some drastic 
changes, because I honestly and sincerely believe that the cattelmen 
cannot, definitely cannot, continue to operate under the present set-up 
as it exists, and particularly as it may exist if these future roll-backs 
are put into effect. 
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I do not appear here to ask that any favoritism be shown to the 
cattlemen or to any group. None of us as American citizens want 
that, but we want all segments of our people to be treated with fair- 
ness, justice, and equity, and we must realize this, gentlemen: that 
one of us can become experts, except in maybe one or two fields, and 
we do well when we do that, and when we go out to fix prices or go 
out to deal with any particular group, we ought to assume that that 
group is a patriotic group until we know differently, it seems to me, 
any of the reputable groups that historically be patriotic in this coun- 
try, we ought to assume that they are patriotic, and we ought to assume 
that the grievance they allege, that there is some merit in it, and I 
think a careful analysis of and consideration of that matter will show 
that the cattlemen have been definitely discriminated against and that 
it will be to the welfare of our whole Nation to look into this matter 
most carefully and to give them some relief. 

Mr. Muurer. Mr. Morris, you have always been fair in your ap- 
proach to all these problems, before committees and on the floor. 

Mr. Morris. | appreciate that statement. I try to be. 

Mr. Mutter. | say it because | believe it to be true. 

Mr. Morris. Thank you, sir. 

Mr. Mutter. I think, though, that you ought to tell your people 
in this industry that if they would come in here with the same fairness 
of approach that you have, they would be listened to much more 
attentively and might get further. Instead they came in here and 
told us, ‘‘None of these controls will work, you have got to take them 
all off, not only in our industry but in every industry,” and in no 
instance did they show a desire to cooperate with Congress or with the 
agency that Congress authorized to do this job. 

If they will approach this as fairly as you have, I know they can 
get the relief that they are entitled to because the agency has indicated 
to us, I think, their fairness of approach, and that they want to do the 
right thing. 

Mr. Coir. Now, Mr. Morris, I will add the other side of the prob- 
lem. 

I don’t think the OPS can hide behind the statement which Mr. 
Multer is making today. 

The OPS has a duty and a responsibility for fixing fair price regula- 
tions. 

The testimony before this committee, the testimony before the Agri- 
culture Committee, with respect to the beef roll-backs, has been had. 
It isa matter of public record. It is undisputed. I have thrown out 
as a challenge, that if there were any discrepancy, or any untruthful 
statements made, with respect to the losses which the cattle producers 
have produced as evidence here, then it is the obligation and duty of 
the OPS to disclose them. It is the administrative duty of this 
agency. It is the obligation and duty on the part of the agency to 
see that these people are dealt witb fairly and equitably and they can- 
not hide behind the statement that these people should apply to the 
agency for further hearings. 

The testimony before this committee has been that industry com- 
mittees were invited to Washington to appear before the OPS, but 
were not listened to, were not heard. 

Again I want to say that I think it is the obligation and duty of 
this agency to take this testimony and to examine it. and ta then da 
what is fair and equitable. 
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One more thing: It is not only with respect to this industry that 
I am talking, I am talking about the need of the consumers of America 
to have sufficient meat to put on their tables, and they will not have 
it uness this thing is corrected. 

One thing more: the political statements—and you need not com- 
ment upon this—the political statements which have been made 
with respect to the meat order indicates that this agency is not inter- 
ested in correcting this problem 

A story appeared again in the morning paper, and I have pointed 
to them as they have “appeared i in the press—a story again appeared 
in the morning paper to the effect that the beef price “roll-back will 
stand. They don’t try to determine whether it is fair or not, they 
just say it is going to stand. 

Mr. Mutrer. Mr. Morris, the figures that you have submitted 
here, you have submitted because you believe them to be typical of 
the industry in your area? 

Mr. Morris. Yes, sir. 

Mr. Mutter. Now I don’t want to get into a dispute between 
Mr. Cole and myself, but I dispute his statement that the facts and 
figures sustain the conclusions, that they came in here with facts and 
figures showing they were going to lose money and OPS would not 
listen to them. 

Typical of most who came in here, were the statements by most of 
them, indicating $10 and something for the taxes of raising a single 
head, a single calf, where the total cost was about $37. They said 
33% percent of the cost of raising a calf was taxes. You in your 
statement here show that it runs about 1 percent, which I think is 
closer to the facts. 

Now that is typical of the kind of a presentation they made. | 
don’t mean necessarily people from your area, but people did come 
in here representing the livestock industry and the packers, with 
that kind of figures, which I couldn’t believe, and I think you will 
agree that it does not cost 33% percent of the cost of raising a calf 
for taxes. 

Mr. Morris. Well, I should think that statement would be cor- 
rect. I don’t want to enter into the controversy between you two 
gentlemen. But I think that particular statement is correct. 

Mr. Coxe. I know you don’t, but I do, and Mr. Multer is abso- 
lutely incorrect when he says that it is typical of the statements 
which were presented here. 

Mr. Morais. I know nothing about that. 

Mr. Mutrer. I asked them repeatedly to show me one place in 
the country where that was true and nobody could answer. 

Mr. Cote. That was one witness, and only one case. 

Mr. Morris. I know nothing about the testimony that has gone 
in before, gentlemen, and I will say this without taking up anymore 
of your time, that I really believe that these figures I have given you 
are correct. I asked my constituents to give me correct figures. 
These men are very honorable men, and not only are they honorable, 
but they are men well versed in the subject matter. 

Of course, they could be in error like all of us but I really believe 
these figures to be correct and representative. 

Mr. Mutrer. I am sure you wouldn’t give them to us unless you 
did believe they were right. 
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The CuatrMAN. We are glad to have your statement, Mr. Morris. 

Mr. Tauuie. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tatts. Mr. Morris, you are familiar with the operations in 
feed lots; are you not? 

Mr. Morris. [ am not too familiar with the operations in the feed 
lots. I am not as familiar with that as I am with cows out on the 
range. I know more about grass-feed cattle than I do about feeding 
operations. . 

Mr. Tate. In my State we buy cattle from ranges in your State, 
and we put them into the feed lots, and finish them off to get prime 
beef. 

Mr. Morris. Yes, sir. 

Mr. TautuE. That has been going on for a long, long time. 

Mr. Morris. Yes, sir. 

Mr. Tate. In this morning’s Post the President was quoted as 
saying that this roll-back would not be disturbing because once the 
cattle were in the feed lot they would stay there and they would have 
to go to the market when in finished form. I think I am quoting him 
correctly. 

Now if we analyze that a little, where do we arrive? The fellow 
who has a feed lot has paid a lot of money for the cattle, but he does 
not necessarily have to keep them more than a day or a day and a half 
or so, if he sees he is going to lose. He can turn right around and sell 
them. His loss would probably be less by doing that than by finishing 
them off. But he will not repeat that. 

So while he loses on the first enterprise, he won’t undertake another 
of like character. He cannot afford to. 

Mr. Morris. No, sir, I wouldn’t think so, if he can’t make a profit. 
He wouldn’t undertake the second operation, if he loses on the first 
and knows he is going to lose from there on. 

Mr. Tate. That is the point. So keeping in mind the President’s 
statement, what he said may be substantially true of cattle now in the 
feed lots, although the period of holding the cattle there might be 
cut short, and it would not be a continuous operation, because the 
feed lots would be cleaned out and cattle would not be bought from 
your ranges and brought to our feed lots, because there would be a 
loss in the business. 

Mr. Morris. That is true. 

Mr. Tate. That is to nobody’s advantage. It wouldn’t be to the 
advantage of people who sell cattle from the ranges, and it would not be 
to the advantage of the feed lot-operators; it wouldn’t be to the 
advantage of the Government because the operators would lose money, 
and it would not be to the advantage of the consumers because they 
would not get the meat they have been accustomed to getting under 
‘vraditional methods of operation. 

Mr. Morris. Exactly so. There is no question about that. And 
although I did not want to get into that field of it, because I wanted to 
stay with these particular examples that I cited, I have made some 
examination which indicates to me beyond any doubt that the feeder 
will lose money instead of making money, in feeding cattle out, under 
the roll-back system. He cannot make money. 

Now, my investigation corroborates your statement, but I do not 
know that to be true because I do not have the specific information, 
as I do have in these instances which I have cited. 
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But I understand from very reputable authority that the feeder 
cannot make a profit. 

Mr. Tatie. Thank you, Mr. Morris. 

Mr. Wotcorr. Will you yield, Dr. Talle? 

Mr. Tate. I vield. 

Mr. Wotcorr. I think a further weakness you suggested, whic 
perhaps was not stressed and which should be stressed, was the 
President’s statement that even when the cattle were in the feed lot. 
the feeder would not have those cattle in condition to move them right 
away. He would hold them for some time against something happen- 
ing on the market. He either dumps them on the market or he can 
hold them. So the President is wrong in his assumption that metely 
because a head of cattle is walking around on four feet that it has to 
be fattened and got to market. 

Mr. Morris. You would have to continue to feed the animal, if 
you produced any flesh on it. 

Mr. Woxcorr. But you wouldn’t have to feed it as you would feed 
it to condition it for market. 

Mr. Morais. That is probably true. 

Mr. Wotcorr. So you would either take your loss originally by 
dumping them on the market, or once you saw a better market, you 
might maintain those cattle and then at a later time, fatten them for 
market. 

Mr. Morris. That is correct. 

The Carman. Maintaining them that way would be expensive, 
of course. 

Mr. Woxtcorr. Yes, but it goes back to the point that he cannot 
keep them from the market. 

Mr. Tatie. Along the same line, may I add that this is the time 
of the year when pastures are very good in the Middle West—at least 
the northern portion of the midcontinent area—so the feed lot operator 
does have a choice. He can turn the cattle back on grass, and he 
does not necessarily have to finish them off at all. 

Mr. Morris. That is right. 

Mr. Woucorr. When is the time? There is a time of the year, 
and I think it is in October, when that problem confronts us, where 
the tendency is for the raisers to get rid of their stock. Isn’t that 
October? 

Mr. Morris. I would say probably about that time. I don’t know 
for certain the month, but I think that is probably it. 

Mr. Woxcorr. I know in 1946, as I recall it, we were up against 
some date line, at the time when the ranges got rid of their range 
stock. Wasn’t that about October Ist? 

Mr. Morris. I think so, along about that time. In the fall, ves, 
sir 

Mr. Tauue. It is true also, is it not, Mr. Morris, that a good portion 
of our meat comes from the culling of dairy herds? 

Mr. Morris. Yes, sir. I don’t know what the proportion is, but 
some portion does. 

Mr. Tauue. | think it would probably be about a third. 

Mr. Morris. That would seem to be about accurate, but I am not 
sure. I have never seen any percentage-wise breakdown on that 
particular point. 
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Mr. Tauue. And in the colder areas, the fall would be the time to 
do the culling, for the reason that the farmers then save the cost of 
feeding the less productive milk cows over the winter period. 

Mr. Morris. Yes, sir. We don’t have that trouble so much, 
because our winters are such that we can pretty well graze all winter, 
but there are areas in the country where it is necessary to feed the 
cattle all through the winter. So I understand. 

Mr. Mvurer. Dr. Talle, I did not understand. Is that one-third 
of the production of meat? 

Mr. Tauue. It was testified here that approximately a third of the 
meat that gets into the market for consumption comes from the 
culling of dairy herds. 

Mr. Morris. I would think that would be a little high, just as an 
offhand guess, but it might be that high. Iam not sure. 

The CHarrMan. We are glad to have had your statement, Mr. 
Morris. We are glad to have your views on any questions affecting 
your people and the Nation at large, and will be glad to see you at 
any time. 

Mr. Morris. Thank you, Mr. Chairman, you are very kind and I 
appreciate that very much and appreciate the indulgence of the 
membership of the committee. 

The CuarrMAn. Call the next witness. 

Mr. HALLaAnAn. Congressman Javits, of New York. 


STATEMENT OF HON. JACOB K. JAVITS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


The CuarrMan. Mr. Javits, you may proceed. 

Mr. Javirs. Mr. Chairman, I have three points that I would like 
to put before the committee on this extension and amendment of the 
Defense Production Act. 

Mr. Chairman, the first two points are very brief, and they relate 
to what I consider to be necessary expansion of the Defense Produc- 
tion Act. One is on rent control and the other is on defense housing. 

First, with respect to the rent-control situation, many people 
wonder why we in New York, who have a rent-control law, which in 
many respects is a considerably tighter law than the Federal law, are 
still interested in rent control. 

The reason is that, of course, we make and sell probably something 
in the area of 10 percent of whatever is made and sold in the country, 
something in the neighborhood of $20 billion a year, and we are inter- 
ested in the people’s buying power. We feel that a runaway rental 
structure reduces the amount of buying power available for the things 
that New York makes and sells. That is, of course, in addition to the 
fundamental inflationary influence in the country, destructive of sav- 
ings, pensions, Government employee’s salaries, and so forth. So we 
are very much nterested that the rent-control statute through the 
country be extended, and we believe that this act, which contains 
really two parts, one dealing with actual defense production, and the 
other dealing with the protection of the economy, and the efficiency 
of the country so it may be able to engage in defense production, that 
that needs protection through an extension of Federal rent control. 
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Some 7% million units remain under rent control. This committer 
has gone into all the figures, and I gather that something over 800 
cities have requested that rent control be continued. 

That is point 1. I think that properly belong in this act. 

Point 2, on defense housing: We all know the House turned down 
the defense housing bill. I think many members are beginning to 
feel that that was quite a turn-down, in the sense 

Mr. Mutrer. Mr. Javits, they didn’t turn down the bill, they 
refused to consider it. 

Mr. Javirs. That is correct. Many members are now finding, even 
when defense facilities are about to be constructed in their own com- 
munities, that you can’t operate defense facilities without men and 
you can’t get men without housing, and it bears out what my dear 
friend and colleague—we are very happy that he is with us—Mr. 
Hays, said a minute ago about dispersing defense plants. You can’t 
disperse unless you have places for otis to live. 

The builders tell me, and I am sure they tell you, that you can’t 
have defense housing constructed in out-of-the-way areas where there 
is no logical market for them for the future unless you have some 
kind of Federal aid, whether by mortgage or in some other fashion. 

So I urged upon the committee the real necessity for considering 
in this omnibus bill for defense mobilization, which is what it is, the 
inclusion also of defense housing as a proper and organic part of this 
measure. 

The third aia would like to take up 

Mr. Murer. Before you leave housing, would you also recommend 


that we try to repeal that provision that was written into the appro- 
priation bill limiting to 5,000 a year the new public housing units that 


can be built in the next fiscal year? 

Mr. Javits. The gentleman will make my blood pressure rise if I 
go into that, but I might say I have introduced a bill for a repeler. 
| think that Members around the country—and this is significant— 
in areas that they thought were unaffected by public housing cut- 
backs, are now finding they are very much affected and are very 
sorry to see the very drastic action which was taken by the House. 
I hope very much that we will see our way clear to come back in the 
main stream on this public housing situation. 

Mr. Mutter. I think on that subject the record is clear that our 
chairman led the fight on the floor to try to stop the rule being adopted. 
It is part of an appropriation bill, and an item which certainly should 
be considered by this committee, and in public hearings. 

Mr. Javits. Exactly. All arguments of shortage of materials and 
manpower were strictly ad hoc because there were no hearings on that 
particular subject, and on the contrary the President deliberately 
found, after reports of his economic advisers, that 75,000 units would 
be appropriate. 

I hope that we will come back into the main stream on that whole 
issue. I think it is tragic that at a time like this, when the very 
low-income families will probably have the worst deal of any, with 
the least prospect of housing, that this medium of public housing has 
been cut out. 

Mr. Chairman, now I would like to deal with a fundamental 
question in the Defense Production Act, which has been 

Mr. Wo corr. I might say on behalf of the other side of the com- 
mittee that the mere fact that we are not debating the matter at this 
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articular time does not constitute assent to the statements of Mr. 
avits and Mr. Multer. 

Mr. Mutter. I think, though, Mr. Wolcott, even you will agree 
with us on this point, and that is that the Appropriations Committee 
should not have considered what number of public housing units or 
any other housing units should be built each year; that that is strictly 
the function and jurisdiction of this committee, and this committee 
wouldp’t report anything like that without public hearings. 

I think to that extent you will go along with us. 

Mr. Wo.corr. No, in that particular case I don’t think I could go 
along with you for the reason that was a limitation upon the use of 
appropriated funds. It was perfectly within the province of the 
Appropriations Committee. 

Mr. Mutter. Then will you go along with us to this extent, that 
that committee shouldn’t have reported such an amendment without 
having had public heariogs? 

Mr. Woxcorr. I assume they did have hearings. I don’t know. 

Mr. Javits. They had the regular departmental hearings. 

Mr. Chairman, I would like to point out on that that the House had 
to pass a rule waiving points of order to get this considered. 

he CuHairMaNn. I think it is a matter that should come under the 
jurisdiction of this committee. We will try it out again in the future 
so there is no use going into it any further now. 

Mr. Javits. I would like to discuss the so-called agricultural pro- 
visions of the Defense Production Act and suggest a practical amend- 
ment in the shape of a bill which I have introduced, which raises the 
question which is before this committee, H. R. 1778, and which pro- 
poses that section 402 (c) (3), which deals with agriculture prices, 
shal] be amended. 

I notice the President recommends it be somewhat amended, that 
is by setting the parity price for each commodity at the beginning of 
a crop year, and I suggest—and I think there is considerable concern 
about this proposition—that it be amended even further. 

We have heard a great deal about the beef roll-back, and that 
probably is a symbol of the controversy, but I would like to stick 
for a moment, if I may—I will be very brief—to the fundamentals of 
the act and why it is mimical to the purposes of defense mobilization. 

It. is a fact that the act cuts around the area of agriculture com- 
modities and treats them differently from the way it treats everything 
else. Now that alone, it seems to me, would put the burden of proof 
upon the agricultural interests to demonstrate that that is essential 
and that that is fair. 

It is significant that 40 percent of the total budget of the average 
income family—these are normal governmental figures—is represented 
by food, and, therefore, inflationary pressures in food are probably the 
most damaging of any to the ordinary family. 

Now, the difficulty which has been introduced by this agricultural 
price section, has extended far beyond the prices of foods themselves. 
It has interfered, for example, with any real possibility of wage 
stabilization, because wage stabilization has constantly been inter- 
fered with by the complete uncertainty and absolute inability of 
the Government to give any factor of certainty as to what food prices 
will be. 
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[ point out, too, that the standard of the act makes a hundred 
percent of parity, and parity today is very different from what it was. 
| heard that question asked before, and though I am not an agricul- 
tural expert I think that as representing city dwellers I have taken a 
considerable interest in these farm problems, and I think if we know 
what is good for us, we better had, and parity today is the price 
relationship between what the farmer sold and what he bought in the 
years 1939 to 1949, it is the so-called moving parity average for the 
preceding 10 years, and it is now going into 1950. 

And these happen to be the highest farm income years in history, 
right through the great World War II. So parity is right at the top 
level, as far as the stabilization of farm prices is concerned. It is 
not the old 1910-14 aver age, it is modern, up to date, and at the very 
top level. 

Now, under the bill, there is no possibility of stabilizing agricultural 
prices unless they reach a hundred percent of parity or more, and the 
only ones that have really been stabilized today are those that have 
climbed away above parity, anything from, as the gentleman from 
Georgia said, 115 to 187 percent. 

A good many others, which go right into the price of what beef must 
cost a producer, like corn, for example—lI don’t think I am too much 
of a tyro to assume that the cost of feed is a very important factor in 
what it costs to raise cattle—and if all of these are unstabilized, 
naturally the price of beef cattle, insofar as the cost to the producer is 
concerned, is going to continue to mushroom, and we are not yet at the 
state, even today, where we have reached a hundred percent of parity 
so we can stabilize the price of these great food crops like corn. 

Now, the Government is supporting prices at 90 percent of parity 
for the basic crops, like wheat and corn, and yet when it comes to 
endeavoring to stabilize price, it is not the 90 percent standard that is 
accented, it is the hundred percent or more standard. 

Then again, I point out, it is unique for these particular things— 
agricultural commodities. We can argue all that we like on the 
technical details of this proposition. The fact is, gentlemen—and 
believe me, it is very serious and very important—there is deep 
resentment, among the millions in the cities about this situation. 
They cannot understand why there is a preference for agricultural 
commodities as against everything else, and they feel that that is 
principally responsible for sapping their buying power. 

Anyone that you talk to in the cities will tell you the story about 
the five-dollar bill and the ten-dollar bill and how they went to the 
grocery store and endeavored to buy things with it and brought 
iothing home. 

This is rankling in the hearts of the city dwellers, and I think it is 
very, very important to the farm peopie, too, because they have got to 
live with the city people, as we must live with them. We have got to 
get along, and we have to support each other mutually, and the city 
people, | must say, don’t feel that they are being fairly used in this 
situation. 

Let me give you an example. 

Mr. Brown. How do you compute parity on beef? 

Mr. Javirs. Again I will plead not to be an expert, and you folks 
have undoubtedly had top people here from the Department of 
Agriculture, but my understanding is that the parity price on beef is 
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computed like the parity price on every other agricultural commodity, 
based upon this 10-year moving average, 1939 to 1949, or now 1940 
to 1950. 

Mr. Brown. The witnesses who know something about cattle don’t 
agree with you about that. 

Mr. Javits. As to how parity is calculated? 

Mr. Brown. Yes. 

Mr. Javits. | would like to be enlightened if the gentleman has 
some information on it. I said in advance I am not an expert on the 
subject. 

Mr. Brown. I refer you to the record for what these cattlemen 
have said. 

Mr. Javits. I have read what the cattlemen said and what they 
claimed, as I understand it—— 

Mr. Brown. I am sorry | do not know as much about the cost of 
producing beef as I should. 

Mr. Javits. Well, I am just saying what I have read of their argu- 
ments. Regardless of the parity price arguments, they say—at least 
a section of them say, and | understand that it is largely the feeders— 
that they are caught in a squeeze, and losing money regardless of the 
parity conception. The point is they bought high and are being 
asked to sell low after they do the feeding. That is the substance of 
their argument. 

There I agree with my colleague from New York. I think that is a 
suitable area for administrative adjustment. But it doesn’t go to 
the fundamental proposition of basic price stabilization as contained 
in the law. 

Let me just point out one thing: The January price freeze was 
supposed to catch the price of everything that was sold to the con- 
sumer and hold it in suspense. Yet, in the case of food prices, from 
January 15 to March 15, which is the last date for which figures are 
available according to the Bureau of Labor Statistics, prices on all 
consumer items increased 2 percent. Food prices increased 4 percent. 
That is one standard. 

In other words, the city dweller is justified with that as an actuality. 
Food prices are increasing and have been increasing twice as fast as 
everything else. 

Then just to take an actual dollar figure, the Bureau of Agricultural 
Economics reports the estimated annual food costs of a family of 
three at $653 on June 15, 1950. And this has risen to $718 by April 
15, 1951, and this one other very important fact, whereas on June 15, 
1951, the farmer got 46 cents out of every dollar—this is the Depart- 
ment of Agriculture’s figures—by April 15, 1951, he was getting 51 
cents out of every consumer’s food dollar and the only thing I say to 
you gentlemen, and I think it is extremely important, probably as 
important a feature of this act as you have to deal with, is that there 
is a real demand in the cities for change. 

The people of the cities are asking to be shown why this special deal, 
why this special preference position for agricultural commodities. 
And I fear very much, and | would not like to see this, and I shall do 
everything to head it off, but it has got to get some cooperation from 
the Congress. I fear very much that you are going to get the people 
in the cities with their backs up and perhaps at a time when they 
shouldn’t have their backs up, to the detriment of the great farm 
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programs which we have put through the Congress time and time 
again. 

The CuarrMan. We are glad to have your views, Mr. Javits. 

Mr. Javits. Thank you very much, Mr. Chairman. 

The CHarrMan. Call the next witness, Mr. Clerk. 

Mr. Hatianan. Congressman Engle of California. 

Mr. Eneue. Mr. Chairman, I want to talk to the committee very 
briefly. 

The CHarrMANn. You may proceed, Mr. Engle. 


STATEMENT OF HON. CLAIR ENGLE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. EnaGue. I want to talk to the committee very briefly about the 
operations of this act as it relates to the production of critical and 
strategic minerals and metals and to call the committee’s attention 
to the fact that, so far as the production of critical and strategic min- 
erals and metals are concerned, at least domestically, this act, and 
the administration of it, has failed to produce anything. 

Our subcommittee, the Subcommittee on Mines and Mining, House 
Committee on Interior and Insular Affairs, started on April 6 to hold 
hearings with reference to the administration of this act, as it related 
to that particular subject matter. 

At that time, the General Services Administration presented to our 
committee a list of all of the contracts which had been executed, 
pursuant to the terms of this act, as certified over for negotiation and 
execution by the Defense Minerals Administration, which is set up 
under the Defense Production Act of 1950. 

At that time there were five contracts which had been executed. 
One of those had been cancelled because it was with Spain, and the 
contractor eeuldn’t get access to the material. That left a net of 
four, and two of those had been executed prior to—or had been under 
negotiation and to all intents and purposes this execution prior to the 
time the Defense Minerals Administration was set up. 

So their net production at that time was two contracts, one relating 
to tin and the other to tungsten, and neither of them very large. 

Yesterday, the General Services Administration presented to our 
committee a list of the additional contracts as a result of certification 
by the Defense Production Administrator, and there is a list here of 
12 contracts, 11 of which are with foreign producers, one of which is 
with a local domestic producer in Tennessee, and it is a contract on 
zinc, which is for 10,000 tons, a very small contract. 

In other words, as far as domestic production ef these critical and 
strategic minerals and metals—and it must be remembered that if we 
get into an all-out war we may be almost totally dependent on domestic 
production for many of these items, because the importation of most 
of these items can be cut off—the net result of nearly 9 months of the 
administration of this act has been three rather small contracts. 

The CuHairMan. Were all of those materials domestically produced? 

Mr. Enews. All of those on which contracts have been made are 
domestically produced. Eleven out of the 12 contracts, the list of 
which was submitted to us yesterday, are on tungsten. 

We do produce tungsten in this country, and we could be self- 
sufficient in it if we originated the right kind of program to carry it 
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out. But they have 11 contracts. Listen to them. Here is the 
origin of the material: 

Korea—can you imagine that?—Siam, South Africa, Argentina, 
Japan, Mexico, China, Bolivia, Brazil, and then they have another 
one here, which they just indicate as foreign, and the last one is Spain. 

Those all relate to tungsten. The last contract is on zinc, in 
Tennessee. 

Mr. Cote. May I interrupt you? 

Mr. EnGue. Surely. 

Mr. Cote. Do we have supplies of tungsten deposits in this 
country? 

Mr. Enaue. Yes, sir; we do; and we can develop them if we will 
put a program in operation to develop them. 

I think it must be obvious to this committee that a great part of 
the material to be produced from these contracts would be totally 
unavailable to this Nation in the event we get into war. 

We have a contract on molybdenum and one on manganese—just 
one contract on manganese—we import into this country 96 percent 
of the total amount of manganese used in the steel industry. It takes 
14 pounds of manganese to make a ton of steel. You can’t make a 
ton of steel without 14 pounds of manganese; it is an absolute essen- 
tial, for which no substitute has ever been found. 

The CuarrMan. Is there any high-grade manganese produced in 
this country? 

Mr. Fneue. By that, you mean high-grade? 

The CHAIRMAN. Yes, sir. 

Mr. Eneaue. No; we have not. But we have a great deal of low- 
grade manganese, and with proper processes we can bring that man- 
ganese to a high grade, suitable for the use of our steel industry. 

Mr. Brown. Will that be costly? 

Mr. Enate. Yes, sir; it will be costly, but when you compare it to 
the hazard, to the tragic risk, in which we are involved if we depend 
upon the foreign supplies of those materials, it is not very costly. 
The total amount of money allocated for this whole program is insig- 
nificant compared to the defense budget. 

The CHarrMAN. How about tungsten? Do we produce high-grade 
tungsten? 

Mr. Ener. We produce some fairly high-grade tungsten; yes, sir. 

The CHArRMAN. Have we an ample supply? 

Mr. Enaus. No, sir; we have not. We import roughly 50 percent 
of our total domestic consumption of tungsten. 

The domestic requirements for tungsten in this Nation run five 
times the total amount that this Nation could possibly produce under 
the best circumstances, and in spite of that fact we haven’t set up a 
program here that amounts to anything. 

Now, I didn’t come here to tell you that, and I will offer this, 
Mr. Chairman, for the record, because I think it shows that there has 
not been any discussion under the authority given by this committee 
in this act, and that there is nothing being done at the present time. 

The CHarrMaN. It may be inserted in the record. 

(The list is as follows:) 


83473—51—pt. 3—46 





ACT AMENDMENTS OF 1951 


Z 
=} 
= 
a 
O 


y 
} 


DEFENSE PRODU 


2134 


*puy ‘puourme Ry 

"yIOX MON 

‘puB[s] BuO] ‘PAOD Use) 10 YIOX MON 

“asnoyolem 

pepuog 10 9UuOZ epeRly-UZ]a0g YIOK MON 
“od 

“yIOK MON 

‘QUOZ PPB] -UD}—MOT YIOX MON JOdX| 

‘YOK MON ‘9U07Z opRI}-UBlo10) JAOdx| 
“od 
“od 
‘od 

"yI0 A MON ‘9U0Z dodj 40 oSNOYoIBM 4I00x WY 


+ HOY 


qov.1ju0o 
jo ayep 
‘old YoxIBy 


unite £ 





774048) 
qors]U00 
jo ayep 
| ‘and gag 


~"""gassouue L, 
~uredg 
uaz1010 4 


OOIXOY 
o_o 
~“BIATOg 
“BUTS 
OOTXO WT 
pus euljuesly 
“BoLyy yynog 
uIeIS 

~“RaI0Yy 


[vliejeUl JO UTZ 





“09 Sul{[eulg » ns 2 uvlyoeredd y 
~--diog quouidojaaeg Aoxny 
diog suey ye M * 


“-"""O9g ag [BlueUTZUOD 
auy “OD % Je W “H “UAL 
0D FY BID "HM 

auy “OD [ea UOWAY 

09 AO TeueuyUOD 
~-=-"="""-sareqayy A SeTeseulyy 
ee. “OC- BuIpesy, Ol] 
oul me) [ROW u0WAy 

“OO » ABM] "FT polg 


4109081}U00 PUT 


*punod J9q z 
*pauais JON + 


‘9¢9-C ~dOO-SD 


‘299-C~ dOO-8D 


199-0 -dOO- sp 


‘099-d-dOO-SO 
“6g9-C-dOO- 

‘g€9-d-dOO-SD 
‘zes-d-dO0O- 

‘oee-d-dOO-SD 
‘6zS-d-dOO-SD 
‘*8zS-d-dOO-SD 
‘4és--dOO “SD 
‘929-A-dOO-SD 


Joqummu 4oe1}U0,) 








*su03 WIoYS | 
‘od 
‘od 
“Od 
“od 
‘od 
‘od 
‘0d 
‘od 
od 
“od 
“sqUN 04-7048 


Way [eLowyy 


JOPDAPSUMULPY 


ourz, | 


ueyssunN, | 


£960 ‘ST “90, OF 1961 ‘er 
77a" 
Ig6t A[ne-ounr 
IS6I JoqowO-ouNsS 
“IS61 isnany-oune | 
oS 

op-~ 

op 

op 

“op 

. “op 
IS6I ‘JeqIeNb Jepusfra puocdseg 


‘00d 


yoB1}U0N JO UOTPBING| 


uortpnpoig asuafag ay) fiq woynorfijsaa fo 


Ic6T 


| 161‘ oune 
| 1961 ‘ST Av 
| _196 61 ‘¢ ounr 
| op 

| 61h vune 


| 


4qor1]U00 
jo eq 


| 


=o o suppeurs ay SUTUTY mrs teddy 
es dio 0 queuidojoaacy A axn 
= : diog suvyy 4eMy 
“"""09 7O [ejueUT}UO, ) 

uy “OD 7% JTW “HUM 
Te 0) ® BIf) “HM 
uy “OD [Bley UOWAYy 

09 AGO jelueuyuoey 

sareqoayy A sapesoulyy 

OD Bulpery, oy ‘ 

r du] “OD [Bley uoWAY 
aul “0D » ABMUe] “FT pag 


10}OB1I}UOO PUB JOqGUINM JBI 


2]N8a4 D SD $JIDAJUOI )PUOIppy 


‘999-C1-dOO-SD 
‘299-C- dOO- sp 
‘199-U-dOO-SD 
*099--dOO-sbH 
‘689--dOO-SD 
“‘eeo--dOO-St 
‘te8-C-dOO-SD 
‘0gS-d-dOO-SH 
d-dOO-S8Sp 
829-Ci-dOO-SD 
‘428-1 -dOO-SH) 
‘928-1 -dOO-SD 


yu0,) 





2135 


— 
Lhe) 
@ 
— 
& 
co) 
mM 
eB 
Z 
<a 
a 
a 
Z 
a 
= 
< 
‘sal 
oO 
=< 


DEFENSE PRODUCTION 


“quod ysturdg 
“— “O 


‘Od 


‘TU ‘o8voIqD 07 “YSe A ‘“eUTOD 
-B WO1j $3s00 UOTIeyIOdsUBIy 
SSo] ‘JeSsey ST JBAGqOIYM ‘voLd 
SuypJoo s,JOJoRsIjUOD IO JoYIVP 


*quaqUuoo asoURZUBU JUAOIed CP 
sistq osauRsuRUI peuyezU0a jo 
stseq Arp ‘yun W01-duUOT Jed Og" T$ 
*(qInq Ul) eprxo winu 
-opqAjour ul pouTe}u0oo ueyM 
quajzuoo [ejeur punod Jad Z0'1¢ 
“(yINg UT) aIBIJUaOU0D WAMU 
-opqAjour ul paureyu0o usa 
quaj}uoo pRjeur punod Jad 06 0$ 


19B1}U09 JO aRp ‘add WU 


*y ‘qtun u0z-yoys sod Te$ | 





SUO0} O11} 90UI OOT 


“reed dod 


s}Jun u0}-j10YS OOF T 


*“IBoA 
OZU'THI 
“asou 
-B3URUl pouTezu0o 
yo sjtun  u0}-8u0, 
000‘00¢"28 03 000‘00S "Lz 


ied spunod 


*quoqUu0o 
[ejoul =wnuepqA] 
-oul spunod 9090‘00¢‘9TT 


Aqjuent 


qqun u04-y04g 


punod 
“@SOUBZUBUI PosUTe} 


-u0d JUN 04 AUOT J9g 


*quaquod [eeu UINU 
-apqAjour jo punog 


wy 








*PAIBAB JO aINyeU OTYdeRssea,F, 1 





“-7=""" 1196 ‘9Z 
‘00d | 


*diog duvyg 
6£8-LOO-SD 


“dio ULL 
S9IBIg peu) ‘0ze-(0)-dOO-SD 
:uayssun LT 


"3 ‘0d | ue ‘(INO S) 
IS61 ‘Te | 

01 } 
uayssuny, | 1961 ‘T euns | 196 ‘es “IBN | 


GS6I ‘TE 
0} 
IS61 ‘T 


0961 ‘TE 
04 


ZS61 ‘T 


Te | 
*di0g ULL, seqeig 
I IS6I ‘&% peugq ‘oze-(O)-dOO-SD  *URL 


LL oun “IBA 
“(OJ IvdU BUTT Spry aety,y) 
‘AON ‘UOSlapuaT] “OUT ‘vsouvsuRB yy 


‘GNOS) SI&-dOO-SH ‘asouedsuRyy 


‘00C] 
‘apBisd [vols 
-IN[[BI9UL ‘910 ssoUBsUBIY OS6T 8 


‘uer 00] 


‘apixo dIpqAjoul 10 
seyeiqueou0d UNUepq AT 
-oll Ul peuleyuOD ‘3Ua4 
-u0o [ejoul UMUepqAlOW; 


"COOO ‘xBUIITD 
qv peqwooy eulut) “A “N “OAV 
UIs 00S “OO UINUEpgAOP xXeUITTD 
‘CINOS) 682-d OO-S) :unuepg AOyy 


9961 ‘T 
0} 
IS6I ‘I 


“ube 


O61 'T 


y~RB1VU00 | 


[BLI0IB Ay jo uoneing =| 


‘uve "20 








qoriquU00 


IRIVUOS x o9B.19U0 
jo aRq 107VOR1ZUOD PUB JOGUINU JORITUO + 











- 
wo 
i) 
— 
fa 
° 
a) 
m 
A 
= 
a 
a 
A 
5 
fH 
3) 
=< 
A 
° 
— 
= 
Q 
=) 
= 
co) 
ea 
vy 
<>) 
n 
Z 
& 
fy 
a) 
= 


2136 





*@SUBOI[ JIOdK9 BINDVS 0} 
QUIAIOZUI 0} JUOUTJIVdIG 93B1g Peysenbei sey YESH “JueUTUIAAOD YstuBdg 
Aq peyuep esusdl] j10dxe vsneRoeq PeT[s0UBd 9q 4oBI}UOO poysenbel 10j0B1]U0D 


od 


“@SNV[D UOTYV[BOSE ON 
“OS6I ‘6z eUNL pajep ‘Og-q UOWeayyoods 
aidyo0yg [BVUOIIVN Jo sqUsuIeIMber yw Ayyenb ul uliosuod ‘sisAjeue 
[eolureyo JUeseid $41 0} oNp ‘you seop yey} Aqyenb B jo sI puw soul Spry 
Od1 J, 943 1B9U IO YB Pod yoO4s ST YOIYM GSOUBZUBU PAUMO-JUSUIUIVIAOH) JO 
SU} SUOT R68‘Z8z A[oVeMIIXOIdde aeloyousqd oy) SI “*ouyT ‘esouRsuByy ‘(WT OS) 
Gl€-dOO-SH Weijquoo Jepun “ouy ‘aseuvduvpy Aq UoTjoONpoOlg “1oOqge’yT 
jo queurjiedaq *g ‘9g 943 Aq poyst{qnd ‘sayipourmogy [[¥ JO seolig oes 
-9]04 A JO SIOQUIN NY xopuy 110dal oy} Ul popoaped sosuUBYyO UO pastq osvalDep 

10 WBIIDUT 03 JOa[qns st (J1UN UO4-Fu0T Jed QE T$) dOLId yrun (aseq) JouIqUOD 
*10qR’y JO JusTZIVdaC] SayeIg 
peiuy 943 Aq peystqnd av 0} peliesel suotyeorqnd ayy jo yIog ‘seotid 
S[eliejVu ZUTpPlINg puv sovold [ves pUB UOJ, JO SloqUINU xXBpUT sy} JO o2B 
-19AB 94} UO paseq oq [[]M pasn oq 0} JOJOV oy4 ‘SotpouTUIOD Jo sdnoisqng 
pue sdnoiy jo sao ayesopoy AA JO S1VQuINN xepuy uoTpRoT[qnd oy} Wo. pus 
‘Sulutu jejeur (sjue0) s#uruive ApINoY esvsvAe ATYIUOUI UO paseq oq [TT 
pasn oq 0} 10j0Rj 944 “Jaodey [eLIsNnpuy—ssulusiey pu sano‘, uoTRortqnd 
ey} WO1g :suoTyROTTqNd JUSUTUIMAOT) OM} Ul pojoaorl sasuRyO UO pasegq 

‘aSBaD0p JO ASBaINU] 0} Joo[qns a1¥ (ZO I$ PUB Z6'O$) SeOLId JruN (osvq) JoRIQUO 


SULI9} OISBG JOY}O PUB asNLD UOTB[VIS 


ponuryuoy 


“yse \ ‘BUL00 
“BL 78 181d “*q °0 “7 


[lei 7B SsIBd ‘q "OY 


"ed ‘YI0] 

-Zue’y ‘siwd “q *O 'J 
‘apixo urlnuepqAjoyy 
‘OTON *xBurt[) 

‘sivd *q "O ‘J ‘SoqBI1) 
-us0U0d UINUOpqA[O[y 





AIVATAp JO JUIOg 








"yIOX MON 
qe puoqg UT yun U0}4-y10Ys Jed OSL 


~-gyun U0}-j10Ys Jed gog ‘segRIg Pez 


““"" “Gp Tg “UsroI0) “PETS ‘SezBIg PezUy 


*PoySt[qeyse svm joRI4 
-U00 STY} OTT} OY} 4B ‘add 4yoyreUT 
Iej oy} Se palepisuoo s} yuadled 
Rb 0} OF SIseq ssoUBZULUT PeUTeqU0D 
qian uoj-Zu0] Jod Z6'0$ JO @LId ey], 


*(qInq Ul) peuTe}UOD UIMUEp AlouT 
jo punod sod pr‘ Tg !(yInq UT) peuTe4y 
-u0d wInuepqdAjom jo punod Jed Tg 
—ayeljueou0d WINUOpPQGA[OPY :SMOT 
-[O] SB 018 PaUBIs sem JORIIOD 944 
O}UVp 9} UO Jao Ul S9OlId JoyIVU OY, 


JOV1}U09 JO aYep ‘edfId JoyIV PY 


‘diog susyo 
qem ‘“(NOS) 6&-dOO-SD 
*di0o9 ULL 
893839 peu 0z2-(O0)-dOO-SD 
:UeyssuN, |, 
*diog ULL, seq8ig 


pag §=6‘0ze-(0)-dOO-SD “ULL 


*(OJa10q} IBA BUTPY Spry very], 
“AON ‘UOSlopuayy “OUT ‘asouBsuR py 
‘(INOS) SI€-dOO-SH ‘ssouvsuvy 


“COlOD ‘xeullTD 
48 peqeoo, culm) “A ‘NO “OAV 
ya¢ 008 “OO UNUepgA[OP, xeuIy DO 
‘(ALOS) 682-dOO-SH :unuepg joy 








10}081JUOD PUB JOGUINU 4OBI]U0D 


LOPDAPSIUM PY UO1IN POL asuafag ay) fq UOtDIY 17499 fo #]/NSIL D SD SJIDAPUOD PDUOIIpPpy 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2137 


Mr. Corr. Why not. 

Mr. Enate. That is another matter. I am not so sure that there is 
anything that this committee can do legitimately to improve the 
situation. It results primarily in my opinion, from one or two factors. 

One of those is that the agencies set up to handle the defense min- 
erals production are so complicated and so ramified that there isn’t 
any way to get through the bureaucratic obstacle course. 

T made a compilation not so long ago of the steps an applicant would 
have to take to get his application processed through the Defense 
Minerals Administration, finally into GSA, and get a contract, and 
it involves something like 28 different steps. 

We asked the witnesses who appeared before us to present us a 
list of agencies interested in and involved in mineral production in 
the United States. Here is the list. It is a five-page document. 
The list has over 50 separate agencies involved in the production of 
minerals and metals; and, just to give you an example, I will read a 
few of them. 

There is the White House, the Office of Defense Mobilization, Bureau 
of the Budget, National Security Council, National Security Resources 
Board, Council of Economic Advisers, Materials Policy Commission, 
the Defense Production Administration, the Defense Minerals Ad- 
ministration, United States Bureau of M ines, United States Geological 
Survey, the Defense Electrical Power Administration : and on the 
defense side there is Munitions Board, Research and Development 
Board, Department of the Army, Department of the Navy, Department 
of the Air Force, Business Advisory Council; under the Department 
of Commerce, National Production Authority, Bureau of the Census, 
Office of International Trade, the Maritime Commission, General 
Services Administration, Reconstruction Finance Corporation, ECA, 
Export-Import Bank, Tariff Commission, and so on. 

And I could go on for three or four pages more, and the problem is 
to correlate the programs which are being set up with all of those 
various agencies. And they get caught up in this whirligig and 
apparently can never get anythingdone. In any event, for a period of 
9 months, they have been completely spinning their wheels. 

Now, there are some other things. There are some technical factors 
involved. As an illustration, they wrote a tungsten program. What 
the mining industry needs in this country is an assured market—a 
stable market—to warrant these mining people in going out and doing 
the prospecting and the exploration and the development necessary 
to bring this production into existence. 

So, the Defense Minerals Administration recommended that the 
Government advertise to all the mining industry throughout the 
country that it would for a period of 5 years buy tungsten at a base 
price of $63 a unit. 

The world price on tungsten at the present time is higher than that. 
It was selling for as mu = ge $85 a unit in London not so long ago. 

But the Federal Government said, ‘‘We will buy tungsten at $63 
a unit for 5 years. You can sell your production on the domestic 
market if the domestic market is more than that, but if the market 
ever drops below $63 we will agree that we will take your production.” 

They tried to figure out what that was going to cost. That is a 
contingent liability. At the present time, if the prices stay as they 
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are, they don’t expect that that program will cost the Federal Goy- 
ernment one single cent. 

But the Bureau of the Budget said: “Well now, we don’t know 
what it is going to cost, and, after all, we are running the budget 
part of this Government, and therefore we insist that the Defense 
Production Agency earmark sufficient funds to meet the contingent 
liability, whatever it is, so they put a top maximum on of 1% million 
units, and require that the Defense Production agency earmark 
sufficient of their funds to take care of a maximum contingent liability, 
which amounted to $95, million, or something like that, when they 
finally got through, although they started out it seems to me with 
something like $2 200 million. 

Well, it is quite obvious that, where you are authorizing appro- 
priation of $600 million, if you take those kinds of bites off of it vou 
are going to have your money all authorized and earmarked and none 
of it spent. It will be sitting around. 

So, our committee then asked the Bureau of Budget and the GSA 
to get together and to present to us the language of an amendment to 
the Defense Production Act of 1950 which would enable them to 
meet that circumstance, and they have drafted such an amendment 
and I am going to offer it to the committee. 

In effect, it does this: It says that they shall earkmark an amount 
such as is sufficient to constitute a prudent business reserve against 
such contingent liability— 

‘in the light of the then known and foreseeable conditions and circumstances, but 
each borrowing official, agency, and corporation shall report monthly to the 
joint committee established by section 712 of this Act and to the Appropriations 
Committees of the Senate and House of Representatives the gross contingent 
liabilities incurred under such underwriting contracts and other instruments 
the amounts determined to constitute prudent business reserves against such 
liabilities, and any changes in the amounts determined to constitute such reserves 
against existing contingent liabilities- 

and so forth. 

Another illustration of how this will work is this: 

There is a contract in negotiation in the Defense Minerals Adminis- 
tration, which will involve, in the over-all, $125 million for the produc- 
tion of copper, out of Arizona. 

The Government has made a contract with the producer, saying: 
“You go ahead and produce this. The price of copper at this time is 
24%) cents,’’ which is good enough of course for him to get along on, 
and if he could rely on that for a period of 10 years, or a period of 
7 years, or a 3- or 4-year development period and a 7-year production 
period, he could feel reasonably safe in going into that investment 
and the Government has underwritten that contract at approximately 
175 cents, per pound of copper. 

Now, if the market never drops below 17% cents, and we don’t 
know whether it will or not, then there will be no liability on the part 
of the Federal Government. 

On the other hand, if it looks like the market may drop below 17): 
cents, it would be necessary under this amendment for the Govern- 
ment to allocate a certain amount of money to take care of what 
they considered a prudent reserve against that contingent hability. 

1 think that if that amendment is adopted it will be of great 
assistance in those kinds of contracts, and 1 emphasize again that what 
the mining industry in this Nation needs is a firm market, and when 
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the Government underwrites, or puts a floor under the market, either 
on a general basis, as it has done with tungsten, or a specific basis, as 
it is attempting to do in the contract which I have mentioned, the 
Government only incurs a contingent liability, but it firms up the 
market at a known place, for the producer, so that he can make his 
investments in the light of that sort of assurance. And that will be 
a great advantage, I think, in carrying on this program. 

I don’t know whether this has been submitted to the committee or 
not, by GSA, but it was presented at our request to our subcommittee 
and I will offer it to you gentlemen for your consideration. 

Now, with reference to this general situation that I have talked 
about, the failure of this program to produce any substantial results 
over a period of 9 months, I have mentioned the bureaucratic hodge- 
podge and whirligig and obstacle course, as I call it, down there in 
these departments. 

I am not so sure that there is anything that you can do legitimately, 
unless you want to take it upon yourself to simply write into this act 
an absolute directive to the Director of Defense Mobilization that he 
shall appoint one man who shall be responsible for establishing the 
procurement objectives in the field of these critical and strategic min- 
erals and metals, for establishing the policies under which those ma- 
terials shall be acquired, and that it shall be his sole responsibility to 
do that, over and above all of those other agencies, so that you don’t 
have five or six agencies, at least, all independent of each other, some 
exercising independent authority, some exercising conflicting author- 
ity, and all of them exercising overlapping authority of one kind or 
another. 

It makes it an almost impossible administrative job. The law at 
present is broad enough to enable that to be done from an executive 
standpoint, as an administrative act. It can be done by the admin- 
istrator himself, it can be done by the President of the United States, 
if, in all of the multitude of things he has to do, and which concern his 
attention, he can finally find time to do it. 

But in the absence of it being done—and it hasn’t been done—and 
with you gentlemen about to renew this act, it is entirely possible for 
you to make a direct mandate in vour legislation that such direct re- 
sponsibility and authority shall be set up. So I have drafted a little 
amendment. 

There shall be selected and designated a defense minerals coordinator, who 
shall have the responsibility of determinining the requirements for defense min- 
erals and metals, and shall have the authority to establish policies for their pro- 
curement, which policies shall be executed by the General Services Administration, 

I offer that for the consideration of the committee, Mr. Chairman. 
At least, if you don’t put it precisely in the act, it would certainly be 
helpful if this committee in its report made some very very strong 
statements with reference to the necessity of cleaning up the adminis- 
trative tangle which is presently preventing any substantial production 
of defense minerals and metals under this act, and I am sure that that 
was your intention in passing the act, and it was certainly the inten- 
tion of Congress when we passed the excess profits act, in January of 
this year, allowing very special consideration to those people who pro- 
duced the critical and strategic minerals and metals which are so 
necessary for the defense of this country, and the operation of our 
domestic industry, both in peace and in war. 
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The CHarrMaAn. We are glad to have your views, Mr. Engle. 

Mr. Eneter. Thank you, Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tatue. I wanted to ask you, Mr. Engle, about how many 
minerals you included in the list you referred to. , 

Mr. Enate. There are some forty-odd, altogether. There are only 
about one-third of those minerals and metals, and materials, which are 
absolutely essential to our economy, which can be procured domesti- 
cally, and some of those in small amounts. 

Now, the reports of the Munitions Board, under the Stockpiling 
Act, which we passed in the Seventy-ninth Congress, gave a complete 
statement of those minerals and metals, and they are classified, A, B, 
and C, according to how critical they are in the whole war picture. 

But the ones with which we have been primarily concerned in this 
country are manganese—that is No. 1, because our steel industry just 
can’t go without—tungsten, chrome, copper, lead, zinc, antimony, 
mica, cobalt, and asphalt. I think that just about covers them. 

Bauxite, we haven’t any bauxite at all in this country except what is 
produced in Arkansas. That about covers the list. 

Now, with reference to all of those that I have mentioned, with the 
exception of this tungsten program that has been announced, there 
hasn’t been a thing done other than these little contracts which I have 
mentioned and a list of which I put in the record. 

Mr. Tauuie. I may say that over a period of years I have tried to 
give all the encouragement I could to the various Government agencies 
to create stockpiles, and I have never attempted to inquire into secret 
information, which I have been usually told was involved whenever I 
asked for figures, and, of course, I wouldn’t press the point, but 
apparently the administration has not created stockpiles in any 
appreciable degree. 

This week we passed a bill which grants a loan of $190 million to 
India for the purchase of wheat. 

Do you happen to know how many of the minerals on your list might 
be had from India in repayment of the loan over a period of time? 

Mr. Ener. Some were mentioned on the floor, but there are others. 

Mr. Sewell, who is the technical consultant to our mining subcom- 
mittee, tells me that manganese and chrome and mica are the three 
big ones which would come out of India, in addition to those items 
which are used in the production of the atomic bomb, and which, of 
course, India is not sending over here anyway. 

Mr. Tate. I appreciate your testimony, Mr. Engle. I know that 
you are doing what you can for the industry. 

Mr. Enete. Thank you very much. 

The Cuarrman. Mr. McKinnon. 

Mr. McKinnon. Mr. Engle, we have seen world market prices on 
—_ of these strategic materials go up tremendously with our defense 
effort. 

Mr. Ene te. That is right, and we have been subject to a good deal 
of gouging by foreign producers on that score. 

Mr. McKinnon. Increased production would have the tendency to 
decrease those prices somewhat, wouldn’t it? 

Mr. Enote. That is right. It would make us independent of their 
sources of supply, which they are now holding over our heads as a 
measure of extortion. 
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Mr. McKinnon. So it would bring prices down if we had more pro- 
duction within our own country. 

Mr. Ener. That is right. We have just gotten completely out of 
some of the fields, we boycotted them for a while to try to stop that 
business. 

Mr. McKinnon. So if we brought the prices down, this program 
instead of being a contingent liability, would save us money in the 
defense effort, wouldn’t it? 

Mr. EnGue. It would save money to the extent that the monopoly 
position of the foreign producers is now being used for the purpose of 
wringing unwarranted profits out of the United States, but in addition 
to that, it is an insurance policy for us in the event we get into an all- 
out conflict. 

And it must be remembered that the portions of these materials 
which are not used currently, can be put in the indestructible stockpile 
where they do not deteriorate in value. 

_ McKinnon. We have got a firm market on gold now, have we 
not! 

Mr. Enate. We have a firm market of $35 an ounce, fixed by the 
United States, with the United States, so far as I know, holding about 
70 percent of the world’s gold. 

Mr. McKinnon. And gold doesn’t help us anywhere near in the 
war effort like some of these other metals like manganese and tungsten, 
does it? 

Mr. Eneate. To the tendency that gold helps us stabilize the dollar 
it helps. And I think if this country is ever taken over, the first 
thing—and my friend Buffett will agree with this—that a foreign 
nation would be after would be that golden fleece at Fort Knox. 

The CuHatrman. It is too late in this session to decide that issue. 

Mr. Enetr. Thank you, Mr. Chairman. I will not get into it but 
I want the record to show that I am a strong advocate of gold. 


STATEMENT OF CONGRESSMAN EMANUEL CELLER, OF NEW YORK 


Mr. Ceuier. Mr. Chairman and colleagues: Today I would like 
to address my remarks to a problem which directly affects the subject 
matter before this distinguished committee in its study of suggested 
changes to be made in the Defense Production Act of 1950. 

As you may know, the Subcommittee on Study of Monopoly Power, 
of which I am chairman, is vitally interested in the preservation of our 
free competitive enterprise system as we know it today. To that end 
some of the present trends and practices which apparently result in 
the increase in monopoly power and economic concentration cut 
clearly across the lines of the subcommittee’s jurisdiction and present 
problems the solution of which is imperative if our free economic 
system is to exist. One of these problems comes directly within the 
purview of the Defense Production Act. 

Specifically I want to urge the creation of a Defense Plants Cor- 
poration or a similar organization which will be charged with the duty 
of building or providing facilities for the expansion of the productive 
capacity of small industry presently caught in the almost fatal 
position of being unable to survive in this period of defense mobiliza- 
tion. The fact that such industry is in its present. position seriously 
threatens our entire economy. 
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It is well known by all that every facility for the production of 
defense materials is necessary to the political as well as the economic 
freedom of our country. Unfortunately, under the present Defense 
Production Act, the provision of law which contemplates assistance 
for the smaller producer to expand his capacity does not actually 
achieve the desired result. 

Section 302 and 303 of the act, although designed to afford capital 
expansion loans to those in need of them, has not, to a great degree, 
provided small or marginal industry with an opportunity to maintain 
a fair competitive position especially in relation to the industrial 
giants now dominant in our economy. The effect of such a failure 
only can, and indeed does, result in monopoly and increased economic 
power. 

As of May 7, 1951, 762 applications for capital-plant expansion 
loans had been submitted to the delegate agencies of Agriculture, 
Commerce, Interior, and Defense Transport Administration. As of 
this date, June 4, 1951, only 36 of these applications have been granted. 
Thus it seems apparent that even if only one-half or so of the loan 
applications are bona fide and legitimate, the number actually receiv- 
ing loans for new plant construction or expansion is small indeed. 
I am informed that the 28 loan applications approved by the Loan 
Division, ‘Facilities and Construction Bureau of the National Pro- 
duction Authority, are exclusively from small competitors of large 
established industrial combines. I state without hesitancy or fear 
of contradiction that the same is true of a majority, if not all, of the 
pending loan applications. As this slow rate of loan application 
approval, namely 36 approvals out of 762 applications there appears 
to be a great need for a program that will insure the expansion of these 
important production facilities needed in the defense effort and so 
vitally important in maintaining competition. I am not specifically 
criticizing the operation of the delegate agencies or the certifying 
agency (DPA) for this situation but only wish to point out with 
emphasis that the program is not working and that an adequate 
substitute for it must be found. 

Likewise the Reconstruction Finance Corporation cannot provide 
capital expansion loans to these smaller marginal industries desiring to 
expand and retain their competitive position. The normal RFC pro- 
visions contain stringent requirements which make it impossible for 
such facilities loans to be made. 

Likewise, our investigations have shown that private venture 
capital is not providing the financing that is necessary to keep these 
competitive elements of our economy in business. 

On the other hand so far as big business is concerned, there are 
ample facilities, both public and private that provide capital for 
plant expansion for those industrial entities already constituting a 
clear and present threat to our competitive system. These large 
integrated corporations can and do take advantage of every device 
that is available to them to expand their facilities in an emergency, 
thus asserting an increasingly dominant position in the economy. 
It is well known that these giants have secure and practical alliances 
with the large investment banking houses and insurance companies 
which theoretically could provide ‘the nee essary financing to smaller 
concerns if it were their desire so to do. 
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Consequently, with the costs of construction reaching an all-time 
high and with public and private financing for small business all but 
impossible of achievement, we can expect no result other than the 
demise of small business competition in our economy. The conclusion 
to be drawn is inevitable unless a practical working arrangement is 
devised whereby these facilities so necessary to the defense effort and 
absolutely vital to our free competitive system are provided. 

The Defense Plants Corporation idea worked well in the last war. 
Should such a plan be instituted at this time, I should like to see 
included therein a provision that the ultimate disposition of the 
plants built thereunder be so controlled as to prevent any possibility 
of these facilities accruing to those entities already in a dominant 
economic position in our economy. The method by which these 
facilities are permitted to be disposed will determine, to a great 
extent, concentration in the postemergency period. And this is so 
even though, as in World War II, the great majority—-75 percent— 
of these facilities were privately operated by the 100 largest corpora- 
tions in the United States. 

One of the inevitable results of a war or defense emergency situation 
is the increase in economic concentration accruing to the benefit of 
already large corporate enterprises. We should do all we can to 
keep this trend from overpowering small business and the competition 
it engenders. To that end I would like to commend to this commit- 
tee’s earnest consideration the pressing need for a Defense Plants 
Corporation to assist in preserving the integrity of our free-enterprise 
system. 

An extract of the report on aluminum of the Subcommittee on 
Study of Monopoly Power of the House Judiciary Committee states 
the following: 

Should fully qualified applicants find themselves unable to secure either private 
or Government financing, it would then be advisable, as a last resort, for the 
Congress to consider legislation similar to that creating the Defense Plants Cor- 
poration in World War II, creating authority for Government construction and 
ownership of new facilities under management contracts with qualified applicants. 
While such a solution might again result in a loss upon disposition of Government- 
owned facilities and might have an inflationary tendency, there could well be 
definite advantages, viz, elimination of delaying amortization and financing 
problems; speedier commencement; more certain competitive result at time of 
disposal. 

In other words, this subcommittee, of which I am chairman, 
recommends setting up a Defense Plants Corporation, particularly 
where those seeking to enter the aluminum field are unable to obtain 
private or Government financing. To date, the record shows that 
numbers of aluminum fabricators and extruders seeking to enter the 
aluminum-ingot field have met with solid opposition from private 
and public lending agencies. The latter refuse to make loans avail- 
able because the cost of new plants for the production of aluminum 
would be three or four times the cost of the plants of existing com- 
panies. These existing companies have already amortized their cost 
of construction. The lending agencies, therefore, claim, and perhaps 
rightly so, that it would be uneconomical and competitively unwise 
to set up privately owned plants. The answer is Government- 
constructed plants to be leased to the manufacturer and producer. 

In recent testimony before the Senate Committee on Banking and 
Currency, Secretary Chapman pointed out that “otherwise qualified 
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concerns have been unable to enter the [aluminum] field because their 
cost-price position in the industry would not be a competitive one.” 
He added: “Leasing of Government-owned plants to a new entrant 
would avert this difficulty.”’ 


STATEMENT OF HON. HAROLD D. COOLEY, CHAIRMAN, HOUSE 
COMMITTEE ON AGRICULTURE 


Mr. Coo.try. Mr. Chairman and gentlemen of the committee, the 
House Committee on Agriculture, after conducting extensive hearings 
with regard to the orders cf the Office of Price Stabilization on beef and 
cattle prices and after according an opportunity to all interested per- 
sons to be heard and after hearing numerous witnesses and after 
receiving an abundance of testimony, made certain findings of fact 
and upon such findings of fact the committee concluded that in the 
interests of both consumers and producers the roll-back orders should 
be rescinded immediately. 

The committee’s findings of fact were as follows: 

1. There is an urgent need for beef to meet the unprecedented 
consumer demand. 

2. The order is not calculated to bring about an increase in produc- 
tion. On the contrary, such orders will result in an immediate reduc- 
tion in the amount of beef produced for market. 

3. Roll-back orders have already resulted in a shortage of beef 
available to consumers through legitimate channels of trade. 

4. The supply and distribution situation created by such orders will 
lead to consumer rationing, more Government controls, and rapid 
expansion of black markets. 

5. The roll-back order of May 20, 1951, is not designed to reduce 
the cost of beef to the consumer but to restore the margins and profits 
of packers, processors, and distributors. The retail selling price which 
the order puts into effect will actually authorize increases in consumer 
costs of many retail cuts of beef. 

6. Notwithstanding the fact that the roll-back orders were designed 
for the purpose of restoring margins and profits of packers, processors, 
and handlers, these groups are opposed to the order. 

7. Instead of aiding the packers, processors, and handlers, the 
orders make it almost impossible for them to operate in compliance 
with OPS regulations, and the net result has been a decrease in the 
slaughtering of beef cattle, the closing down or serious curtailment 
of many packing plants, and the laying off of thousands of wage 
earners in such plants. 

8. While the Office of Price Stabilization created an advisory com- 
mittee of cattle producers, the committee was not at any time con- 
sulted or afforded an opportunity to express its views concerning 
roll-back orders which were issued. 

9. Producers of beef and their representatives were led to believe 
by Government officials that cattle prices would not be rolled back 
beyond the levels of January 25, 1951. 

10. The roll-back orders will result in an actual, substantial, and 
unjustified loss to farmers who, believing that no roll-back orders 
would be issued, have purchased cattle during the past few months 
to put on pasture or into feed lots. 
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11. The evidence, information, and data considered by the Office 
of Price Stabilization as disclosed to the committee were wholly in- 
adequate to warrant or to justify the issuance of the orders. 

In summary, the committee finds that the issuance by the Office 
of Price Stabilization of orders affecting the beef-cattle industry was 
unwarranted and unjustified. Such action was taken without ade- 
quate consideration of the factors involved. Such orders will not 
result in any benefit to producers, packers, handlers, or consumers. 
Such orders are unfair to farmers who have purchased beef cattle 
since January 25, 1951, in reliance upon the assurances of Govern- 
ment officials that there would be no roll-back in price beyond that 
date. Such orders will discourage the production of beef, result in 
shortages and create black markets, and result in the necessity for 
rationing and in artificially stimulated demand for other meats, in- 
creasing the prices to consumers of pork, lamb, poultry, eggs, and 
other food commodities. 

In support of the committee’s findings I desire to submit, on behalf 
of the committee, a few brief observations and arguments. 


There is an urgent need for beef to meet the unprecedented consumer 
demand 


1. In the past few years, Americans have developed again (until 
about 1910 Americans were tremendous consumers of beef) an enor- 
mous appetite for beef. This is reflected in the increasing consumer 
demand for beef which has been apparent since about 1939. 

Every consumer study that has ever been made shows that as pur- 
chasing power rises consumers spend a major portion of their increased 
income for more and better food. In the past few years, consumer 
income has risen faster than the cost of food, therefore, actual consumer 
purchasing power has increased and this has been reflected in the pur- 
chase of more and better food. 

This is a good and healthful thing. But there is only one way to 
meet this consumer demand for more and better food—that is to 
produce more of the foods consumers want. 

I am sure every member of this committee and every person who 
will honestly study the subject will agree with me that in the long run 
the only answer to the American consumer’s demand for more and 
better beef is to breed, grow, fatten, and market more cattle. Restric- 
tions, regulations, controls, and rationing are not the answer. They 
will not produce one more pound of beef. If they are not the answer 
in the long run, why should they be resorted to as a short- 
= expedient? What lasting benefit can we hope to derive from 
them! 

I once asked one of the country’s foremost meat experts how much 
beef he thought the American people could consume. His answer was: 
“All we can produce.” 

Gentlemen, there is food for considerable thought in that statement. 
There is no such thing in the United States as a surplus of meat. If 
the supply rectors: exceeds demand, the price falls. The lower 
price stimulates demand, and the excess is eaten up. Conversely, if 
the demand exceeds supply, the price rises until demand is reduced so 
that it balances the supply. 

There is no commodity that is more responsive to the law of supply 
and demand than meat and the only answer to lower beef prices is 
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more and more production. I may as well say to you frankly that 
there is serious doubt about the ability of our farms and ranches to 
produce—even under favorable circumstances—as much beef as 
American consumers would buy at the high income levels now pre- 
vailing. Frankly, I don’t think we have enough land, enough grass, 
enough feed, to produce all the beef American consumers would like 
to have. That being the case, it seems to me to be the utmost short- 
sightedness to do anything that will arbitrarily discourage beef 
production. 

We found in the vicious, crime-breeding, scofflaw days of prohibi- 
tion that arbitrary regulation will not work. We learned the same 
lesson—or should have learned it—about meat in 1945 and 1946. 
More beef—not more regulations—is the only thing that will bring 
down the price of beef. 

The order is not calculated to bring about an increase in production. 
On the contrary, such orders will result in an immediate reduction in 
the amount of beef produced for market 

2. There is no need for me to belabor this point. No one—not 
even Mr. DiSalle—has seriously claimed that the price roll-back will 
produce more beef. On the contrary, every witness who appeared 
before the Committee on Agriculture, except Mr. DiSalle, affirma- 
tively stated or reluctantly admitted that the result of the order 
would be less beef. 

Studies by the Department of Agriculture show that cattle produc- 
tion is directly responsive to the level of cattle prices and the trend— 
up or down—of such prices. The Secretary of Agriculture himself 
told the committee that the beef-price order will probably result in 
fewer cattle 3 to 5 years from now. 

As to the immediate beef supply, it is important to remember that 
cattle, as such, are not beef. A 700-pound steer has almost as much 
skeleton, hide, hoof, and entrails as he will ever have. He has very 
little beef. If he is put onto good pasture and then into a feed lot and 
his weight increased to 1,100 pounds, the added 400 pounds is almost 
all beef. That is where our steaks and good roasts come from. They 
do not exist on the voung, range-fed animal. 

Throughout the country today hundreds of thousands of beef 
animals are being turned out of feed lots—where they would consume 
expensive corn, cottonseed meal, and other feeds onto grass pastures. 
This has been a good season for grass in almost every part of the 
United States. Farmers know that they cannot feed this expensive 
grain to cattle and make money at the ceiling prices established by the 
OPS. Therefore, they are putting their cattle on grass. These 
cattle will come to market in the fall weighing 800 or 900 pounds 
instead of 1,000 or 1,100 pounds. ‘The beef they will produce will be 
lower in quality than that which would have come from grain-fed 
animals and there will be from 100 to 300 pounds less beef from each 
animal. This beef will be lost forever and no consumer will ever get a 
chance to buy it at ceiling prices or otherwise. 

Mr. DiSalle takes great satisfaction in the fact that the marketing 
of cattle has picked up in the last few days. This is not to be wondered 
at. It merely means that farmers who have been caught by the OPS 
price order in a position where they are certain to take a substantia! 
loss are trying to “‘get out from under’’—curtail their losses by liquida- 
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tion. Many of the cattle which will come to the market in the next 
few weeks, if the OPS order remains in effect, will be light in weight 
and of inferior grade because they will represent forced liquidation, not 
orderly marketing. 

If the price-control orders remain in effect, I don’t think it will be 
difficult to predict the course of cattle marketing: For the next few 
weeks there will be a larger than normal number of cattle sent to 
market. They will be rough unfinished cattle which would normally 
spend many more months in pastures and feed lots. The total 
supply of beef for these weeks may be above normal due to the excess 
number of cattle being marketed. By next fall the liquidation period 
will be over; the number of cattle coming to market will drop to about 
normal, but they will weigh, on an average, from 100 to 200 pounds 
less than they should. In spite of “normal” marketing there will be 
a mysterious shortage of beef that will give Americans their first real 
taste of shortages and black markets since the days of the OPA. 


Roll-back orders have already resulted in a shortage of beef available to 
consumers through legitimate channels of trade 

3. No way or law has yet been devised which will prevent Americans 
who want something to which they think they are entitled and which 
they have the money to buy from going out and buying it wherever 
it can be found. In 1946 the records show that Americans consumed 
more meat per capita than they had for a generation and yet—with 
price controls in effect—there was so little meat in the legitimate 
markets that the Bureau of Labor Statistics could not find enough 
meat in the retail stores in 5 months of that year to establish a repre- 
sentative retail price. The meat was all in the black market and it 
was selling at prices far above the OPA ceiling. 


The supply and distribution situation created by such orders will lead to 
consumer rationing, more Government controls, and rapid expansion 
of black markets 

4. In my opinion, consumer rationing is inevitable if these orders 
stay in effect. In the first place, I believe that production is going 
to be seriously curtailed. In the second place, a reduction in the 
price of beef will automatically bring about increase in demand. 
Reliable analyses indicate that a 10-percent reduction in retail 
price—assuming that OPS is actually able to bring about such a 
reduction—will result in about an 8-percent increase in beef consump- 
tion if the purchasing power remains the same. 

If the demand is thus arbitrarily increased by a forced price reduc- 
tion, where is the added beef to take care of the extra demand going 
to come from? It does not exist and consumer rationing of the short 
supply is inevitable. 

The roll-back order of May 20, 1951, is not designed to reduce the cost 
of beef to the consumer but to restore the margins and profits of pack- 
ers, processors, and distributors. The retail selling price which the 
order puts into effect will actually authorize increases in consumer 
costs of many retail cuts of beef 

5. No argument is needed to substantiate this point. It was testi- 
fied to by Mr. DiSalle and Mr. Eric Johnston and the price orders 
themselves state it in plain language. The purpose of the May 20 
roll-back is to restore the operating margins to packers, processors, 
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and handlers of beef who, according to OPS, have paid-more for cattle 
since the January 25 price freeze than they. should have. 

The retail prices established under the May 20 roll-back are actually 
higher on many cuts of beef than the farmer ceiling prices. The 
order comelaady disregards farmers who have paid high prices for 
stocker and feeder cattle smce January 25. 

It was estimated that the roll-back will result in a reduction of 
$700,000,000 to $900,000,000 in the sale price of cattle. But no one 
from the OPS was able or willing to tell the committee where this 
money was going or who was going to benefit by it. Repeated efforts 
on the part of the committee to obtain from OPS figures on the 
adjustment necessary for various segments of the industry 
packers, processors, wholesalers, and retailers—failed to sri any 
such figures. Nor was the committee ever given any estimates as to 
how these various segments would benefit from the price order. 

In view of this situation, the committee could only conclude that, 
although OPS says that the roll-back order is necessary to relieve 
beef processors and handlers, it knows neither the precise measure 
of relief that is needed nor the precise benefit expected to result 
from its action. 


Notwithstanding the fact that the roll-back orders were designed for the 
purpose of restoring margins and profits of packers, processors, and 
handlers, these groups are aaaned, to the order 

6. Every meat packer, processor, and handler who appeared 
before the committee opposed the roll-back order, chiefly on the 
points taken by the committee—that it will reduce the supply, arti- 
fically increase the demand, and simply will not work. When it is 
understood that these operators are guaranteed margins under the 
order far higher than they have been enjoying in the past few months— 
the committee must take their protests to be genuine. 


Instead of aiding the packers, processors, and handlers, the orders make 
it almost impossible for ‘hon to operate in compliance with OPS 
regulations, and the net result has been a decrease in the slaughter- 
ing of beef cattle, the closing down or serious curtailment of many 
packing plants, and the laying off of thousands of wage earners in 
such plants 

7. Under the ceiling price orders there is no limit on the price a 
packer may pay for cattle. He can buy an individual steer—or a 
trainload—for as much as he wants to pay. But at the end of the 
month, the average price he has paid for the cattle that grade 
Choice—after they are dressed—must be no more than his ceiling 
price for such cattle; the average he paid for those that grade Prime 
must not exceed the Prime ceiling, and so on. 

These grades are determined te a Government grader after the 
cattle have been killed and dressed. Grading is not an exact science; 
much depends on the experience and the judgment of the individual 
grader. Even the most experienced graders frequently fail to agree 
on the grade of a particular carcass. Under the system established 
by OPS, a packer will not know until the cattle he bought have been 
dressed and graded whether he bought them “in comphance” or not. 
It is obvious what difficulties in operation this presents to even the 
most skilled meat-packing establishment, what almost impossible 
conditions it imposes on many small packers who do not have the most 
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skilled buyers and appraisers, and what temptation to try to influence 

the graders’ decisions it will create under almost any circumstances 

The quota system put into effect by the OPS orders is, of course, 
merely rationing at the wholesale level and should be recognized as 
such. Beef that comes to any particular market in excess of the quotas 
available to the packers on that market can end up in only one place 
the black market. 

Many small packing plants in relatively isolated parts of the 
country will not be able to obtain the services of an official Govern- 
ment grader. The Department of Agriculture, which is responsible 
for the grading operation, expects to have only about 550 graders to 
cover the entire United States. Those small packers—and_ there 
are many of them—who are outside the reach of such a grader must 
sell all of their meat as Commercial and can obtain not more than the 
Commercial ceiling for it, no matter what it would actually grade. 
Since they will thus be able to pay no more than Commercial prices 
for the cattle they buy, it will obviously be impossible for most of 
these packers to operate if the farmers in their area have any other 
market to which they can possibly send their cattle. 

While the Office of Price Stabilization created an advisory committee of 
cattle producers, the committee was not at any time consulted or 
afforded an opportunity to express its views concerning roll-back 
orders which were issuc 

8. Pursuant to the provisions of the Defense Production Act, the 
OPS established an advisory committee on beef. In spite of the fact 
that it included some of the best-informed producers and processors 
in the industry, and in spite of the fact that its services and advice 
were available to the OPS at all times and without cost, it is clear to 
the committee that the OPS did not at any time discuss with this 
committee nor seek its advice on a roll-back order such as the one 
shat has actually been issued. On the contrary, the OPS Adminis- 
trator testified before the committee that the extent of the price 
roll-back and the level at which cattle prices would be fixed were 
intentionally concealed from the advisory committee. It is obvious, 
therefore, that the OPS could not have had the advice and recom- 
mendations of its industry committee on a roll-back such as that which 
has been ordered. 


Producers of beef and their representatives were led to believe by Govern- 
ment officials that cattle prices would not be rolled back beyond the 
levels of January 25, 1951 
Throughout the hearings before the Committee on Agriculture, 

spokesmen for the Office of Price Stabilization, the Department of 

Agriculture, and the Economic Stabilization Administration consist- 

ently took the attitude that farmers who had bought cattle since 

January 25, 1951, and who will be almost certain to take a loss on 

those cattle due to the price roll-back, should have known better than 

to pay the high prices they actually did pay for stocker and feeder 
cattle. The attitude of these officials was that farmers knew ceiling 
prices were going to be imposed on cattle and that they should not 
have purchased their stockers and feeders during the months of 

January to May at prices higher than the ceilings which would be 

established. This attitude on the part of these officials has been very 

disturbing to the committee for two reasons: 
83473—51—pt. 3——47 
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First, the committee fails to see the justice or the logic of penalizing 
farmers for buying stocker and feeder cattle at high pric es when, at 
the same time, the basic purpose of the roll-back order is stated by 
OPS to be that of relieving meat packers and handlers from a situation 
into which they are re ported to have gotten themselves by purchasing 
cattle at prices that were too high. The only reason advanced for the 
price roll-back of May 20 was to relieve the “squeeze” on me at proces- 
sors and handlers, which resulted when whole sale meat prices were 
frozen by the general freeze order of January 25 but live cattle prices 
continued to advance. Packers have had to pay more for live cattle, 
the committee was told, than they could profitably pay under the 
already established wholesale meat ceilings. No law or regulation 
compelled the packers to buy cattle at prices higher than those which 
would give them a profitable margin under their established wholesale 
ceilings. They knew precisely what these ceilings were. 

Farmers, on the other hand, had no way of knowing at what level 
ceiling prices would be established on live cattle. The Administrator 
of the OPS testified that the ¢ ontemplated price level was kept a closely 
guarded secret up until the very moment the printed orders were 
issued. If farmers wanted to purchase stocker and feeder cattle, they 
had to pay the prevailing price for those cattle. The committee is not 
able to understand why Government officials have displayed such great 
concern for meat packers and processors who paid high prices for cattle 
after January 25, knowing precisely what their meat “ceilings were, and 
have so little 1 -egard for farmers who took the same kind of action with- 
out knowledge of what their ceilings price would be. 

Second, it is abundantly clear to the committee that up until the 
time the roll-back order was actually issued, farmers throughout the 
country had no intimation or warning that the price of live cattle 
would be rolled back beyond the January 25 level. On the contrary, 
they had assurance from responsible Government officials themselves 
that no such drastic roll-back as that which has actually been issued 
was contemplated. These assurances were given by the officials of 
the Office of Price Stabilization fo Members of Congress and to report- 
ers for farm publications and others interested. It was generally 
understood and believed that the cattle price order would probably 
result in some slight downward adjustment of cattle prices, but that 
roll-back would not in any event take prices below the January 

, 1951, level. Actually, the order issued by OPS will roll live cattle 
on ices back beyond those in effect at the time of the Korean invasion. 

The committee knows of no precedent for this drastic roll-back in 
commodity prices. 

As an example of the type of assurances from Government officials 
which led farmers to believe that there would be no roll-back of cattle 
prices such as that actually ordered, Mr. Eric Johnston, Economic 
Stabilization Administrator, made a statement in a Nation-wide radio 
speech on March 9, 1951, which was generally interpreted throughout 
the country as promising that there would be no such roll-back in 
cattle prices or any other prices. Apparently, Mr. Johnston inter- 
preted his own remarks to mean this, because in a letter to Senator 
Eugene D. Millikin, dated March 12, 1951, in response to an inquiry 
about the proposed cattle price ceilings, Mr. Johnston referred to his 
radio speech and said: 
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In a broadcast over the CBS network Friday night, I outlined some of the 
problems involved in any roll-back of prices, and tried to make clear that I have 
no intention of ordering roll-backs which would destroy businesses, bankrupt 
farms, or throw people out of work merely for the sake of a roll-back. I mentioned 
particularly some of the factors in regard to meat. Since those comments are 
relevant to the subject of your letter, 1 am taking the liberty of enclosing a copy 
of the text of that broadcast, and call your attention particularly to page 6. 

It has never been made clear to the committee how or on what basis 
the decision was reached to impose the roll-backs which are scheduled 
by OPS to take effect on August 1 and October 1. These are the 
price roll-backs which will take the price of live cattle back to pre- 
Korea levels. There was no discussion of these two roll-backs with 
the meat and livestock advisory committee established by OPS, nor, 
as far as the committee was able to determine, with any of the indi- 
vidual members of that committee. Nor, apparently, were these two 
roll-backs and their effect on the cattle industry, and the economy in 
general, considered by the subordinate officials in OPS and the Econ- 
omic Stabilization Agency, who normally would have the responsibility 
for making recommendations on such a subject. The agricultural 
adviser to the Economie Stabilization Administrator said that he did 
not see the cattle price order until it was in printed form. An official] 
of the OPS who had been working intensively for many weeks on the 
cattle and beef price regulation admitted to the committee that he 
did not know the August 1 and October 1 roll-backs were to be in- 
cluded in the order until a few days before the printed order appeared. 

In view of all the evidence available to the committee, it is quite 
apparent that the August 1 and October 1 roll-backs were written 
into the order at the last moment, without adequate consideration by 
the officials in the control agencies responsible for recommendations 


on such matters, and that farmers believed and had the right to 
believe as the result of statements by responsible Government officials, 
that cattle prices would not be rolled back beyond the January 25 
level. 


The roll-back orders will result in an actual, substantial, and unjustified 
loss to farmers who, believing that no roll-back orders would be issued, 
have purchased cattle during the past few months to put on pasture 
or into feed lots 

10. While there may be some difference of opinion as to whether 
the cattle industry can operate at all under the price ceilings estab- 
lished by the beef orders, all the witnesses appearing before the com- 
mittee—with the possible exception of the OPS Administrator—were 
unanimous in agreeing that the roll-back of prices imposed by these 
orders will mean an actual and substantial loss to every farmer who 
has purchased stocker and feeder cattle at the high prices prevailing 
since January 1951. 

In testifying on this point, the Secretary of Agriculture said in his 
prepared statement: 

Feeders who bought stock at the high prices of February through April will be 
lucky to break even under the June ceiling, and many of those who sell under 
the August ceiling will probably lose money. The table does not include the 
effeets of the additional roll-back scheduled for October 1, since OPS has not yet 
issued a schedule of the prices which would be reflected for specific classes of 
cattle. 
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The Secretary was appearing in support of the OPS beef orders and 
his statement was naturally couched in terms favorable to the orders, 
The committee believes that his mild admission that these farmers 

“‘will probably lose money” is an understatement, and that the tables 
and data supplied by the Secretary himself show conclusively that 
farmers who purchased cattle at the high prices prevailing during 
that period cannot possibly keep from losing money under the OPS 
ceiling regulation. 

The data provided by the Secretary shows that the average price 
of feeder cattle at Kansas City during the period January through 
April 1951, was $34.26 per hundredweight. If those cattle are fed 
out and are sold under the May 20 ceiling, their top price at Chicago 
will be $34.20 per hundred if they achieve Choice grade. At this 
price the Department of Agriculture figures that farmers will make 
$1.98 per animal—a return of less than $2 on an animal which cost 
the farmer $357.12—allowing nothing for the farmer’s management 
or personal inbat. If the animal is not ready to go to market before 
the August 1 roll-back takes effect, the ceiling price will be $32.70 
per hundredweight, and this will result in an actual cash loss to the 
farmer of $13.77, according to the Department of Agriculture’s figures. 

Two comments need to be made on these figures. The average price 
of feeder cattle used by the Department is the price in the stockyards 
at Kansas City. Actually, only a small proportion of the stocker 
and feeder cattle which farmers buy move through the five big stock- 
yards, and the delivered price of such cattle to the farmer in the 
country is almost always considerably above the stockyard price. 
The second thing to be considered is that many of the cattle purchased 
during the January—April period will not go into feed lots, but will go 
onto pastures throughout the general farming area of the United 
States. The purchase of cattle to put on pasture in the spring months 
is a common practice throughout the entire northern half of the 
country. Those cattle which are put onto pasture instead of into 
feed lots, will not grade Choice when they are sent to market, and 
for these cattle—most of which will probably grade Good—the 
farmer will receive the maximum price of $31.50 per hundredweight. 

The Department of Agriculture’s figures show that in the period 
from January 1 through May 12, more than 330,000 stocker and feeder 
cattle were sold to farmers from the 5 big livestock markets. When 
it is realized that sales through these five markets represent only a 
portion of the cattle which have actually moved onto pasture and 
into feed lots during that period, it can be readily understood that a 
tremendous loss for the farmers of the country is involved in this 
roll-back order. I am including at this point the table presented to 
our committee by the Secretary of Agriculture showing the prices 
and shipments of stocker and feeder cattle during the period since 
June 1950. By comparing these prices with the ceiling prices of 
$34.20 for cattle grading Choice, and $31.50 for those grading Good 
under the May 20 roll-back, the committee can clearly see the certain 
loss that faces the farmers who are trying to produce this beef for 
American consumers. Under the second roll-back, scheduled to go 
into effect August 1, the ceiling prices will be even lower, and under 
the third roll-back, scheduled to go into effect October 1 when many 
of the cattle put on pasture in the spring would normally be marketed, 
the average ceilings will be about $4 per hundredweight for each grade 
below the May 20 price. 
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Prices for feeder cattle at Kansas City, and shipments of feeder cattle from.5 markets, 
June 1950 to date 
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(Compiled from data of Livestock Branch, Production and Marketing Administration.) 


It is obvious to anyone who will study these data, that the roll-back 
orders are grossly unfair and virtually confiscatory in the case of those 
farmers who have purchased stocker and feeder cattle in the past 
several months. In issuing its price ceiling orders on other commod- 
ities, the OPS normally and very properly takes into consideration 
increases in the cost of materials and labor which have been incurred 
by the producers of that commodity since a certain base period. 
Stocker and feeder cattle are part of the raw materials from which the 
farmer who puts cattle on pasture or into feeder lots produces beef. 
The increase in prices of those raw materials should be considered in 
fixing slaughter cattle prices, just as the increase in steel prices should 
be considered in fixing the ceilings on automobiles and refrigerators, 
or the increase in wool prices considered in fixing the price of suits. 

In his appearance before the committee, the Price Administrator 
said that he would act immediately to provide relief if it wer e demon- 
strated to him that his orders would actually result in a loss to beef 
producers. The evidence presented to the committee by the Depart- 
ment of Agriculture and by beef producers shows clearly that hundr eds 
of thousands of farmers are going to suffer substantial and actual loss 
as the result of these orders. In spite of that, the Price Administra tor 
had recently made the flat statement that he does not intend to change 
or modify his orders in the slightest. This disregard of the clear 
mandate of the Defense Production Act and of elementary justice for 
beef producers, is difficult for the committee to understand. 


The evidence, information, and data considered by the Office of Price 
Stabilizotion as disclosed to the committee were wholly inadequate 
to warrant or to justify the issuance of the orders 

11. In his appearance before the committee the Price Adminis- 
trator was asked repeatedly for the economic data and other informa- 
tion on which the decisions as to the issuance of cattle price ceilings 
and the level of those ceilings were made. In spite of repeated requests 
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for this information, the only data submitted by the Administrator as 
the basis for his orders was a projection of a study made in 1947 by 
the Department of Agriculture of the cost of general cattle production 
in the intermountain area of the United States. The cattle produc- 
tion involved in this study included not only the pasturing and fatten- 
ing of cattle for market but also the breeding and sale of cavles. In 
fact, the data itself indicates by its very nature that the production 
operation involved is not primarily the feeding of cattle for market, 
but rather the breeding and sale of calves. 

No data of any substantial nature was presented to the committee 
to show that the OPS had made any serious study of the economics 
involved in the pasturing and feeding of cattle for market. There 
seems to be a complete lack of understanding on the part of the OPS 
Administrator of the fact that the feeding of cattle for market is 
usually an entirely different operation than the breeding and produc- 
tion of calves. For those farmers who are engaged in the process of 
beef production—in other words, pasturing and feeding cattle for 
market—the cost of the animals on which this beef is to be produced, 
is a major factor in the cost of his operations. In December 1950 
Choice and Prime slaughter cattle were bringing farmers only 108 per- 
cent of the parity equivalent for that grade of cattle. At the same 
time, stocker and feeder steers were costing the farmer 142 percent of 
equivalent parity. 

Notwithstanding statements which have been made or any which 
may hereafter be made by representatives of the Office of Price Stabil- 
ization, which formed the basis for the determinations made by that 
agency indicating the per-hundredweight profit, or the per-animal 
profit of producers, the fact remains that all such studies and de- 


terminations were predicated and made upon a document prepared by 
the Bureau of Agricultural Economics entitled “Commercial Family 
Operated Cattle Ranches, Intermountain Region, 1930-47,” and in 
this connection we desire to call attention to the figures that Mr. 
Oris V. Wells, Chief of the Bureau of Agricultural Economics, testified 
to on May 19, 1951, before the House Committee on Agriculture, as 
follows: 


Mr. Hope. You have no figures on costs and receipts since 1947, if I understand 
you correctly? 

Mr. Wetts. We would having nothing but advanced estimates. That is one 
study which could be brought up to date.’’ 

* * * * * # * 

Mr. Horr. The intermountain region is a specialized region as far as production 
is concerned. I mean in the sense that it is quite different in production from any 
other section. 

Mr. We ts. That is quite correct. It is a specialized area lying in northern 
Utah, northern Nevada, southeastern Oregon, and southern Idaho. It is a type 
of operation which represents only a small part of the total range country. 

Mr. Hope. And, of course, is wholly unrepresentative and even more unrepre- 
sentative of areas outside of the range country. In that area most of the livestock 
is produced on publicly owned land; is it not? * * #* 

Mr. WeEutts. Yes, sir. 

Mr. Horse. Now, in the figures Mr. DiSalle furnished the committee he gav 
figures for 1947 as being net income. I hope in your study, while that figure i 
carried as ‘‘net ranch income,’’ you will ascertain if it is net ranch income befor 
any return on investment is figured. 

Mr. We tis. It also ineludes return on the rancher’s labor and managemen! 
supervision. 

Mr. Hope. But it is net ranch income before any return on investment is con- 
sidered or before any payment of labor is considered? 
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Mr. WELLs. Correct. 

Mr. Horr. And actually the net income, after taking into account those two 
items, instead of being $58.91 as indicated by Mr. DiSalle, it is $35.70. 

Mr. We tts. I should think that is correct. 

In conclusion may I emphasize that these orders are utte tly unfair 
to producers who, in good faith, believed that no such orders would be 
issued and may I ‘also. emphasize the fact that these orders destroy the 
opportunity to maintain normal processing and distributing operations 
of the meat industry, and definitely will not result in long-range 
benefits to consumers. 

As strange as it may seem, during the course Hs our hearings and 
since the issuance of the roll-back orders on May 20, the same officials 
of the Office of Economic Stabilization have Hie a substantial 
increase in the wages of workers in processing and packing plants of 
the country and have likewise approved increases in wages of workers 
in shipyards, on railroads, in the automobile industry, and in other 
important industries. It is difficult for the committee to understand 
the inconsistencies of the Office of Economic Stabilization. Certainly, 
the approved increases in industrial wages will only bring about a 
greater disparity between the income of those engaged in agriculture 
and those engaged in industry. 

May we express the hope that your committee will carefully consider 
all of the important and pertinent facts relating to this very important 
matter and that appropriate legislation will be provided to the end 
that the distress which is resulting from the present unfortunate sitve 
tion may be alleviated. 


STATEMENT OF CONGRESSMAN HUGH B. MITCHELL, OF WASH- 
INGTON, PROPOSING AN AMENDMENT TO H. R. 3871, PLANT 
UTILIZATION COUNSEL 


Mr. Mrrcwe.u. First, Mr. Chairman, may I signify my support 
for the passage of H. R. 3871 prior to June 30. In my opinion it is 
vitally important to the economy. I would urge the strengthening 
of the measure to include provisions insuring the continued produc- 
tion of low-cost items and the maintenance of quality. 

But I come here primarily today to urge amendment to protect 
our economy by insuring full utilization of small-business facilities. 

Small independent business would have no problem if the defense 
procurement agencies had full information as to plant capacity and 
acted upon that information. 

Since it is apparent from the testimony of Chairman Harrison, 
former NPA Administrator, that a full effort to obtain this informa- 
tion is not being made, | suggest a division in NPA which has as its 
responsibility the full use of the Nation’s existing plant production 
facilities. This division I call the Plant Utilization Counsel. 

The congressional intent to protect small business from harm has 
often been stated. The Plant Utilization Counsel’s duty shall be to 
see that this congressional intent is followed by procurement agencies. 

NPA Chairman Harrison, in Senate testimony, stated that the 
staff handling certificates of necessity was “limited but well qualified.”’ 
His subsequent testimony indicated that the size of the staff made it 
impossible to determine whether idle facilities existed in the Nation 
which could do the job for which new facilities were asked. 
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Mr. Harrison said there were no facilities for doing a precise job in 
determining whether new facilities requested through certificates of 
necessity are duplicated in idle or partially used facilities already 
existing. 

He said: 

We hope to be able physically, within a given region, to be certain that no 
accelerated depreciation allowance is granted for a facility in that region if there 
be another usable facility in that region— 

And then he added— 


if an expansion originates in Connecticut, in theory we ought to explore every 
section of California to be sure there is no facility, but in practice I don’t think 
we can do it. 

I have here two letters from the Maco Corp., of Huntington, Ind. 
I do not know anything about this company but these letters tell of 
unused capacity. Unused capacity which is today being duplicated 
through the medium of accelerated amortization. 

This company states it must stop production June 30 because of 
material limitations for civilian production and because it has been 
unable to obtain defense production. 

It is equipped to do “permanent mold aluminum casting * * * 
and any type of machine operation.” 

And the company adds: 

It was of interest to us, therefore, to note that the Air Corps had awarded to 
the Ex-Cell-O Corporation of Detroit a contract to build 175,000 square feet of 
plant in Ohio, and to equip this plant for the machining of parts for aircraft 
production. 

The Maco Co. has no complaint with Ex-Cell-O Corp. but does 
object to the awarding of a production machining contract calling 
for construction of new facilities ‘when small companies such as ours 
will have to close their plant because of lack of business.” 

The letter to me further states: 

We have about 25,000 square feet of floor space and a certain amount of tech- 
nical know-how that could be utilized to operate machines on that type of pro- 
duction. There are probably 500 companies like ours throughout the Middle 
West that could provide many times the 175,000 square feet of floor space being 
contemplated for Ex-Cell-O. 

A second letter from the same corporation questions the need for 
Government assistance in the construction of new facilities at Jones 
Mills, Ark., to produce permanent mold aluminum castings. 

The letter points out that— 

Many foundries are having a great amount of difficulty in securing any volume 
of war business. 


In its own case the corporation states: 


- We operate a modern permanent mold aluminum foundry in connection with 
our production and we have been searching constantly for defense orders but to 
no avail. 

The company’s further statement shows definitely, in my opinion, 
the need for a Plant Utilization Counsel with the powers my amend- 
ment suggests: 

We are particularly interested in this new development by General Motors 
(organization of a Fabricast division at Jones Mills) because of a contract we 
made at Chevrolet Flint where housings for the tank transmissions for the small 


tank to be made by Ford Motor Co. will be made. We were unable to get any 
information out of their purchasing or engineering departments which, indicates 
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that they intend to make the parts themselves and they don’t want any inter- 
ference from any small company in their production program, 

Here we find a contention, apparently substantiated, of existing 
facilities being duplicated and big business failing to utilize small- 
business capacity. 

Certainly I agree with the Maco Corp. that this is a situation which 
should be investigated by this committee or by another committee of 
Congress with jurisdiction, 

Certainly, in view of the Maco statement, the pending application 
of General Motors for a $2,700,000 certificate of necessity should not 
be granted on the Jones Mill permanent mold plant until its actual 
necessity is determined. 

It is undoubtedly, such situations as this which caused the Attorney 
General to conclude that we— 
have not made adequate use of all our business resourees * * * in defense 
production and in expanding our general economic potential. 

The expense of both a national and regional staff to assure full 
utilization would be small indeed if it was contrasted to the sum of 
income tax which would be paid today by a fully used small-business 
structure plus the tax amortization loss on just those facilities which 
duplicate existing plants and machines. 

Until we do have a complete inventory of production facilities, we 
will never know what part of the total accelerated amortization tax 
loss, estimated to be $2,052,000,000 in the next 5 years, might have 
been saved. But, no matter what the tax situation, we cannot afford 
an economy which operates at less than full capacity. To assure that 
full capacity we can afford whatever it costs. 

A hit-or-miss program, which builds a new fabricating plant in 
Arkansas while facilities are idle in Indiana, is a luxury which weakens 
our defense program. 

Situations such as this are duplicated, to a greater or lesser degree, in 
many sections of the country. I have evidence of that from my own 
Seattle area. 

In my opinion the mere existence of complaint is proof that we are 
not making the best use of our productive capacity. 

It should be the responsibility of the Government to see that the 
best use is assured. 

I cannot subscribe to the philosophy of production by lawyers 
which Chairman Maybank stated so well in Joint Committee on De-: 
fense Production hearings when he assigned the size of the big-business 
share of certificates of necessity to the fact that— 

They have capable lawyers—I mean nothing against lawyers, but they (big 
business) have engineers, accountants, and what-have-you and they can afford 
to pay men of that type. But the smaller firms unfortunately do not have 
finances to do that. 

The aim of my amendment is to assure that production is not lost 
because small business cannot afford representation. It would 
accomplish just what the Maco Corp. asked in the last paragraph of 
its letter of May 17: 

All companies that are being forced out of business by NPA rulings should be 
eiven an opportunity to make defense products before either Government funds 


or certificates of necessity are issued to large companies like General Motors 
to create facilities to make products that could be made by smaller companies. 
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Since $400,000 in accelerated amortization has been granted 
Ex-Cell-O, it should be the responsibility of the defense agency io 
disprove the contention that it duplicates existing and idle capacity. 
It should be the duty of the defense agency to ascertain in advance 
that it is not granting accelerated amortization when it is not es- 
sential. 

Mr. Chairman, I ask that my proposed amendment and the two 
letters from the Maco Corp be printed in the record at this point. 


AMENDMENT TO H. R. 3871 


On page 41 after line 12 insert the following: 
“Sec. 109. The Defense Production Act of 1950 is amended by inserting im- 
mediately after title VII thereof a new title VIII. 


“TITLE VIII—PLANT UTILIZATION COUNSEL 


“Sec. 801. It is the sense of the Congress that the objectives of this Act will 
be furthered by 

(a) the fullest possible use of independent small business enterprises in 
defense procurement; and 

“(b) careful consideration of the effect upon independent small business 
enterprises of materials conservation and limitation orders. 

“Sec. 802. In carrving out this poliey the President shall 

(a) coordinate and determine the means by which the productive capac- 
ity of independent small business concerns can be most effectively used for 
national defense and essential civilian production; 

“(b) require all governmental agencies to provide upon his request de- 
tailed information with respect to the placing of defense procurement con- 
tracts; and 

‘“(e) require all governmental agencies to consult with him in the issuance 
of orders limiting production by business enterprises in order that inde- 
pendent small-business concerns will be most effiectively used in the produc- 
tion of articles, equipment, supplies, and materials for national defense and 
essential civilian purposes. 

“See. 803. The President shall, whenever he determines such action necessary 

‘“‘(a) consult with appropriate governmental agencies concerning the de- 
velopment of procurement policies and procedures; 

“(b) review proposed procurement actions to ascertain their suitability 
for placement with independent small-business enterprises; 

“(e) obtain detailed information as to the methods and terms which holders 
of prime procurement contracts use in letting subcontracts, and obtain de- 
tailed information as to the extent to which such prime contractors entered 
into subcontracts, and take action to promote the letting of subcontracts by 
prime contractors to small business concerns; 

“(d) certify to governmental financial agencies and guaranteeing agencies 
the amount of funds required to convert to defense production any plant of 
an independent small-business concern interested in obtaining the funds 
necessary to provide for such conversions; 

‘“(e) certify to Government procurement officers with respect to the ade- 
quacy of production facilities and credit, of any independent small-business 
concern to perform an individual Government procurement contract or to 
participate in specific classes of Government procurement; 

“(f) make and maintain a complete inventory of all productive facilities 
of independent small-business concerns which can be used for defense and 
essential civilian production, and in connection therewith to arrange for the 
use of the facilities of any appropriate group or agency, governmental or 
nongovernmental; 

“(g) obtain from any Federal department, establishment, or agency en- 
gaged in defense procurement or in the financing of defense procurement or 
production such reports concerning the letting and methods of letting con- 
tracts and subcontracts and making of loans to business concerns as he may 
deem pertinent in carrying out his functions under this Act; 

“(h) obtain from suppliers of materials detailed information pertaining 
to the methods of filling orders and the bases for allocating their supply for 
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the purpose of assisting independent small businesses to obtain materials for 
defense or essential civilian production from its normal sources; 

‘““(j) make recommendations to the appropriate Federal agencies to insure 
a fair and equitable share of materials, supplies, and equipment to inde- 
pendent small business concerns for the benefit of the defense program or for 
essential civilian purposes; and 

‘““(j) determine within any industry the independent concerns, firms, 
persons, corporations, partnerships, cooperatives, or other business enter- 
prises, which are to be designated ‘small business concerns’ for the purpose of 
effectuating the provisions of this Act; 

““(k) establish such procedures governing the issuance of certificates under 
section 124A (e) of the Internal Revenue Code as will insure that no such 
certificate shall be issued with respect to the construction, reconstruction, 
erection, installation, or acquisition of a facility for the production of any 
material when productive facilities of independent small business concerns 
are available which can reasonably meet the same need. 

“Sec. 804. In any ease in which an independent small-business concern has 
been certified by or under the authority of the President with respect to the 
adequacy of productive facilities and credit to perform a specific governmental 
procurement contract, the officers of the Government having procurement powers 
are directed to accept such certification as conclusive and are authorized to let 
such Government procurement contract to such concern without requiring it to 
meet any condition with respect to productive facilities and credit other than such 
conditions as may be included in such certificate. 

“Src. 805. Special consideration in proceedings under the Renegotiation Act of 
1951 shall be given to the holders of Government prime contracts, and holders of 
subcontracts thereunder, who subcontract to independent small-business concerns, 

“Sec. 806. The President shall make a report every six months with respect to 
operations under this title to the President of the Senate and the Speaker of the 
House of Representatives. Such report shall include such information and such 
comments and recommendations, with respect to any idle productive facility and 
to the relation of independent small-business concerns to the defense effort, as the 
President may deem appropriate. 

“Src. 807. The President shall delegate the power and authority conferred 
upon him by this title to an officer in the Office of the Defense Production Admin- 
istrator. Such officer shall be known as the Plant Utilization Counsel.”’ 

Sec. 2. On page 38, line 22 strike out ‘‘and’”’, change the period in line 24 to a 
semicolon, and add the following: ‘‘and by inserting at the end thereof the follow- 
ing: ‘Title VIII—Plant Utilization Counsel.’ ” 


STATEMENT OF HON. WESLEY A. D’EWART, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MONTANA 


Mr. D’Ewart. Mr. Chairman. For your consideration in connec- 
tion with the extension of the Defense Production Act, I wish to 
submit samples of the letters I have received from Montana with 
regard to price and wage control. I have yet to receive a letter from 
anvone who is satisfied with the manner in which price and wage 
controls have been administered, and must report that both in my 
correspondence and in my conversations with individuals during a 
recent visit to Montana, there is no demand for the continuation of 
the present price-wage program. 

Indeed, the prevailing sentiment in the Second District of Montana 
is that the present price and wage controls as administered are un- 
realistic, have not been beneficial to business, labor, agriculture, or 
the consumers, and by their restrictive nature will probably add to 
the fires of inflation rather than curb that danger to our economy. 

My files concerning OPA during the last war show the result of 
OPA ceilings on livestock and meat. Mr. DiSalle has implied that 





2160 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


livestock men will produce meat as a patriotic measure. There js 
no question that livestock men are among our most patriotic citizens, 
but it is not patriotism that is at stake here. A producer canno} 
stay in the business of raising livestock unless he has an opportunity 
for a reasonable profit. He will not have that opportunity under 
present controls. The result will be reduced production at a time 
when our greatest need is increased production. 

I believe I represent the sentiment of the majority of my con- 
stituents when I state that the President’s request for additional 
authority over prices and wages should not be granted, but that 
greater emphasis should be placed upon credit controls, a wise system 
of Federal taxation, reduced Federal spending, a sound Federal fiscal 
policy, and other steps aimed at the causes of inflation. 

It is within the province of your committee to extend the powers 
of allocation, loans for production of strategic materials and credit 
curbs which deal with the causes of inflation and are sufficient authority 
to enable the President to cope with the situation now confronting us. 
Beyond this, it is my hope that the committee will not extend or 
expand the present act. 

In support of these conclusions, I submit for the record of your 
hearings a resolution adopted by the Montana Stockgrowers Associa- 
tion, a statement by the Farmers Union newspaper, and samples of 
the many letters I have received regarding the Defense Production Act. 


VIII. ContTrRo.ts 


Whereas OPS has placed unreasonable, unworkable, and unrealistic controls on 
cattle, and 

Whereas the experience under OPA during World War II resulted in— 

1. Black markets. 

2. Maldistribution of product. 

3. Disruption and reduction of meat production. 

4. Health hazards— unsanitary practices, lack of inspection. 

5. Loss of byproducts— including life-saving pharmaceuticals, such as 
insulin. 

6. Steps toward Government regimentation of our entire economy. 

Whereas sound economic principles indicate that lower prices and an adequate 
supply of meat for consumers will result only from increased livestock production: 
Therefore, be it 

Resolved, That we recommend that Congress and the administration adopt the 
following constructive program in attacking the present dangerous inflationary 
trend: 

. Limitation on consumer credit. 
. Incentives for individual saving. 
. Strict economy by Government. 
. Pay-as-we-go taxation. 

5. Sound fiscal policies. 

And be it further resolved, That the members of the Montana Stockgrowers 
Association pledge themselves to faithfully support the above-recommended pro- 
gram by making every effort to increase the supply of beef available to the 
consumer. 

Attest: This is a true and correct copy of resolution No. 8 adopted by vote of 
the members of the Montana Stockgrowers Association in its sixty-seventh 
annual meeting at Great Falls, Mont., May 24, 25, and 26, 1951. 


E. A. PHILLIPS, _ 
Secretary, Montana Stockgrowers Association. 
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SENATE OF THE Strate OF MoNntvANA, 
Roundup, Mont., May 14, 1981. 
Hon. Westey A. D’Ewarrt, Congressman, 
Washington, D. C. 

Dear Westey: I have endeavored to study and understand something about 
OPS regulations affecting retail merchants and find it very difficult to understand 
fully the explanation, to say nothing of the regulations themselves. It seems to 
me the merchants, especially the smaller ones, are faced with what is actually an 
impossible situation. They are expected to get their price credit list all com- 
pleted, mailed in, and acknowledged before May 31. They are required to locate 
and list from every invoice, no matter how old. 

I do not believe that we actually have inflationary conditions, at least in this 
locality. For instance, take the hardware and appliance people. Their shelves 
are loaded with goods and what they need above everything else is salesmen and 
bill collectors. If there were a shortage, there might be a reason for some type 
of price regulation. The OPS system, however, goes far and away beyond any- 
thing that was ever devised by a Government agency. Their staff does not seem 
to pretend to explain these regulations. They simply tell the merchants to com- 
ply orelse. This situation reminds me of 1920: and I would not bé surprised if 
we were about to enter a period of lower prices stemming from bad accounts and 
large inventories. 

I may be wrong, but it seems to me that we would be a Jot better off without 
the OPS. 

With personal regards, 

Very truly yours, 

J. A. Liaeerr.. 
Senator J. A. Liagert, 

Musselshell County, Roundup, Mont. 


RIVERSIDE RANCH, 
Big Timber, Mont., May 6, 1951. 
Hon, Westgey A. D’Ewart, 
Washington, D. C. 

Dear Mr. D’Ewart: The recent price roll-back of beef by Price Controller 
DiSalle is in effect not ‘‘price control” but confiscation of millions of dollars worth 
of beef cattle. Freedom is getting pretty bottled when the strcke of a bureau- 
crat’s pen can wreck an agricultural enterprise overnight. If the ranchers’ operat- 
ing costs were rolled back similarly then there would be some sense to it but the 
roll-back represents what profit there was in the business. Personally I’m not 
going to attempt to make ends meet under such a penalty. Mine are going to 
market, and I’m going fishing as apparently the Government knows how to raise 
them cheaper. 

Would be glad to get your views and is there a possibility of a repeal. 

Yours truly, 
A. R. Bucutt. 


Unitep MINE WorKERS OF AMERICA, 
Billings, Mont., May 18, 1951. 
Hon. WesteyY ABNER D’Ewart, 
United States Representative, 
House of Representatives Office Building, 
Washington 25, D. C. 

Dear ConGREssMAN D’Ewart: The United Mine Workers’ district 27 of the 
State of Montana, request that you lend your support in opposition to the ex- 
tension of the Defense Production Act of 1950 which will expire on June 30, 1951. 

District 27 joins with the international executive board of the United Mine 
Workers in deploring the original passage of this ill-conceived, restrictive and 
prejudicial legislation. We denounce its present confused and confounded ad- 
ministration and condemn it as absolutely inoperative. We further consider the 
abortive attempts to stabilize prices and wages as a direct violation of your 
manifesto to protect the American way of life. 


Sincerely yours, 
W. E. Borie, 


President, District 27, UMW A. 
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Tue Froiww Drue Co., 
Froid, Mont., May 17, 1951. 
Congressman D’Ewart, 
Washington, D. C. 

Dear Mr. D’Ewarr: This man DiSalle looks like a third rate bartender. 
However, judging from his orders, etc., I doubt very much if he can qualify as a 
good third rate bartender. 

I am 68 years old—operate a small drug store—my wife and myself operate this 
store. 

I would not live long enough to comply with the damn orders that DiSalle has 
sent out for drug stores. His order CPR 7 demands price date, records, and 
tabulations which go far beyond the physical ability of most retail druggists to 
meet. 

In the next town north of here is a store operated by Clint Poe and his son and 
they have about the same sized stock as myself. Poe told me yesterday that he 
and his son spent 8 hours making the required list of vitamins only and then 
was unable to supply the information required. Vitamins would not amount to 
even 1 percent of our stock. Demands of DiSalle are unreasonable and unwar- 
ranted, in fact, they are impossible to comply with. And to make this worse, 
they threaten us with FBI investigators. They are well trained we are told. We 
are told we will have our store closed—be jailed—be fined, etc. 

With a few like DiSalle making threats I ask, ‘‘Why should we fear commun- 
ism?” Those kind of guys will make Communists. 

I think it is up to Congress immediately to stop this kind of business before it 
has a chance to do any more damage—damage to business and damage to our 
citizenship. 

These orders must have been complied with before May 31 or many penalities 
apply. 

An extension is no good. As I said, I would not live long enough to comply with 
this damn order. 

Kick DiSalle out—replace him with a more sensible and reasonable man 
and see that orders are such that any well-meaning small-business man can 
comply with without spending the rest of his life doing it. 

Congress must get busy on this. 

Yours truly, 
F. L. DaRuanp, M. D. 


Missouta County CENTRAL TRADES AND LABOR COUNCIL, 
Missoula, Mont., March 10, 1951. 
Representative WresteEyY D’Ewart, 
House Office Ruilding, Washington, D. C. 

Dear Srr: The local unions of Missoula, Mont., through this body, have 
expressed their dissatisfaction with the unfair treatment meted out to the working 
people of America, organized and unorganized alike, by the officials of the Wage 
Stabilization Board and price-fixing agencies. 

The workers of America stand ready and willing to assume their fair share of 
the responsibility in the mobilization of our country for its protection. Our 
people fully realize the gravity of the present state of affairs, and wish to cooperate 
wholeheartedly with our Government, but we feel that we have been discriminated 
against, and have not been given a fair opportunity to fulfill our obligations as 
American citizens. 

We therefore humbly request your able assistance in bringing about a fair and 
equitable adjustment of the unfair and glaring apparent hostility toward Labor 
of the officials responsible for wage and price fixing. 

We feel certain you will do everything in your power to restore peace and 
harmony among the people of America for the common good. We know this is 
a job for all the people, and we must have harmony to achieve our common 
objective. 

Thanking you for your attention, I am, 

Yours truly, 
James S. UmBeEr, Secretary. 
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GLENDIVE Meat MARKET, 
Glendive, Mont., April 11, 1951. 
Hon. Westey D’Ewart, 
Washington, D. C.: 

Last month I received a flock of regulations for the small slaughterers which 
I thought were a lot of nonsense. This morning I received a worse mess from 
the OPS on retail food ceilings. No sane man could have written so many pages 
and say nothing. Practically all of our prices will not have to be changed accord- 
ing to the mark-ups but the reading and work and regulations are enough to drive 
a merchant nuts. 

And today after hearing of the MacArthur deal I am more than ever in favor 
of ousting our President and all of his henchmen and “‘Stabilouser’s.” If Truman 
couldn’t even run a shirt shop, how can be run a country? 

Sincerely, 
Nick MEISSNER. 


May 12, 1951 
Whereas we, the Custer County Farm Bureau of the State of Montana, as- 
sembled here at Bolborg, Mont., in regular meeting this 11th day of May 1951, 
do recognize our duty and privilege to consider any and all things for the better- 
ment of agricultural and the economy of the state and Nation; and 
Whereas we fully realize the emergency now facing our people, both nationally 
and internationally, and pledge ourselves, wholeheartedly, to exert every effort 
in the production of more agricultural products; and 
Whereas we are ever cognizant that beef prices are high but that any and all 
articles, we must of necessity purchase are equally high, such as, farm machinery, 
automobiles, trucks, and transportation charges; and 
Whereas it is our firm conviction that price controls and roll-backs on beef or 
any agricultural product tends to depreciate the individual initiative to produce 
more; and 
Whereas it is our earnest belief that increased production is the real solution to 
inflation: Now, therefore, be it 
Resolved, That the Custer County Farm Bureau go on record as being unalter- 
ably opposed to the reenactment of article IV of the Defense Production Act; 
and be it further 
Resolved, That a copy of this resolution be sent to each of the following persons: 
Senator James E. Murray, Senator Zales N. Ecton, Congressman Mike Mansfield, 
Congressman Wesley A. D’Ewart, and OPS Administrator Michael DiSalle, 
Custer Country Farm BuREAU, 
Mrs. Henry Tuomas, Secretary. 


PETERSON Co. HARDWARE, 
Plentywood, Mont., May 15, 1951. 
Hon. Representative Wesiey D’ Ewart, 
House of Representatives, Washington, D. C. 

DraR REPRESENTATIVE D’ Ewart: We would like to urge you to do something 
about this OPS CPR amendment 2. 

We have a hard enough time trying to run our business, pay taxes, and meet 
the plentiful competition there is nowadays without this senseless mass of compli- 
cated detail being shoved upon us. 

It’s absolutely ridiculous as far as we are concerned and if the OPS gets away 
with it, even in a modified form, they will probably have more regulations to pile 
on it. 

You know our country here and how through the years the merchants have had 
to take whatever Mother Nature offered us and it was damn slim pickings at times 
too. And now we are supposed to buck competition, crop conditions, pay-till- 
it-hurts taxes, and with it all the Government hoists on this mess of regulations 
to make it just as disagreeable as possible. The incentive system is sure taking 
an awful beating. Are we to turn into another Great Britain with its something- 
for-everybody free program and nobody-actually-gets-nothing system? 

If there’s a big scarcity a lot of us merchants with big overstocks wish they’d 
notify someone down some place to come up and take this merchandise off our 
hands. We might even give them a good discount way under OPS margins. 
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Well, you have an idea how we feel about OPS, and I’ve yet to find a merchant 
who thought it was worth a good * * *, Whatever you can do to take it 
and throw the whole mess on Joe Stalin will be appreciated. It would cause a 
bigger eruption than the atomic bomb we’re sure. 

Very truly yours, 
Donatp D. Prrerson. 

Volume 1, series 1—this is the first 6f a series until this damn thing is thrown at 
DeSoto or DiSalle or whatever his name is. 


Unitrep Mine Workers or AMERICA, 
Loca Unton No. 2301, District 27, 
Stockett, Mont., June 1, 1951. 
Wes.tey D’Ewart, 
United States Representative, Washington, D. C. 

Dear Representative D’Ewarrt: At our last regular meeting of local No. 
2301, U. M. W. of A., Stockett, Mont., the membership urged you oppose the ex- 
tension of the Defense Production Act of 1950, which expires on June 30, 1951. 

Sincerely yours, 
JoHun Mare, Recording Secretary. 


STATEMENT From THE FARMERS UNION HERALD, JuNE 4, 1951 


Both the administration of price control and hearings on the Defense Produc- 
tion Act are proving to be a farce. DiSalle’s crack-down on meat prices and other 
commodities have cost housewives and farmers millions of dollars. The result 
of price ceilings here in Washington have upped the price of meat by about 10 
yercent. 

' DiSalle’s controls on prices of things the farmer buys have also been increased. 
DiSalle has shown a tender solicitude for businessmen at the same time that 
he was talking loudly about cracking down on them. 

The Price Administrator was confronted by a Farmers Union spokesman at a 
recent conference about this situation. The spokesman for FU asked DiSalle 
bluntly what he was going to do about the daily rising costs of everything the 
farmer buys, particularly those commodities and materials necessary for farm 
production. 

DiSalle lamely replied that he would not do anything to penalize efficiency, 
adding, however, that when profits in an industry were unduly high he would turn 
down applications for price increases. Many here believe that DiSalle is con- 
ducting his campaign for the Senate from his office in Washington. There is a 
persistent rumor that DiSalle wants to get into politics. 


STATEMENT OF HON. EDWARD H. REES, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KANSAS 


Mr. Rees. Mr. Chairman, I am submitting for the record a letter 
I have received from Mr. E. T. Anderson, of Emporia, Kans., one of 
the successful cattle feeders and livestock operators in my part of the 
country. 

Mr. Anderson has had a lifelong experience in the livestock business. 
He understands the problem from all angles. Mr. Anderson and his 
son, who own the Anderson Cattle Co., have produced hundreds of 
thousands of tons of beef for the market during the past few years. 

I feel his statement is entitled to consideration from the membership 
of this committee and from the country. 
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May 24, 1951. 
Hon. Epwarp H. Rexzs, 
House Office Building, Washington, D. C. 


Dear Mr. Ress: In order to make it more clear how the recent roll-back order 
on beef and cattle has affected us, I wish to present the following facts. 

We do not raise any cattle but buy what is known as feeder cattle, mostly steers 
(occasionally some feeder heifers). These feeding cattle are raised and grown by 
ranchers and vary a great deal in quality and price but usually are 2 to 3 years 
old when we buy them. 

These feeding cattle are not fleshy enough to be desirable for slaughter, so we 
place them on a ration of all the grain that they will consume for a period of 40 to 
120 daysor untilthey are good killing cattle. We continue this operation through- 
out the whole year. In order to do this we buy cattle constantly and also have 
cattle ready for the market all the time throughout the year. 

Owing to the high prices prevailing on feeding cattle from the middle of January 
and the high price of grain our net profits on cattle purchased after January 15 
has been below 2 percent, even up to the time this roll-back order was announced. 
When this order was announced we had some over 1,400 steers in our feed lots. 
lt should be very plain that if we had a margin of profit in those cattle of 2 percent 
and the packers are ordered to reduce the price 10 percent that we must take a 
loss of 8 percent on our holdings or some over $25 per head. 

According to Michael DiSalle this 10 percent referred to above is to be turned 
over to the packers and retailers, who have made him believe that they were in a 
squeeze, This might apply to some small inefficient packer but as to the big 
packers, it is out-and-out silly. The big packers can reduce the price on live 
cattle any time they see fit to do so. They always have been able to do so and 
candoso now. ‘The best evidence is what they did to the market the first 2 weeks 
of this month, commencing May 1 when $3 per hundred were taken off the price 
on some classes of steers, 

Last January, when the OPS placed a ceiling on the various grades of beef, the 
packers were fully informed and without any floor under the price of live animals 
it does not make sense that the packers would continue to buy live cattle at a 
price where they would lose money. There was nothing to keep them from 
making their purchases in line with the market. An ordinary junk dealer would 
use better judgment than that. 

This roll-back order with all of its inconsistencies and unworkable features is 
the most vicious as well as unprecedented order ever forced upon any group of 
American citizens. 

We fail to grasp any appreciable difference between taking 10 percent off the 
value of a bunch of cattle or to take 10 percent out of the bank account after the 
cattle have been sold and the money placed in the bank. The effect on the 
owner would be identical. 

Other provisions in this order are also very dangerous. The setting of quotas, 
so that at times the packers are prohibited from buying, even though the livestock 
is available, could prove disastrous to the producer. 

Only yesterday the headlines of the Kansas City Star read as follows, I quote: 
“Quota hits hogs, prices dip 50 to 75 cents as supply exceeds OPS slaughter 
limit.’’ This needs no explanation. 

Livestock is produced by so many people over such large areas that no coordina- 
tion exists as to time or numbers to be marketed through out any period, therefore 
more than natural numbers come to these public markets certain periods. Weather 
conditions also play a big part as to the time cattle are forced to the markets. 
These and various reasons make it impracticable to enforce quotas without bad 
results, 

Without producing a pound of beef we are adding to our tax burden an untold 
sum of money to pay for thousands of people who will be needed to carry out this 
order, besides the millions of dollars it will cost the people who are to carry on 
their business. 

Most every manufacturer or producer of manufactured goods put the price 
tag on for which the article must sell for, not so the farmer and livestock man. 
He is in a class by himself, who produces the most vital products to sustain life 
and when he gets. that done he lays it on the counter and invites the buyer to 
help himself and pay for it what he, the buyer, thinks it is worth and still DiSalle 
now feels obliged to come to the rescue of the poor and innocent packer, and those 
in the meat trade, who according to DiSalle was being robbed by the farmers and 
livestock men. 
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From some quarter it is intimated that the livestock men and farmers will go 
on a strike and arbitrarily withhold cattle from the markets. In my opinion very 
few, if any, will do this arbitrarily but if they face a loss of $25 to $50 per head on 
their cattle now in the feed lots, they should hold them back awaiting to see if 
the good judgment and fairness of our representatives in Washington will come 
to their rescue. 

Farmers and livestock men never have gone on a strike and I feel certain that 
they will not do so now but they do expect and are entitled to the same considera- 
tion as other citizens get. 

With best wishes I beg to remain, 

Yours very truly, 
ANDERSON CaTTLE Co., INc., 
By E. T. AnpEerson, President. 


STATEMENT OF HON. KARL M. LeCOMPTE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF IOWA 


Mr. LeCompte. Mr. Chairman, price controls have now been in 
effect long enough to satisfy most of us as to whether or not we should 
extend the National Production Act of 1950 and permit them to be 
continued. From my studied observations and from the correspond- 
ence | have received, 1 am very fearful that to continue these controls 
is a mistake. 

Neither the producer nor the consumer is satisfied, and our experi- 
ence in World War II makes me very skeptical of being able to prevent 
widespread black markets. ‘This is particularly true in the case of the 
Government’s meat price control, and in the Corn Belt it is estimated 
that farmers will receive $150 million less for corn-fed cattle because of 
the price roll-back. Last month farmers received from $35 to $45 less 
per head than during the previous month. Receipts in stockyards 
dropped off perceptibly; and there is great concern that the cattle that 
are being withheld from legitimate channels eventually will be sold 
through the black market. 

The experience the Government had with selective rent eontrol 
does not seem to be a happy one. Rent control was not applied in all 
cities but only in selected places and this caused a great deal of dis- 
satisfaction. My own observation has been that most places seized 
the first opportunity to come out from under rent control, and that 
where rent control is needed it can be applied by State authorities. 

I submit for consideration of the committee letters from the pro- 
cessors of meat products, letters from typical and representative 
feeders and farmers of lowa where more grain-fed beef is produced 
than any place else in the world; and in order to make the picture 
complete, I submit letters from the heads of labor organizations whose 
members are ultimate consumers; and every one of these letters ex- 
presses opposition to imposing new controls or extending the controls 
that exist at the present time and expire the last of June. These letters 
would seem to indicate an agreement among the three groups—pro- 
ducers, processors, and consumers—that we will not gain by extending 
controls and that we will most certainly experience the evils of the 
black market in possibly a more violent form than we had during the 
late war. Letters are as follows: 

From G. M. Foster, president, John Morrell & Co., the fifth meat- 
packing company of the world, on June 7, 1951: 

The tragic situation of 1946 in the livestock and meat industry is being repeated. 

Let me review with vou the 1946 situation. You will recall that meat shortages 
existed. This was not only in beef, but also in pork. The price-control law was 
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scheduled to expire on June 30, 1946. A review of our records of the Ottumwa 
plant shows that for the 5 days prior to June 30 we were unable to slaughter any 
hogs. This we believe was due to the uncertainty of the extension of the law 
and packers could not pay more than ceiling prices for livestock. This situation 
continued until the 5th day of July. Then it became apparent that price controls 
were inoperative and livestock moved to market in normal volume at the higher 
prices demanded by farmers. 

Ceilings were reimposed in late August, and for a period of slightly over 5 weeks, 
we were unable to purchase hogs at ceiling prices, and consequently were unable 
to slaughter. Shortly before the elections of 1946 Mr. Truman by proclamation 
removed controls from livestock, and immediately we were able to purchase 
and slaughter livestock. 

The story for cattle and sheep was the same, except that the period of subnormal 
production in June was longer, because beef and lambs are sold as fresh meat 
rather than as cured and smoked meat, and the black market can more easily 
handle fresh meat. 

The situation today is aggravated by two things: 

First, the Government has told us that in the month of June we can only kill 
80 percent of the number of cattle that we skilled in June 1950. 

Second, they have told us that we must buy cattle in compliance, which means 
that we must buy cattle for the month at prices which will average at or below 
the legally permissible cost of the live animal. The effect of this on our business 
has been to sharply curtail the operation of beef-slaughtering plants at Ottumwa, 
lowa; Sioux Falls, 8S. Dak.; and Topeka, Kans. Under the 80 percent slaughter 
quota, our three plants would be able to slaughter for the week ending June 9 
approximately 3,800 head of cattle. Including today’s purchases, we have only 
been able to buy 849 head of cattle in compliance. This is 22 percent of what we 
are permitted to slaughter. Our buyers are in the market and in the country 
each day attempting to buy livestock in compliance. Yesterday at our Ottumwa 
plant we were only able to buy eight head. We are going to continue our efforts 
to buy livestock. It certainly appears to me that the tragic lessons of 1946 are 
being repeated in 1951. 


From Paul C. Morehead, secretary of the Auction Sale Operators 
Association of Iowa, a telegram on June 1, 1951: 


The Auction Sale Pavilion Operators of Iowa at their annual convention have 
unanimously requested me to inform you that they are opposed to the extension 
of price-control regulations under the present set-up. We feel that the regu- 
lations are imposing an extreme hardship on the producers of beef. 


Two letters from a leading labor organization in Iowa: Frank D. 
Wilson, president, district No. 13, United Mine Workers of America, 
Albia, lowa, wrote on May 21, 1951: 


The United Mine Workers of district 13 feel that extension of the Defense 
Production Act of 1950 is further confusion to an already confused administration 
and the proposed control of prices and wages are not to the best interests of the 
people of the United States and particularly affect, adversely, all wage earners. 


John Reay, secretary, local 206, UMWA, Seymour, lowa, wrote 
on May 16, 1951: 


Our reason for opposing enactment of legislation providing for the extension of 
the Defense Production Act of 1950 is that it is not necessary; that such legisla- 
tion is discriminatory, that it creates so much confusion from the red tape of 
administration that it defeats its own ends by causing prices to go higher and 
production to become smaller; that such controls are socialistic and paternalistic; 
that eventually they must be repealed because of their ultimate failure to accom- 
plish their purposes; that such controls are arbitrary and therefore should be 
abolished and should not be renewed. 


From beef cattle feeders I have these comments: C. Groenendyk, 
Jr., of Cedar, Iowa, wrote on May 21, 1951: 

Reference is made to heavy prime live cattle selling during the week of June 
24, 1950, and prime live cattle during the week of April 28, 1951. This com- 
parison is not fair as prime heavy cattle were penalized in 1950 as numbers exceed 
the demand. This year, 1951, heavy cattle sell at a premium as numbers are not 
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large enough to supply the demand. The reason livestock feeders switched to 
lighter cattle is that heavy cattle sold to a disadvantage last year. Last year 
I paid $25 per hundredweight for my cattle, $1.30 to $1.34 per bushel for corn 

$66 a ton for supplement, and labor $5 a day. This year I paid $32 per hundred- 
weight for cattle, $97 for a ton of supplement, $1.66 for corn, and $6 a day for 
labor. According to statistics from the Chicago Daily Drovers Journal of May 
17, 1951, to date 221,000 less cattle were marketed this. year than during the same 
period last year. 


Melvin T. Fife, route 1—-A of Afton, lowa, wrote on May 12, 1951: 


I am definitely against Government control on meat. I firmly believe it will 
make a definite meat shortage. I also believe the consumer will lose by higher 
prices in general due to upgrading and the Government will lose the taxes paid 
by farmers on the income of the meat animals. It will also make mere unneces- 
sary Government jobs to eventually have meat rationing which will be bound to 
come due to Government controls. Meat controls will definitely stop a lot of 
cattle feeding. 


Earle M. Schad, route 3, Creston, Iowa, wrote on May 28: 


My meat-producing capacity has been cut 75 percent on beef this year because 
of the threat of roll-backs, and I am certainly not the only one who feels this way 
about future meat production. The beef roll-back talk, followed by the order, 
hit just when farmers should breed sows for fall pigs and plan their beef program. 
I know of one man in particular who had 140 gilts bred for pigs, took them off 
breeding rations and put them on full feed of corn and is sending them to market. 


Vern C. Johnston, Diagonal, Iowa, wrote on May 24, 1951: 


I believe the quota business will hurt worse than the price cut-back. When 
the packers have killed their quota they cannot buy any more so they are out of 
the market. This has happened in Omaha. If enough packers have their quotas 
filled the last few days of the month, it will be bad for the producer that month and 
the effects will carry over into the next month and it might cause trouble for 3 or 4 
months. It will also cause a shortage of feed cattle because it is not profitable to 
feed cattle after they have reached their prime. It might be 30 days difference in 
feed might be the margin of profit. 


Wilbur L. Plager, field secretary for the Jowa Swine Producers 
Association w rote on May 22, 1951: 


We opposed the Brannan plan when heavy marketings were in sight several years 
ago, in fav or of a good advertising program which placed pork products at the 
consumer's disposal at prices they could afford and at no cost to the Government. 
The results were very satisfactory. The record of the swine men over the period 
of years has been to produce plenty of pork products at prices the consumer can 
afford to pay. We feel production is the only known method of holding prices 
in line. Ceilings retard production which in turn encourages black marketing. 

We are opposed to manufactured scares of scarcity to create any unneeded 
agency that will hinder production and distribution at the expense of the people. 
To date, most prices are higher than before OPS with the only significant result 
being jobs created for defeated politicians. We are against extending the OPS; 
for encouraging production. 


From Mrs. Claude L. Nye, Allerton, Iowa, on June 4, 1951: 


First, Mr. LeCompte, you know that we are patriotic; Claude served in World 
War I and has not had a well day since; is rated ‘permanent partial disabled, 
service-connected.”’ During the last war we worked day and night to produce, 
at such a slim profit, but thought it our chance to ‘“‘help’’; in fact, I raised 1,000 
chicks with a net profit of one-half cent per hour for my labor. Am I doing it 
again, with labor getting higher and higher wages, and shorter hours? No, we 
raise chicks for our own consumption. 

To bring the already-apparent results of the beef quotas and roll-backs right 
down to home; last week our neighbor Max Amis went to Aten’s at Humeston 
where he has a locker—to buy a quarter of beef for them to process and put in 
his locker; they informed him they were unable to get enough beef to retail, to 
say nothing of replenishing lockers. He then went to Corydon, where at ‘the 
Super Value they informed him they could not get enough beef to sell over the 
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counter “and this week we are even short of pork.”” Shortage? Yes, and near 
and drastic. 

Innumerable feeders have sent their stuff to market unfinished—watch your 
market papers—we have 51 head of calves (our own raising) on feed; would have 
sold them now but if we did, their grade is such, under these restrictions, that 
we would definitely lose money on them; our only hope is to gamble further and 
hope that they do well and reach a grade where they will pay for their feed; no 
possible hope of any return for our labor or risk, which, since beef is our only 
project now on account of Claude’s health, means that we shall have worked the 
past year for nothing, at the very best we can hope, and may even be in debt 
for feed, ete., expended on them. 

The future? We are like most of the farmers we talk to and read about; 
going to cut our production to the absolute minimum; and it will take years to 
rebuild; but we cannot see any sense or patriotism in working for nothing when 
Government and Government officials throw money to the four winds. 

The so-called control act has no effect or force on wages; they are going up 
and up and up; and if a person-to-person poll could be taken am sure you would 
find overwhelming sentiment for refusing to continue same. 

Credit controls, tighter and tighter, so people would have to pay as they go— 
then let them choose for themselves how they want to spend their dollars; when 
I go to market, if steak is too high, I buy short ribs; if that is too high, I can buy 
pork or eggs or cheese. When people follow that rule prices will fluctuate at a 
sensible reasonable level so that farmers can produce with some compensation 
for their efforts. 

These remarks are typical of the comments made by property 
owners, all of whom oppose continuation of rent controls: 

1. The cost of upkeep and redecorating has more than doubled in 
the past few years. 

2. Tenants are far more destructive to property under rent control. 

3. The landlord’s wages are “frozen.” The rent is their wages 
which have not been put on a sliding scale according to the increase 
in cost of upkeep and living. 

4. If rent controls are extended, there should be provisions made to 
compensate for increased cost of maintaining rental property (which 
cost has practically doubled since 1942). 

5. Since controls were discontinued locally, the feeling is much more 
congenial between landlord and tenant since both are kept in line. 
The landlord knows he cannot abuse the rental fees by charging too 
much, for controls would be put back on. It allows better mainte- 
nance and he feels free to remove undesirable tenants. The tenant 
is more considerate and careful in the care of property because he 
knows he cannot abuse the property and remain destructive at his 
pleasure. It also encourages more home ownership which is good 
for any nation and makes people assume their responsibilities. Also 
people with children have a better chance of renting because land- 
lords will often give a family who looks dependable a chance #t living 
in his property when he knows that if they prove undesirable he can 
have them removed, while under control they were more careful 
about letting families with children in because the process of removal 
was too long, permitting too much damage to take place before the 
correction was made. : : 

On May 19, 1951, Walter V. Verhille, president, Ottumwa Property 
Owners Association, Ottumwa, Iowa, wrote: 

I might add that we here in Ottumwa have had decontrol since last December 
through the action of the Housing Expediter. This action was only taken when 
we were all set to go through our local council and it looked certain that it was 
going to pass. Both tenants and landlords are much happier now and want to 
make sure that this relationship continues and is not upset again by this new 
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s 
legislation. We are asking you to do your utmost to keep this socialistic legis|,- 
tion from becoming law. 
I have scores of additional letters from individuals protesting the 
extension of price and rent controls. The above quotations are 
typical of the sentiment they expressed. 


JOINT STATEMENT BY REPRESENTATIVES HOWARD BAKER AND 
ALBERT GORE OF TENNESSEE 


Mr. Chairman and gentlemen of the committee, we (Representative 
Howard Baker, Second Congressional District of Tennessee and 
Representative Albert Gore, Fourth Congressional District of Tennes- 
see) feel that a rank injustice is about to ‘be practiced upon citizens of 
Oak Ridge, Tenn., by the Atomic Energy Commission. As you know, 
all housing facilities and other properties in Oak Ridge, Tenn., are 
owned by the United States Government. 

On January 23, 1951, Roane-Anderson Co., as agent for the United 
States of America and/or the United States Atomic Energy Commis- 
sion, announced a new schedule of so-called ‘‘shelter rent rates for 
dormitories and family residential units effective August 1, 1951,” 
which increases the rent an average of 28 percent; notwithstanding 
the fact that the Atomic Energy Commission increased the dwelling 
rentals on all Government-owned housing in Oak Ridge, Tenn., 10 
percent in the summer of 1949. We understand that H. R. 3871, the 
bill to amend the Defense Production Act of 1950, now being con- 
sidered by this committee, expressly extends rent control to all 
Government-owned housing in defense areas and, of course, would 
include Oak Ridge, Tenn. However, upon the assumpticn of the 
possibility that H. R. 3871 may not be enacted and become effective 
prior to June 30, 1951, and that the Housing and Rent Act of 1947 
as amended may be temporarily extended, we urge that the provisions 
of the Housing and Rent Act of 1947, as amended by the Defense 
Production Act of 1950, be amended so as to expressly include resi- 
dential units and dwellings at Oak Ridge, Tenn. 

It is not the purpose of this statement to justify in every detail the 
present rent schedules at Oak Ridge, but it is the purpose of this 
statement to assert without equivocation that, in our opinions, at a 
time of rising costs of living, making necessary the consideration of 
an extension of rent control, wage control, price control, and other 
economic regulations on a national scale, it is both a contradiction of 
Government policy and basically unfair for rents to be increased an 
average of 28 percent at Oak Ridge, Tenn. 

We submit for the consideration of the committee and for the com- 
mittee’s record a detailed analysis of the proposed rent increases, 
together with various resolutions, letters, and statements from citizens 
and organizations of Oak Ridge, Tenn., consisting of 36 pages. 

We have introduced two se parate bills, H. R. 4280 and H. R. 4478, 
respectively, which would accomplish a similar purpose; to wit, the 
transfer of jurisdiction of rent rate schedules to the United States 
Housing Expediter. However, since the proposed rent increases are 
to become effective on August 1, and because of the difficulty in 
securing expeditious action on individual bills, we feel it urgent that 
the bill by which it is proposed that the Defense Production Act of 
1950 and the Housing and Rent Act of 1947, as amended, be extended 
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contain provisions expressly extending rent control on residential 
dwellings to Oak Ridge, Tenn. 

We consider this an urgent matter, which will not only affect the 
cost of living and well-being of a large number of our fellow citizens, 
but which will indirectly affect the good will and continuity of pro- 
duction at the vital Atomic Energy Commission plants at Oak 
Ridge, Tenn. Therefore, we respectfully urge and request your 
careful consideration. ; 

The CuarrMan. Thank you, gentlemen. 

Call the next witness. 

Mr. Hatianan. Mr. Peter Marchetti, executive secretary of the 
Property Owners Association of Omaha, Nebr. 

Mr. Marcuerri. Mr. Chairman, members of the committee, my 
name is Peter Marchetti, Omaha, Nebr., and I may say it is a rare 
privilege for me to follow the distinguished witnesses of this morning, 
Senators and Members of Congress of the United States. 


STATEMENT OF PETER E. MARCHETTI, EXECUTIVE SECRETARY, 
THE SMALL PROPERTY OWNERS ASSOCIATION OF OMAHA, 
NEBR. 


Mr. Marcuerrtt. I have practiced law continuously in Omaha since 
1936, except for a 42 months’ absence in military service. I am 
appearing here as executive secretary of the Small Property Owners 
Association of Omaha, Nebr. This organization limits its membership 
to owners of residential real property who manage less than 100 units. 

From August of 1947 to May 3, 1948, when my appointment was 
terminated by the Housing Expediter, I was chairman of the Omaha 
Defense Rental Area Advisory Board. From my experience on that 
board, as attorney for both tenants and landlords under Federal 
control, and in my position as secretary of the Small Property Owners 
Association, and vice chairman of the Nebraska Property Owners 
Association, I feel that I am reasonably well qualified to testify as to 
the effects of rent control by the Federal Government and the results of 
decontrol by the Federal Government and the results of decontrol in 
Nebraska and in particular in the city of Omaha. 

On behalf of the Small Property Owners Association of Omaha and 
other smaller operators of rental property in Nebraska, we wish to 
urge that title IV-A of the Defense Production Act be deleted there- 
from in its entirety and that Congress abolish Federal rent control. 
We are convinced that in our community, as elsewhere, Federal rent 
controls are unnecessary, and in fact are inimical to the best interests 
of both property owners and renter, as follows: 

1. Controls create an artificial, false, and deceptive shortage of 
housing units. 

2. It results in a decrease of detached single dwelling structures, 
which are sold off the rental market, to the great disadvantage of 
families with children. 

3. It leads to single occupancy of dwelling units by persons who 
otherwise would share occupancy and divide rents. 

4. It removes the right of the owner to bargain with the renter. 

5. It compels the owner to retain a tenant who is hostile to him. 

6. It deteriorates owner-renter relationships. 
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7. It leads to the deterioration of properties if rents are kept at such 
low levels as to make repairs, decoration, and renovation prohibitive 
to the owner. 

8. Rent controls cannot and do not provide more homes or better 
homes. 

9. It requires one class of the American people to subsidize another 


THE OMAHA RENT CONTROL PICTURE 


My first observation of the workings of Federal rent controls in 
Omaha, which was later corroborated by my experience on the rent 
advisory board, was that, irrespective of the reason for the imposition 
or retention of rent controls, the enforcement appears to be based upon 
two unwarranted assumptions: First, that all property owners, or for 
that matter merchants under price controls, are dishonest, greedy, 
unscrupulous, and intent upon victimizing those with whom they do 
business; and, secondly, that the consumer, be he customer or tenant, 
is totally incapable of looking out for his own interests, is of insufficient 
mental or moral capacity to deal with his fellow citizen, and hence 
must be protected from his own ignorance and the cupidity of the 
supplier by the bureau charged with administering controls. 

No housing shortage existed in Omaha prior to the imposition of rent 
controls in 1942. The 1940 census figures show that time, with 62,135 
occupied dwellings, there were 3,591 vacant dwellings. 

When I returned from the service in November 1945, I can testify 
that there was a definite shortage of rental housing in Omaha. I lived 
with my in-laws 6 months before I could get possession of the duplex 
which I purchased via the GI bill. Rent control in Omaha had 
created an artificial rental housing shortage. 

In Omaha, as elsewhere, several factors entered into the deceptive 
shortage created by rent controls. The occupancy freeze feature of 
controls, which prohibits the property owner from evicting a tenant so 
long as the renter tenders the rent, causes rental property to be with- 
held from the market. This is particularly true in the case of older 
people, who have a single unit to rent in their homes. 

Many of these people, some retired, with their families grown up, 
alter their homes to accommodate one family. After one frustrating 
experience trying to rid themselves of an undesirable, bothersome or 
destructive tenant under the occupancy freeze, when these tenants 
finally vacate the premises in many instances such property owners 
elect to allow their rental units to stand vacant rather than to take the 
abuse to which they are subjected by both tenant and rent office. 

Freezing rents at a low figure causes a maldistribution of housing by 
increasing the number of dwellings occupied by one person. It was the 
experience in Omaha during World War II that many working girls, 
bachelors, widows, widowers, and divorced people who formerly 
shared rental housing and divided rent, with increased earnings and 
unable to purchase consumer items due to war scarcity, each took his 
own individual dwelling. The 1950 census figures show that in 1950, 
over the Nation, there were 3.9 million dwellings occupied by one 
person, representing an increase of 45 percent over 1940. This factor 
accounted for the inability of returning veterans to rent accommoda- 
tions after the end of hostilities upon their return to their home towns. 
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Another serious factor contributing to the shortages occasioned by 
the maintenance of rent controls unduly long is reflected in the removal 
of detached swellings from the rental market. With rents frozen, 
owners find it more profitable to sell single-dwelling structures. In 
Omaha, 1950 preliminary United States census report, indicates that 
in 1950, 67,200 dwelling units were owner-occupied, or 64 percent of 
the total, while in 1940, 43,000 units were owner-occupied, or 49 per- 
cent of the total. ; 

The selling of detached dwellings out of the rental market has a 
decidedly adverse effect upon tenants, particularly those with children, 
who are forced to move to allow occupancy by the new owner. These 
tenants soon come to the conclusion that rent control works to their 
disadvantage, as one after another dwelling is sold out from under 
them. It is amusing to note that the last rent director assigned to 
Omaha, Mr. W.S. Wingerd, was forced to purchase a home in Bellevue, 
Nebr., to find housing for himself and family during rent controls. 
What is more ironical, he purchased within a stone’s throw of a 
development of some 600 houses built in 1942 as rental units, each 
of which was owner occupied by early 1947. 

A copy of the report of the Omaha Rent Advisory Board, dated 
November, 25, 1947, to illustrate the workings of rent control on 
detached housing, is appended hereto, marked ‘Exhibit A.” 

With these forces at work, there was still an artificial housing 
shortage in Omaha in 1949. Single occupancy, hoarded housing, and 
the rapidly diminishing supply of single dwelling structures each con- 
tributed its share to the condition. 

The State of Nebraska was freed from Federal rent controls pur- 
suant to a declaration of the Nebraska Legislature that controls were 
no longer necessary in Nebraska. This declaration was concurred in 
by the Housing Expediter who declared that all rent controls would 
expire on November 2, 1949 (LB 538, ch. 220, Nebraska Session Laws, 
1949). 

It may have been pure coincidence that the first administrator of 
the wartime OPA, Chester Bowles, was a top-notch advertising man, 
but nevertheless his practices have been carried on with good effect 
to extend and reextend rent controls. Part of the sales program was 
to convince the public that removal of controls would result in rents 
being doubled or tripled, mass evictions, riots and bloodshed, and 
general chaos. 

This propaganda was adopted by many pressure groups and some 
politicians, on the theory that there are more tenants than landlords 
and consequently more votes. In May of 1949, testifying before the 
Judiciary Committee of the Nebraska State Legislature, the mayor of 
Omaha, Glenn Cunningham, said, “The removal of controls would 
create chaotic conditions” and would be a “tragic mistake.”’ 

Dire predictions were made by other opponents of decontrol that 
rents would be raised by greedy landlords to such an extent as to 
cause riots; that renters with children would be driven into the winter 
snows before Christmas of 1949. 

None of these dire predictions came to pass in Omaha. Rent 
controls expired on November 2, 1949. The rate of evictions filed 
in the municipal court of the city of Omaha actually fell below the 
level of evictions filed during rent control when a certificate from the 
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rent director was a prerequisite to bringing an eviction. Not once 
in the first year of decontrol did the number of eviction cases filed hy 
private enterprise exceed 35 suits in any given month from November 
1949 to November 1950. Under controlled evictions 42 cases were 
filed in August 1949, prior to decontrol. The preliminary report of the 
United States Census Bureau shows that in Omaha there were 37,200 
housing units occupied by renters. In the first 12 months of decon- 
trol in Omaha, only 341 eviction suits were filed in the municipal 
court. A chart reflecting the records of said court is attached hereto, 
marked ‘Exhibit B.”’ 

I served as a member of a civic committee designated as the Omalia 
Fair Rent Committee, to assist both owner and renter in making the 
transition from control to decontrol, and to serve as an arbitration 
group to investigate complaints of exorbitant increases and unfair 
treatment. Civic organizations, veterans’ groups, racial groups, the 
city administration, and property owners’ groups were represented on 
this committee. Wide publicity was given to the nature of the work 
of the committee in both press and on the radio. 

The mayor made the city fire stations available as convenient places 
where tenants could file complaints. Only 87 formal complaints were 
made by renters, although forms for making complaints were available 
in every fire house, the city hall, and other places in the city Of the 
complaints, approximately 50 percent were found to be unjustified 
upon investigation in view of the premises rented; about 25 percent 
were found to concern substandard dwellings wherein most renters 
were complaining about the failure of the landlord to make repairs such 
as would render the dwellings habitable; about 15 percent of these 
complaints were found to be justifiable and increases exorbitant and 
the committee was unable to work out any reductions because of the 
lack of cooperation from the landlord and in about 10 percent of the 
cases where the committee determined that the raise was unreasonable 
satisfactory adjustments were effectuated. This committee func- 
tioned actively for some 10 weeks and then adjourned to await the call 
of the chairman for lack of business. 

It was therefore with considerable surprise that those interested in 
the rental business in Omaha read in our local paper that the mayor 
of Omaha had written to Mr. Tighe Woods a letter, dated May 29, 
which was read to this committee in these hearings, that his office had 
“literally hundreds of complaints about the exorbitant increases,”’ 

Perhaps 50 percent of the 87 complaints received by the Fair Rent 
Committee were forwarded from the mayor’s office in November and 
December 1949, and January 1950, and until the mayor’s letter was 
read to this committee by the Housing Expediter last month, this was 
the first information any informed source in the rental business in 
Omaha had that the mayor claimed to have received hundreds of com- 
plaints concerning exorbitant increases. 

Copy of an affidavit given by the mayor’s representative on the Fair 
Rent Committee is attached hereto, markec | “Exhibit C.” 

On the other hand, the Consumers’ Price Index issued by the Na- 
tional Industrial Conference Board, and recognized in the business field 
as being reasonably accurate, in October 1950 showed that housing in 
Omaha had increased from October 1949, during the decontrol period, 

12.8 percent, representing a 0.02 percent increase from July 1950 fol- 
pete the outbreak of the Korean War. The January 1951 report 
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discloses that rents in Omaha had increased a total of 15.6 percent 
over January 1949, which was prior to decontrol. In most instances 
in the case of the smaller operator, this is 15.6 percent over the rentals 
charged in 1942. The preliminary United States Census report, here- 
tofore referred to, discloses that as of 1950 the average of all rental 
units in Omaha was $43 per month. 

Consumers’ Price Index figures are set forth in exhibit D. 

In Omaha, Nebr., where there is no sales tax, income tax, or other 
special forms of taxation, real property bears a big share of the tax 
load, and at the pit of the depression rents were higher in Omaha than 
in surrounding Midwestern States. Certainly the United States 
Census figure cannot be construed as exorbitant with a mill levy for 
taxes In excess of 49. 

Mr. Woods read to this committee from the same letter of the 
mayor a reference that rent decontrol was “a tragic mistake for 
Omaha because of the severe housing shortage which existed then and 
is still with us today,” and also, ‘Personally, 1 do not favor controls 
asa matter of principle, but with the housing shortage such as we have, 
there is no alternative which will allow the people an economic 
survival.” 

With these statements the rental industry of Omaha as an industry 
takes violent exception. We submit that there was no housing 
shortage in Omaha prior to the imposition of rent controls in 1942. 
We do admit that thereafter there was a housing shortage which lasted 
until the removal of rent contvols, for the reasons hereinbefore stated. 
I have already referred to the case with which the transition from a 
controlled economy to a free economy occurred in Omaha. Predicted 
conditions of chaos did not materialize even faintly. Nebraska 
property owners and renters again met each other, free to bargain. 
Owners were permitted to determine what tenants might occupy 
their property. Units held off the market were filled with tenants 
ready to rent, and the artificial housing shortage generated by con- 
trols dissipated into thin air. New construction was given an impetus 
by the removal of controls. 

In the rental business, a fair gage of the availability of rental housing 
can be had from the offerings of accommodations in the classified 
advertising section of the newspapers. In Omaha we have but one 
daily newspaper. A survey of ads for both available rental property 
and “wanted to rent’’ ads taken from the business files of the Omaha 
World-Herald has been made, dating back to the month of October 
1948, through May of 1951. I have here a chart prepared showing the 
incidence of ads affecting rental property, which shows that in Sep- 
tember 1949, two months before decontrol became effective, there were 
less than 500 ads offering furnished and unfurnished apartments, 
whereas in the same month more than 1,000 “wanted to rent’’ ads 
were published. 

During the month of Dee ember 1949, the offerings of apartments 
were in excess of 1,100 and the “wanted to rent”’ ads fell to less than 
500. The number of offerings have increased throughout 1950 and 
1951, and as of May 1951, more than 2,500 ads offering apartments 
were inserted, while the “wanted to rent’? ads numbered about 650. 

Inac omparative way, offerings of houses and duplexes and furnished 
rooms have followed the same pattern as disclosed by this survey. 
Charts reflecting these facts are attached hereto, marked “Exhibit E.” 
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While it is next to impossible to determine the amount of housing 
withheld from the market by reason of controls, it is reasonable to 
assume that, on the basis of information available in fragmentary 
form, and the immediate availability of units immediately following 
decontrol, at least a thousand were being held in the final days of 
rent control in Nebraska. In Omaha it was not so much the price 
ceilings which bedeviled the property owner, although he was not 
made happier thereby, but the feature of rent control which drove 
him to complete distraction and to selling his property was the occu- 
pancy freeze, which made it impossible for him to determine who 
should occupy his property once a tenant gained possession. 

Another factor which has assisted Omaha in recovering from the 
loss of rental housing represented by the detached dwellings which 
had been sold off the rental market during rent control, is reflected 
by the building of new rental units, particularly since rent controls 
have been removed, or it was apparent that they would be removed. 
Attached is a survey of housing units completed from 1947 through 
April 20, 1951, accurately prepared by Building Owners and Mana- 
gers Association of Omaha, which discloses that 1,317 units were 
completed in 1949, as compared with 955 in 1947, and 2,003 units in 
1950, and as of April 20, 1951, 888 units have been completed, with 
336 rental units in varying stages of completion. In addition, 700 
units of public housing are under construction and 625 units have 
been started at the Strategic Air Command outside of Omaha. See 
exhibit F. 

The proposed legislation before you gives the President the right to 
establish and maintain maximum rents; to control areas not now 
controlled; it eliminates local option; controls all privileges, services, 
furnishings, and facilities. If this is done again millions of little 
people will suffer and not all of them will be owners of real estate or 
equities in real estate. Thousands upon thousands of them will be 
renters with families, as we cannot expect that experience under new 
rent controls will be any different than under the old system. 

Tenants and small owners will have no one particularly to represent 
them in this forum. Some of them write to you gentlemen directly. 
The president of the association which I represent is a thrifty American 
truck driver, a World War II veteran, a member of the CIO. He is 
buying a modest apartment house, furnishing clean accommodations 
to 12 tenants. Childrens’ feet patter in his halls and play in his 
yard. His tenants are happy and he can deal with them as one free 
citizen with another. 

If controls come again he will be tempted again, as he was in the 
past, to violate the law and take a bonus for this or that additional 
service. His wife will be driven to distraction with the filling in of 
forms. He, with his fellow property owners—carpenters, plumbers, 
laborers, insurance agents, mail clerks, salesmen, old people and 
young people, who make up by far the vast majority of the 8 million 
property owners of this great Nation—will have to once again sur- 
render the control of his property and the right to deal with his 
fellow man to another horde of bureaucrats. He will be designated 
as a landlord by the bureaucrat who controls his property, but he 
knows that while he may retain title to his land temporarily, he will 
no longer be the lord over it. 

And gentlemen of the committee, what of the poor tenant whom 
all this is supposed to protect? In Omaha they have had an oppor- 
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tunity to compare their conditions under rent control and out. What 

are they saying? Some of the members of my association asked 

some of their renters for an opinion. I have them here and they are 

very enlightening. Some samples are attached hereto as exhibit G. 
I will read one which is typical: 


Omauwa, NEsR., June 4, 1951. 
To Whom It May Concern: 


We as tenants do not think rent control is fair to our landlords. We do not 
want rent control. We have two children and under rent control it is hard to 
find a place to live. Without rent control we can. We feel our landlord is our 
friend, and that he is not overcharging us. Why should we live under Govern- 
ment controls when my husband went through the last war to keep us from that 
kind of living? Please let’s live free, the good old United States way. 

Mr. and Mrs. Wiui1AmM D. GERDEs. 


To you gentlemen in Congress is committed the future of America. 
It will be for you to determine, as the elected representatives of a 
mighty nation of free-born men and women, whether some 8 million 
of your fellow citizens who rent housing will be permitted to control 
and manage the fruits of their thrift and labor, or whether through 
fear that they cannot as such free men properly control themselves 
in their business relations with their fellow men, they should be 
required to surrender their property rights to the President of the 
United States to be delegated by him to administrators, expediters, 
investigators, enforcers, lawyers, and clerks. 

In so doing you shall decide whether free enterprise is going to 
continue to supply the housing needs of the people of this Nation. 

I certainly wish to thank this committee for the time they have 
extended tome. I know it is getting late and I am afraid I am abusing 
my privilege. 

Mr. Bouiine. Mr. Chairman, I have a question. 

The CHatrMAN. Mr. Bolling. 

Mr. Boturne. Did you put in the record the names and occupations 
of the people on the Omaha Fair Rent Committee? 

Mr. Marcuerttt. I did not, but I can recite them to you. 

Mr. Bouurna. Just put them in the record. 

Mr. Marcuetti. There was Thomas Knap, welfare director of the 
city of Omaha. 

Paul Dorado, president of the Omaha Bar Association. 

Dr. Bale, who was from the Omaha Chamber of Commerce. 

There was a colored doctor. I think I can get his name. 

Mr. Coir. You have made a good statement. 

The CuarrMANn. That concludes the hearings and the committee 
will meet in executive session on Monday. 

I don’t think anybody can successfully say that we have done any- 
thing to abridge the freedom of speech or the right of extended state- 
ment, or abridged the right to assemble and petition for redress of 
grievances. 

I think we can make a pretty good case on that. 

Mr. Coxe. I think that is right, Mr. Chairman. 

The Cuarrman. Very well. It is possible that General Marshall 
may come before the committee to make a statement on Monday. 
If so, we will go into executive session immediately following General 
Marshall’s testimony. 

The committee is now adjourned. 

(Whereupon, at 1:20 p. m., an adjournment was taken.) 
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STATEMENT REQUESTED BY Hon. ABRAHAM J. MULTER 


Mr. Multer of the Committee requested the record to show that he 
had not, as of Thursday, June 21, 1951, received from Mr. Charles 
Holman, who testified on May 29, 1951, the names of certain persons 
referred to by Mr. Holman on such date. 


ConGrReEss OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., June 18, 1951. 
Drar CONGRESSMAN: You have, no doubt, received a copy of a letter sent to 
Chairman Spence by Mr. Lemuel Boulware, vice president of the General Electric 
Co. Mr. Boulware took exception to statements made by me in my testimony 
before vour committee concerning the profits of American corporations. 
I have sent the attached letter to Chairman Spence as my reply and requested 
that it be inserted in the record of the hearings. 
I will be very glad to answer any questions concerning this matter. 
Sincerely vours, 
James B. Carey, Seeretary-Treasurey. 


CONGRESS OF INDUSTRIAL ORGANIZATIONS, 
Washington, D. C., June 15, 1951. 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
Washington, D. C. 

Dar CONGRESSMAN SPENCE: My attention has been called to the letter of 
June 12 to you by Mr. Lemuel Boulware, vice president of the General Electric 
Co., and released by Mr. Boulware. 

In all fairness, since Mr. Boulware’s letter attacks my statement before your 
committee as being “irresponsible”? I request that this letter be made a part. of 
the record. 

Let me say that Mr. Boulware in his letter, with one exception that I have in- 
dicated in point 1 below, does not attempt to question my figures. We are will- 
ing to leave to the good sense of the American people whether the conclusions we 
have drawn from these figures are relevant or not. 

(1) Mr. Boulware asserts that I charged that GE made 39-percent profit on 
the stockholders’ investment in the first quarter of 1951. I have not seen a tran- 
script of the impromptu part of my testimony but as I remember I declared that 
in the fourth quarter of 1950 GE profits after taxes were at the annual rate of 
39 percent on the stockholders’ investment. I repeat that. 

Mr. Boulware then quotes figures to show that first quarter 1951 GE profits 
were less than those in the first quarter of 1950. As a matter of fact, profits 
before taxes in the first quarter of 1951 were $107 million as compared with $64 
million in 1950. This was an increase of 67 percent. With regard to profits 
after taxes I refer you to the statement made to the stockholders by GE President 
Ralph Cordiner, on April 17, 1951. 

On page i3 of the printed report, President Cordiner declares: 

‘However, if you were to apply to the first quarter of 1950 the tax rates which 
later were made effective for the entire year of 1950 * * * the earnings on 
a comparable basis for the first quarter of last year would be $1.02 a share against 
earnings in the first quarter of 1951 of $1.21.” 

In other words, while Mr. Boulware attempts to convince your committee that 
1951 profits were less than 1950, the president of GE talking to the stockholders 
boasts that if the taxes for the first quarter of 1950 had not been juggled, the 195! 
profits would have been nearly 20 percent higher. 

(2) Mr. Boulware declares that there is no such thing as “profits before taxes.’’ 
I’m sure that most businessmen, the Government, most economists, all financial 
reporting agencies, will be surprised to learn this. ‘‘Profits before taxes’’ are 
extremely important in terms of the prices people and the Government pay for 
products they buy. It is just as important as talking about a worker’s wages 
before taxes, or a farmer’s income before taxes. We don’t feel that General 
Electric’s profits before taxes are exempt from such examination. 
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(3) The main burden of Mr. Boulware’s letter is to convince the committee of 
another ‘“‘revolutionary principle” in economic affairs—that there is no importance 
to be attached to profits as a return on stockholders’ investment. We are sure 
that every stockholder in the country, most regulatory bodies, and most econo- 
mists will be surprised to know this. 

The American public has constantly been told the stockholders must earn a 
“fair return on their investment” as an “incentive” to invest. We agree with 
that principle. But now that General Electric finds itself with such exorbitant 
profits as a 28-percent return to stockholders after all taxes for the full year of 
1950, Mr. Boulware attempts to dismiss the whole question as irrelevant and to 
move the discussion to profits on sales. 

Mr. Boulware quotes me with regard to the fair return on investment. I de- 
clared that I considered a 10-percent return on investment a very liberal return, 
I still do. 

It is common sense to everyone that when an exorbitant return is being given 
to stockholders that either the workers or public is not being treated fairly. 
This is in line with the oft-repeated statement by corporations that all three 
elements are entitled to fair treatment. It is particularly important in this 
defense period. 

(4) I believe that the same point could be made with regard to Mr. Boulware’s 
attempt to dismiss the importance of profits being made on each hour of a worker’s 
labor. Mr. Boulware does not question our figures. He declares it is of no 
importance that in 1950 GE made, before taxes, a profit of $1.46 for each hour 
on the labor of every one of its production workers. In 1939 that same profit 
per hour was 58 cents. In other words, it nearly tripled. Profits after taxes in 
1950 were equal to 68 cents per hour of every production worker or 50 percent 
higher than in 1939. At the same time the number of employees more than 
doubled. 

We believe anyone interested in a healthy economie system would find such 
figures of great concern. 

(5) With regard to the question of accelerated amortization, Mr. Boulware 
makes the point with which we agree, that this method should be used by Gov- 
ernment only when “such facilities would remain idle after a few years.” He 
says further that “there are phases of defense production for which no company 
would construct facilities simply because peacetime sales possibilities are too 
low and existing facilities are more than ample to supply the demand.’”’ He 
then quotes the Guaranty Trust Co. with regard to the need for amortization 
for facilities that ‘‘become surplus before the 5-vear amortization period is over.” 

Yet. according to the Wall Street Journal of May 19, GE announced that it is 
building a large jet-engine plant near Louisville, Ky., and that Clarence Lindner, 
head of GE’s appliance division, said that after Government work is completed 
the huge plant’s facilities will be used to manufacture refrigerators, washers, and 
electrical appliances. Yet, contrary to Mr. Boulware’s statement to you, GE 
has applied for and received NPA approval for $20 million of tax amortization, 

(6) Mr. Boulware boasts of the fact that since 1940 GE prices have risen by 
only 50 percent. It should be noted that in 1950 GE prices could have been 5 
percent lower and GE would still have made 22 percent return after all taxes to 
their stockholders. We believe that the common sense of the American people 
will agree that even that is an exorbitant return in times like these. 

(7) We do not know the point of Mr. Boulware’s reference to Mr. Kevyserling, 
the ADA, a report of a meeting by some obscure publication, ete. Let is simply 
be said that we repeatedly tell our members that all parts of the community must 
bear sacrifices: that we know there must be both wage and price stabilization. 
What we cannot and will not go along with is the program being advanced by 
GE’s parent organizations, the NAM and chamber of commerce, that we abandon 
all price and wage controls and “let her rip.” 

Thg labor movement could well protect itself in such a race of prices and wages. 
But the wnite-collar man, the families of servicemen, the taxpayer, the pensioner, 
the unorganized workers, all would feel the disastrous results of such a policy. 

Sincerely yours, 
James B. Carey, Secretary-Treasurer. 
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INTERNATIONAL UNION OF ELECTRICAL, 
Raprio AND Macurneé Workers, CIO, 
Washington, D. C., June 19, 1951. 

Dear ConcressMaAN: I am attaching for your information and interest copies 
of letters on the important question of regulation W that I have sent to Mr. 
William M. Martin, Jr., chairman, Board of Governors, Federal Reserve Board, 
Senator Burnet R. Maybank, chairman, Senate Banking and Currency Com- 
mittee, and Congressman Brent Spence, chairman, House Banking and Currency 
Committee. ‘ 

I will be very glad to answer any questions concerning this matter. 

Sincerely yours, 


James B. Carey, President, 


Letter from James B. Carey, President, IUE-C1O, to Mr. William 
M. Martin, Chairman, Board of Governors. 


JUNE 14, 1951. 
Mr. Wituiam M. Martin, Jr., 
Chairman, Board of Governors, 


Federal Reserve Board, Washington, D. C. 


Dear Mr. Martin: The action of the Federal Reserve Board yesterday in 
refusing to budge from its rigid position on consumer credit controls is a blow at 
our economy and our national defense. It is in fact contrary to the very principles 
on which the Federal Reserve Board declared it would act. 

The memorandum which we attach shows clearly that the conditions under 
which regulation W was applied, particularly to the television industry, no longer 
exist. Yet in spite of the 50,000 people unemployed in this industry, tbe danger 
of the loss of their skills to the electronics defense program and the fact that 
600,900 television sets are frozen in warehouses, you insist on clinging to an 
inflexible position. 

Millions of Americans have read that on the question of bank credit you have 
adopted no regulations but instead have relied upon “‘voluntary committees’”’ of 
bankers to regulate themselves. This is in spite of the fact that bank credit has 
increased some $10 billions enabling a vast amount of hoarding of inventories. 

The people will not be able to understand the reason for that double standard of 
treatment by the Federal Reserve Board between the consumer who wants to buy 
a useful product and these groups who want to speculate on commodities. 

We are asking that this matter be reopened, a public hearing be set and that 
some of the interested groups such as our own be permitted to appear to state our 
position. We believe that such action is necessary in order that the confidence of 
people in our defense controls may be maintained. 

May I hear from you on this matter? 

Sincerely yours, 
James B, Carey, President. 


(The following letter was sent to Senator Burnet R. Maybank, 
chairman, Senate Banking and Currency Committee, and to Con- 
gressman Brent Spence, chairman, House Banking and Currency 
Committee: ) 

June 14, 1951. 

We have just been informed that the Federal Reserve Board yesterday declined 
to take any action to relax the rigid, inflexible consumer credit controls, which 
are causing so much hardships, injustice, and danger to our defense program 
Sitting behind closed doors in its ivory tower the Federal Reserve Board issues 
no statement or reason to the public for its refusal to change its unyielding 
position. 

The Federal Reserve Board still insists upon maintaining its double standard 
of credit controls—to depend for control of bank credit upon the “voluntary 
restraints’ of bankers, but to control the poor man who wants to buy some 
useful product by these regid regulations W and X. 

The situation in the radio and television field continues desperate, and untold 
harm is being done to some 50,000 unemployed workers, to business, and to our 
electronics defense program. 

The attached memorandum and letter on this question which we have sent { 
the Federal Reserve Board today illustrates how in terms of the Defense Act 
and its own pronouncements, the Federal Reserve Board is violating its ow! 
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principles. If the Federal Reserve Board refuses to immediately act or even 
call an open hearing, the situation is squarely up to Congress to either require 
a more flexible and realistic handling of the problem or to take the power out of 
the hands of the Federal Reserve Board and place it with the President. 

In the radio-television field we beiieve the situation is serious enough to call 
for a 90-day moratorium on the application of regulation W and then a review 
of the situation to enable the industry to reach more normal conditions. Further, 
the same provisions should be permitted as for automobiles—the use of an old 
set to be applied on the down payment. 

May we count upon you for some early action on this acute problem? 

Sincerely yours, 
James B. Carey, President. 


INTERNATIONAL UNION OF ELECTRICAL, 
Rapio AND MacuHiIne Workers, CIO, 
Washington, D. C., June 15, 1951. 


MEMORANDUM ON REGULATION W 


The objectives of the Defense Production Act are enumerated in section 2 of 
the act under the heading ‘Declaration of Policy.” After first stating the policy 
of the United States to oppose acts of aggression, to promote peace, to support 
collective action through the United Nations and through regional arrangements 
for mutual defense, and to develop and maintain whatever military and economic 
strength is found to be necessary to carry out these policies, the Congress goes on 
to say: 

“This task requires diversion of certain materials and facilities from civilian use 
to military and related purposes. ‘It requires expansion of productive facilities 
beyond the levels needed to meet the civilian demand. In order that this diversion 
and expansion may proceed at once, and that the national economy may be main- 
tained with the maximum effectiveness and the least hardship, normal civilian 
production and purchases must be curtailed and redirected * * *, It is 
the intention of the Congress that the President shall use the powers conferred 
by this act to promote the national defense, by meeting, promptly and effectively, 
the requirements of military programs in support of our national security and 
foreign policy objectives, and by preventing undue strains and dislocations upon 
wages, prices, and production of distribution of materials for civilian use, within 
the framework, as far as practicable, of the American system of competitive enter- 
prise.” [Italics added.] 

It is thus plain that it is the intent of Congress not only to provide for the 
diversion of resources to the extent necessary to achieve effective mobilization, 
but also that the diversion should be so managed as to maintain the national 
economy with the maximum effectiveness and the least hardship, and that undue 
strains and dislocations should be prevented. 

Regulation W was designed to use the consumer credit control powers authorized 
in title VI of the act in such a way as to achieve the aforementioned objectives of 
the act. It was designed to do this in two ways: (1) By restraining inflationary 
price pressures, and (2) by curtailing the use of critical materials and manpower 
needed for the defense effort. 

This was made clear in the press statement of September 9, 1950, released by 
the Board upon the issuance of regulation W, which stated: 

“The regulation of consumer credit is one of the fiscal, monetary and credit 
measures designed to restrain the inflationary pressures that result in higher 
prices and to facilitate diversion of critical material and manpower to production 
of defense needs as such diversion is required.” 

On October 13, 1950, in announcing amendment 1 to regulation W, the Board 
stated that— 

“Today’s action was taken in the light of the (Federal Reserve) system’s 
statutory responsibilities, both under the Federal Reserve Act and under the 
Defense Production Act, to reduce inflationary forces particularly in various credit 
areas; to help maintain the purchasing power of the dollar; and to assist other 
agencies in assuring that the needs of the defense program are adequately met.’’ 

In its bulletin of November 1950 the Board further stated in explanation of 
regulation W that— 

“The articles covered by the regulations comprise the major durable consumer 
goods and were selected on the basis of two primary considerations. First, they 
account for the bulk of installment credit extensions. * * * Second, the 
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listed articles are among the products in short supply, or likely to be, as resources 
are diverted to defense production. Curtailing credit for the purchase of major 
durable goods helps directly to bring demand in closer balance with supplies and 
thus to restrain price advances.” 

Again, in an address by R. W. Evans, member of the Board of Governors, 0; 
October 13, 1950, entitled ‘‘Consumer Credit Regulations in a Garrison Economy” 
it was stated: 

“We hope that the restrictions imposed on consumer installment credit wi! 
help to achieve two major objectives. As a first aim, we hope that tightening 
credit on the listed articles will reduce demands for these specific goods to levels 
more nearly in line with supplies. This will relieve some of the upward pressur 
on the prices of these goods and on the prices of the labor and material used, 
which can then be more readily released for defense production.” 

“A second major objective is to curtail in some degree the demand for unlisted 
articles, as well as for listed articles. For if the output of durable goods is cur- 
tailed, there will probably be an increase in demand for other goods and services 
Even though these may be relatively abundant, the intensified demand, if wn- 
checked, is likely to drive up prices.” 

There is no inflationary price pressure in the television market. The onl 
pressure which exists is the disruptive deflationary price pressure created by huge 
surplus stocks at manufacturer, distributor, and retailer levels and by extreme, 
curtailed consumer demand. These have combined to create a market situatio: 
in which auction sales, forced liquidations. and sales below cost are the order ot 
the day. 

So far as the conservation of scarce materials is concerned, the control presentl\ 
exercised under regulation W has created a situation in which manufacturers are 
unable to sell the sets which could be made with the curtailed materials us; 
permitted by the production controls currently in effect and contemplated for the 
future. They cannot even sell the sets which have already been made. Surely 
the NPA, rather than the Federal Reserve, is the proper governmental agency to 
determine what level of materials use should be permitted the television industry 

Far from conserving manpower for defense needs, regulation W has necessitated 
widespread lay-offs in radio and television plants and endangered the future 
production of vitally needed electronics supplies in these plants, because the mer 
and women who are laid off will inevitably drift away to other industries, and will 
not be available when the Government calls upon the radio and television industry 
to produce electronics equipment for the defense program. 

It is one thing to curb inflation pressures where thev exist, and to curb the 
use of scarce materials and manpower when such curbs are necessary. It is 
quite another to curb credit to the point where it results in a completely de 
moralized and depressed market and cuts production far below the level of mate- 
rial and manpower use consistent with defense production. Surely, this cannot 
have been the intent of the Board. 

Prices in the television field are not rising. Television sets are today being 
sold below cost, and prices are still falling. Demand for television today is not 
in excess of supply. It is far below the level of availability. Television produc- 
tion is not using scarce materials required for more essential purposes. In thy 
present market manufacturers are not in a position to use even the curtailed 
supplies which have been allotted to them within the defense program. Scarc 
manpower is not being used to manufacture television sets. On the contrary, 
searce material is being lost to future electronics production because the radio- 
television industry cannot retain its labor force under present conditions. 

The circumstances which lead to the rigid terms of regulation W as that applied 
to radio and television have been completely altered. The time has come for a 
desperately needed relaxation of the terms of the regulation. 

In line with the objectives of the Defense Production Act and the basie policies 
of the Federal Reserve Board, we ask that there be a 90-day moratorium on the 
operation of regulation W as applied to the radios and televisions and a review 
of the situation at the end of that period. In addition the same terms shovld 
apply to the down payment on radios and televisions as applied to automobiles 
that is, that an old set may be used as part of the down payment. 

James B. Carey, President. 
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